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DIGEST OF TESTIMONY 





TuEspAY, Fesruary 5, 1957 


Opening statement by Senator Joseph C. OMahoney, presiding. 

Noted the presence of representatives of Executive Departments of 
State, Justice, and Interior, and the Director of the Office of Defense 
Mobilization. 

The Subcommittee on Antitrust and Monopoly of the Judiciary Com- 
mittee, ‘‘in cooperation with the Senate Committee on Interstate and 
Foreign Commerce and the Senate Committee on Interior and Insular 
Affairs, all of whom have jurisdiction over various phases of the petroleum 
industry, has assembled to confer with representatives of the executive 
branch of the Government about the details of the plan by which this 
Government is attempting to aid its Western European allies by sub- 
stituting petroleum and petroleum products for the flow from the 
Middle East which has been suspended by the blockade of the Suez 
Canal.” 

Although deliveries from this country to Europe have been stepped 
up, “the unfortunate fact is that the shortage in Europe has not been 
satisfactorily supplied.” 

The committee and Members of Congress have received numerous 
complaints about the increased cost of petroleum products. 

The first step toward a program to meet the oil emergency ‘‘was taken 
on October 12, 1956, when President Eisenhower submitted to Director 
Flemming [of ODM] a memorandum directing the latter to summon 
representatives of the National Petroleum Council to confer with certain 
Cabinet officers for consideration” of the plan of action under the volun- 
tary agreement relating to foreign petroleum supply, dated August 10, 
1956. 

On October 19, 1956, Assistant Secretary of the Interior Wormser sent 
a letter to Walter 8. Hallanan, Chairman of the National Petroleum 
Council, requesting the Council “‘to make a study of tanker transporta- 
tion and confer with representatives of the Office of Oil and Gas in the 
Department of the Interior and with the Maritime Administration in the 
Department of Commerce. 

“On December 11, 1956, Mr. Flemming, Director of Defense Mobiliza- 
tion, held a press conference and issued a release in which he announced 
that he had requested the 15 oil companies comprising the Middle East 
Emergency Committee ‘to participate in an amended plan of action 
under the voluntary agreement relating to the foreign petroleum sup- 
ply.’’”’ These 15 companies “may be properly designated as the largest 
in the world. The assets of all 15, excluding duplication, amount to 
$20, 162,034,000, as of 1955.” Listed the companies together with their 
assets, gross and net income. 

These companies are interested not only in production of oil around 
the world but also ‘in the production, the refining, and the distribution 
of oil products and gasoline in the United States. Many independent 
companies feel that “‘what the big companies do has an immediate and 
vital effect upon their own operations.” 

There is a provision in the Trade Agreement Extension Act of 1955 
which states that “whenever the Director of the Office of Defense 
Mobilization has reason to believe that any article is being imported 
into the United States in such quantities as to threaten to impair the 
national security, he shall so advise the President and if the President 
agrees that there is reason for such belief, the President shall cause an 
immediate investigation to be made to determine the facts.’ If the 
President finds the imports threatening to impair the national security, 
“the shall take such action as he deems necessary. * * *” 
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6 This authority has not been exercised, but instead there has been a 
voluntary agreement that imports shall not exceed a percentage of 
— for 1954. 

he independents have asserted that increased imports said to be 
coming from Latin America and elsewhere have affected their operations. 

Senator O’ Mahoney said that of “the 15 members of the original Com- 
mittee, the largest company is the Standard Oil Company of New Jersey. 
It is a member of the Committee not only in its own right but also as the 
owner of 95 percent of the Creole Petroleum Corp., which operates in 
Latin America and which also is 1 of the 15. Not only is that the fact 
but Standard of New Jersey is a 30-percent owner of the Arabian- 
American Oil Co. and with Socony Mobil Oil Co. a 50-percent owner in 
Standard Vacuum Oil Co., both Arabian-American Oil and Standard 
Vacuum Oil being also members of the Middle East Committee. Socony 
Mobil sits on the Committee as a corporation, as do all the others, in its 
own right and as a part owner of two other members of the Committee. 
The Guif Oil Co., third in size, as computed by its assets, is associated 
with the Anglo-Tranian Petroleum Co. in operation in Kuwait, a sheikdom 
in the Arabian Peninsula. The Anglo-Iranian Corp., as an organization, 
has been controlled through stock ownership by the British Government, 
It owns 23.75 percent interest in Iraq Petroleum Co. and in that com- 
pany Standard Oil of New Jersey and Socony Vacuum Oil Co. also own 
23.75 percent stock interest.” 

“The mere recitation of the commingling of foreign political and 
American private authority engaged in the exploitation of the petroleum 
deposits of the Middle East raises the central question at issue in these 
hearings, namely, whether such a group of oil companies is qualified to 
be chosen by the Government of the United States, under the Defense 
Production Act of 1950, as amemded, to carry out a policy which this 
Government is undertaking for purposes of national defense.’’ * * * 

Seemingly, “the Department of Justice interpreted the Defense 
Production Act as being one under which his [the Attorney General’s] 
approval] to the granting of immunity for any violation of the antitrust 
laws could be given only to any agreement or program which the Office 
of Defense Mobilization deems would be required for the defense of the 
United States.’’ The intent of Congress “was to safeguard every volun- 
tary agreement from any loophole by which those participating in it could 
take any action detrimental to competition, as protected by the antitrust 
laws. The voluntary agreements authorized by the Defense Production 
Act, as amended in 1955, were strictly limited to equipment by and for 
the military.” 

The Federal Trade Commission and the Attorney General were to be 
consulted in drafting agreements and the Attorney General was to 
review them from time to time. If he found any effects detrimental 
to competition he was to withdraw his approval. 

‘“‘When, therefore, protests are received by this. committee, when 
complaints are made of price increases, and when, as is the case here, 
the members of the Middle East Emergency Committee include corpora- 
tions which have already been sued by the Federal Government for 
allegedly participating in illegal foreign cartels, it becomes the obvious 
duty of this committee, as well as other committees of the Congress, to 
scrutinize carefully the formulation, the procedures, and the effect of the 
plan. This will be necessary if improvements can be made not only to 
deliver oil to our allies but to deal fairly with the independent producer, 
the independent refiner in the United States, as well as the consumer.”’ 
8 There are other angles of the operation of the oil industry that justify 

domestic public interest. ‘Legislation may be needed. Finally, of 

course, everybody will agree that as objectionable as price fixing is 
when carried on by the Government, it would be far worse if carried on 
by private operators.” 

Senator Wiley set forth different categories into which inquiries he 
had received would fall: ‘‘(1) Why have the oil companies not sent the 
planned amount of oil to Europe? (2) Why have the oil companies 
nevertheless raised the price of oil to Europe? (3) Why have the oil 
companies raised domestic prices also? (4) In spite of this price rise, 
why has very little more oil been produced, despite huge oil inventories?” 
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DIGEST OF TESTIMONY VII 


Senator Kefauver commented that the hearings would cover ‘‘a matter 
of tremendous concern to the American people, and to our friends in 
Western Europe.” That “there is no subject that has been more 
discussed, or in which more interest has been shown by Members of the 
House and the Senate, than the problemsraised by this inquiry. * * *” 

Senator O’ Mahoney said it may turn out that his conception of the 
central issue might not be correct, and that other Senators might feel 
other questions are more important. 

Senator Neely, commenting on the power and influence of the oil 
industry, said that the “‘oil lobby appears to be more powerful than the 
President, the Congress, and the people.”” Cited examples. 


Statement of Arthur S. Flemming, Director, Office of Defense Mobilization; 
accompanied by Felix E. Wormser, Assistant Secretary of the Interior, 


and Hugh A. Stewart, Director of the Office of Oil and Gas, Depart- 
ment of the Interior 


Introductory statement. Remarks will be directed “principally to the 
responsibilities of the various agencies under the statutory authority 
upon which the program is based, and the procedure followed by those 
agencies in putting the program into effect.” 

Discussing the amendment to the Defense Production Act referred to 
by Senator O’Mahoney, Mr. Flemming said that following the section 
dealing with voluntary agreements being limited to military procure- 
ment, the amendment states these exemptions also apply ‘‘to acts and 
omissions to acts requested by the President or his duly authorized dele- 
gate pursuant to voluntary agreements or programs which were duly 
approved under this section before the enactment of the Defense Produc- 
tion Act Amendments of 1955.” 

The basic voluntary agreement relating to the oil industry was in 
effect prior to enactment of the amendment of 1955. 

Pursuant to requirements of the Defense Production Act, the Attorney 
General has ‘‘certified that the interests of national defense were such as 
to make it possible for him to approve the agreement, even though he 
recognized, as all of us do, that, of course, there is a calculated risk in- 
volved as far as the antitrust policy of the Congress and of the Govern- 
ment is concerned.’”’ Mr. Flemming concurs in this belief. 

Certification was made prior to present crisis. 

Original voluntary agreement, ‘‘as amended in accordance with the 
suggestions of the Attorney General,”’ dated May 8, 1956. (There were 
no amendments after this date.) 

Document held in his hand ‘“‘was an agreement recommended by the 
Department of the Interior, and was in effect—I mean a basic plan of 
this kind was in effect prior to the passage of the Defense Production 
Act of 1955. As a result of the passage of those amendments, it became 
necessary for the Attorney General under the law, to review this basic 
voluntary agreement relating to foreign petroleum supply. He did 
review it. He consulted with the Director of Defense Mobilization.” 

The Attorney General “presented to the Department of the Interior 
certain amendments which he felt should be made. We consulted with 
the Department of the Interior, with the Attorney General, and we 
finally arrived at an agreement as to those amendments. The amend- 
ments were incorporated in the basic agreement, and after they were 
incorporated in the basic agreement the Attorney General made the 
certification required by law.” 

May 8 agreement was formulated by Interior, Office of Defense 
Mobilization and the Attorney General, although “responsbilitity for 
originating any matter in this particular area was, of course, the respon- 
sibility of the Department of the Interior.” 

Basic document on voluntary agreements was dated May 1, 1953, 
amended April 15, 1954, and again May 8, 1956. 

One “type of amendment” suggested by the Attorney General was 
that outside of emergency situations the committee should be chaired 
by a Government official instead of a representative of industry, and 
some work of Committee should be carried on by Government officials in- 
stead of employees of oil companies. 

Plan of action development begun in August 1956, 
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In approving the August 10 plan the Attorney General approved of an 
industry representative serving as Chairman of MEEC, “but the overall 
Committee that is brought into existence by this May 8, 1956, document 
must be chaired by a Government official.” 

Interior will explain why the Attoreny General approved of an industry 
member serving as Chairman and Attorney General will “be in a position 
to indicate why he felt that those practical operating considerations 
should control, as far as putting the Middle East plan into operation is 
concerned.” 

When the Attorney General reviewed plan of action under which 
MEEC was set up “‘he had in mind indentically the same objectives that 
he had in mind in suggesting the amendments to the May 8, 1956, 
document, and I am sure that he or his representatives would be in a 
position to testify that they feel that they built into the Middle East 
Emergency Committee provisions designed to achieve those objectives 
and which they believe will achieve those objectives.” 

Executive Order 10480 makes ODM responsible for “approving agree- 
ments jn the interest of national defense,’”’ with other agencies authorized 
to make recommendations. Order of responsibility for oil agreements 
listed. 

In connection with the plan of action, the Government had before it 
recommendations from Interior, Defense, and State. As previously 
indicated, the Attorney General “concluded after consultation that the 
benefits to the national defense of the plan of action outweigh its possible 
adverse effects upon the competitive free-enterprise system.” 

Voluntary agreement is best way ‘“‘under existing law to deal with the 
kind of situation that confronts us as far as the Middle East is concerned.”’ 

Amended Defense Production Act provides best method for dealing 
with the situation “‘unless the Government wants to get much more 
deeply into the operation of the oil industry than it has ever been.” 
It should be kept in mind it is a voluntary agreement. There is no 
“earte blanche delegation of authority to this committee.’”’ It cannot 
act alone—can only recommend to the Government. If the recom- 
mended steps to be taken are approved by the Government ‘‘and carried 
out by the members of the Committee, then of course under the law they 
are immune from prosecution under the antitrust law.” 

If the Attorney General had refused certification re the voluntary 
agreement relating to oil supplies the agreement would have lapsed 
“and there would be no authority under existing law to bring such 
voluntary agreement into existence.” 

The Attorney General and his representatives began participating in 
discussions involving the plan of action in late July. Formal exchange of 
letters authorizing plan was on August 10. 

Did not have with him all dates, etc., of communications issued to oil 
companies regarding oil imports—did not think it would be gone into 
“at this time.” 

Presidential Advisory Committee on Energy, Supplies, and Resources 
had recommended that oil imports be related to domestic production in 
proportionate relationship to 1954 levels, and urged companies to accept 
on voluntary basis. If they did not, the committee felt Government 
should consider what action “could or should be taken.” 

This Resources Committee had also recommended that the question 
of proportionate relationship should be reviewed from time to time. 

Did not recommend that imports he held at 1954 levels, so, as domestic 
production went up, so did imports. He had not reached an agreement 
with the oil companies on this plan but some “indicated a willingness to 
follow the suggestion made by the Government.” 

Believes Standard of New Jersey cooperated in this area. 

The independents have been cooperative and willing to let the Govern- 
ment work out a voluntary plan. Only when they felt industry response 
was insufficient did they file a petition under section 7 of Trade Agree- 
ments Act. Public hearings were held in response to that petition. 

Action on the petition was suspended after the Suez crisis, to be 
resumed when things settled down again. 

Dr. Flemming believes they have authority over refining operations but 
not over production of crude. 
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The test for companies invited to participate in the plan of action was 
their participation in foreign operations ‘‘big and little.” 

Companies participating in the plan do not produce all the oil needed 
for export—they buy from other sources, 

It is ‘generally the case’’ that he has no authority to increase produc- 
tion—that is up to the States. He does have authority under the 
Defense Production Act to direct American oil and American ships to 
receiver that best suits the Government’s program. Prior to adoption of 
the plan of August 10 thought was given to use of these powers, but it 
was felt it would be too limited in scope. 

It is contemplated the MEEC members will participate in some ar- 
rangements with foreign companies. 

In the planning stage of this program they had considered no alterna- 
tive plan of any kind. 

Dr. Flemming had testified before the Senate Banking and Currency 
Committee in spring of 1955 as to the necessity for this type of plan, 
and was backed up by Interior, Defense, and State Departments. Said 
then he knew of no feasible alternative. 

Inserted portion of a letter to the Attorney General elaborating on 
this position. 

Under the arrangement referred to in the letter the Government could 
compel companies to take action it thought necessary—within limita- 
tions. Present voluntary plan allows for no compulsion. 

The hearing in November showed that if there had been no Middle 
East crisis he would have had “no alternative but to certify to the Presi- 
dent that the import situation constituted or threatened to impair our 
national security.” 

In reply to a question as to the success of the August 10 plan of action, 
Dr. Flemming said “that it is a little bit early to make a complete and 
fair evaluation of the results of the action taken under the plan of 
action.’”’ Summarized what MEEC had done. 

In the summary he emphasized that MEEC had been reactivated on 
December 3. Schedules of action prepared by companies were for- 

yarded to the Secretary of the Interior and schedules were issued by him 
on December 7—‘‘the members of the Committee immediately began 
making cooperative arrangements to implement them.” 

Mideast supplies to the United States and Canada have decreased 
because of diversion to Europe. 

Movement to Europe could not have been accomplished without the 
pooled knowledge of MEEC. 

Had never figured the 500,000 barrel per day estimate of shipments to 
Europe would be all crude, but had “‘assumed that a larger percentage of 
it would be crude than has proved to be the case.’’ The lack of crude 
“is really the serious problem confronting Western Europe at the present 
time.” 

One provision in the plan of action is that there shall be no deficiency 
in United States supplies. 

The voluntary plan “has produced certain favorable results,’ one of 
which is the effective pooling of tanker facilities. Another is increased 
shipments to Europe. 

They have never established a goal, but rather have tried to estimate 
what could be done. 

Senator O’ Mahoney read from a release issued by Assistant Secretary 
Wormser pointing up severe shortages of distillates and fuel oils in 
Europe but ample supplies of gasoline. 

Mr. Flemming is ‘not happy about the total results,’’ however. 

Senator O’ Mahoney read a statement attributed to Secretary Dulles 
that oil shipments are moving better and no appeal from the President, 
for increased shipments will be necessary. 

Mr. Flemming reiterated his agreement with Mr. Wormser’s estimate 
of a shortage of 25 to 30 percent of fuel oils. 

In outlining his disappointments, said time sequence and complexity 
of industry should be kept in mind as well as the fact that the operation 
had been in effect only a couple of months. About mid-January it 
became apparent shipments were inadequate. 
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He is disappointed about the lack of adjustment in refining operations 
after appeals to the companies to cut back gasoline production. 

Indicated they had authority under the Defense Production Act to 
issue orders to refiners, but believe it unwise to use that authority. 

Is also disappointed that shipments from Venezuela to United States 
have increased, when the run from Venezuela to Europe is shorter than 
from our gulf coast. 

He feels disturbed about the Venezuelan imports as to ‘‘whether or not 
we are developing some patterns here that are going to be very difficult 
to live with when we move into a more normal period.” 

Although he recognizes the States’ problems, he had hoped allowables 
would have been increased to a greater extent. Is confident the States 
‘will reappraise their positions in the light of the facts that are devel- 
oping.”’ 

Although problems have arisen under this voluntary program, he is 
not sure but that “‘results may not be better’’ than setting up a govern- 
mental organization to deal with a short-range emergency. It is hoped 
it will be short range. 

Normal-size tankers should be able to move through Suez shortly 
after clearance for smaller-draft ships. Understands the repair of the 
pipeline is more a political problem than opening the canal, which is 
more an engineering problem. / 

Thinks the hearings are valuable because they turn the spotlight on 
facts the country should know. 

Dr. Flemming believes if this plan had been attempted as a Govern- 
ment operation instead of a voluntary plan it would have required 
additional legislation. 

Assuming authority existed without additional legislation, he believes 
the plan could not have been operative in under 6 months. 

There is no authority in the price field—no standby laws dealing with 
price controls on the statute books. Therefore, is not proper for him to 
comment on the price situation. 

Speaking as a “‘citizen’’, he said it is “‘healthy’’ to inquire into reasons 
for the price increase. 

Imports have not endangered domestic production so that it is im- 
possible to deal with present crisis. Prior to putting the plan of action 
into effect, representatives of State commissions were invited to Wash- 
ington where, it is his recollection, they said they could step up produc- 
tion by 2% million barrels a day, at least for a short time. 

The proportionate relationship between domestic production and 
imports was set up to deal with future problems. 

If a point were reached where they felt the price situation was impair- 
ing the national defense position, they would then be obliged to present 
problem to Congress with recommendations. If it were at any time 
necessary to return to price controls, however, one commodity should 
not be singled out. At present time, it is their judgment they do not 
need price control authority. 

To the best of his knowledge, there was no discussion regarding the 
possible price of crude oil shipped to Western Europe. 

Attorney General has announced he is looking into price increase 
question. 

Felt he could not answer question as to whether price increase made it 
more profitable to refine in this country than to ship crude abroad. 
Felt this was being examined by the Attorney General in connection 
with present investigation. 

Under voluntary agreement, companies must make proposals to the 
Government and have them approved. If they are not approved by the 
Government, “then they have no immunity as far as antitrust prosecu- 
tion is concerned.’’ They must, therefore, be careful of their recom- 
mendations. 

Authority for control of refinery runs is title I, section 101 of Defense 
Production Act. 

Senator O’Mahoney commented on increased prices and inflation, 
stocks of crude oil above ground and maintenance of refining quotas. 

Dr. Flemming said it is their judgment the Government should not 
make, and has not made, any official contact with the Texas com- 
mission. 
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DIGEST OF TESTIMONY XI 


Felt it would not be within the authority of MEEC to ask companies 
shipping to the United States from Venezuela to divert to Europe. 
However, if companies decided to divert “‘it would be within the purview 
of the committee to work out a pooling of transportation resources that 
would make that possible.” 

If, however, Venezuelan imports were on the increase, it could be 
called to attention of the companies for discussion. 

The Government would ‘think twice” before making specific pro- 
posals to MEEC. 

Under the plan of action companies do not have to take any action 
detrimental to their own economic or financial interests. If the profit 
motive so dictated, they could take action inconsistent with objectives 
of the plan. This does not imply that they have. 

Discussion prior to plan of action was held with all agencies involved 
with the exception of the Federal Trade Commission. 

Dr. Flemming does not feel Government has no obligation to talk 
with individual companies about the problem of diverting Venezuelan 
oil to Europe. 

He is sure some MEEC members are in Venezuela; assumes all of them 
are. 

WEDNEsDAY, FEBRUARY 6, 1957 


Stalement of Felix FE. Wormser, accompanied by Hugh A. Stewart 


Activity in oil crisis has been based on our security interests and the 
knowledge that ‘‘economic and industrial security of our friends in West- 
ern Europe is necessary for the preservation of peace.’”? The interest 
of the President “‘is directly attributable to its impact on world peace.”’ 

Secretary Wormser said ‘It was futile to mechanize Western Europe 
if petroleum could not be made available to it.” European demand for 
petroleum products is increasing at about double the rate of United 
States increase. 

United States crude oil reserves are estimated at approximately 
33 billion barrels; a 1955 estimate of Middle East reserves, made for the 
Joint Atomic Energy Committee, was 230 billion barrels. Seven percent 
of the oil located in the Middle East has been taken out of the ground; 
it has been estimated that oil so far located in the Middle East is no 
more than half what is there. 

Estimates of the oil resources in the Western Hemisphere equals 
only one-half that of the Middle East. We will find enough reserves to 
supply our needs indefinitely, but Western Europe must rely on the 
Middle East. 

Cited production figures. 

October stoppage of oil flow through canal and in pipelines left no 
time to make long-range plans to help Europe. 

“In the circumstances and guided by the customary United States 
policy of interfering as little as possible with the operations of our com- 
mercial enterprises, we called upon our oil industry engaged in foreign 
operations as the best equipped immediately to contribute to the solution 
of this problem. We asked it, in the interest of the security of the free 
world, to work under Government direction and supervision.” 

Major problem of supply was marine transportation. 

Outlined development of plan of action. 

Mr. Stewart said that under the amendment to voluntary agreement 
of May 8, Foreign Petroleum Supply Committee could not collect in- 
formation on foreign problems for the Government—the Government 
had to do it. Because of the emergency, ‘‘we had to set up in the plan 
of action this method whereby the committee itself could again resume 
the collection and analysis of information dealing with the foreign 
petroleum problems.” 

At this time, they were dealing with the old Foreign Petroleum Supply 
Committee. Its activities, however, ‘‘were considerably hedged by the 
amendments of the agreement * * *,”’ 

In effect, this committee was a committee in name only on August 7, 
1956. 
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DIGEST. OF TESTIMONY 


Members of FPSC were substantially the same as those of MEEC. 

Some members of FPSC met with “us” in New York, were requested 
to prepare the plan and did. Mr. Stewart brought it back that day— 
August 7. ‘“‘We had the plan of action which had been in effect during 
the Iran crisis as a framework on which we could start. And we had 
the best minds of the representatives of the companies working con- 
tinually on that plan for the 1 entire day.” 

The following 3 days were spent in discussions with Departments of 
Justice, State, Defense,and ODM. Also called in oil company attorneys 
to help refine the plan. ; 

Draft of the plan was prepared by Interior and lawyers of oil com- 
panies. On August 8 a draft was presented to the Attorney General 
and he raised some objections. These were resolved and the Attorney 
General approved the plan on August 10. 

The FPSC was limited to advising the Government how information 
could be collected—it could not collect it nor examine any materials that 
went into the Government statement. This was designed to prevent 
participating companies from exchanging information—it was an 
antitrust safeguard. 

In February 1956 the Attorney General said he would have to with- 
draw approval of the plan unless safeguards were included in foreign 
petroleum supply agreement. The companies agreed to participate 
on this basis. 

At the time safeguards were included it was agreed that in case of an 
emergency the restrictions would then be reconsidered. When the 
emergency arose they went to the Attorney General “‘to get his approval 
of a plan that under those conditions would be acceptable to him and 
which he could approve.” 

Mr. McHugh asked if it weren’t true “‘that the Attorney General 
stated that this disclosure of individual company information to the other 
members of the committee had the possibility of permitting the com- 
panies to continue the illegal agreements to divide the world market, 
as charged in the Department of Justice oil cartel suit?” 

Mr. Stewart said he felt he was not “‘a competent witness as to what 
the Attorney General may have had in mind, or what he was seeking to 
accomplish. Pointed out this had been said in February 1956, long 
before the Suez crisis arose. 

Recalling from memory, Mr. Stewart said Superior Oil Co. had been 
a member of the FPSC but not of MEEC; that Tidewater Associated 
and American Independent Oil Co. had been added. 

Chronological sequence leading to endorsement of plan of action. 

The plan, as set up on August 10, 1956, did not contain the amend- 
ments originally insisted upon by the Attorney General and contained 
in basic agreement of May 8. Mr. Stewart said: ‘‘The specific restric- 
tions that were built into the amendments of May 8 were in turn built 
into the plan of action, but under certain provisos that would per- 
mit under special approval certain actions to be taken that could not 
have been taken under the amendment of May 8.” 

Mr. Wormser said they have found it very difficult to find suitable 
individuals to represent independent domestic refiners and producers 
on MEEC, but one has been added and another has said he will serve. 

Had hoped to get representatives of independent associations to serve. 

August 22 MEEC was asked to start obtaining necessary data to 
estimate supplies needed and available. Was also asked to make rec- 
ommendations regarding petroleum stocks and to prepare schedules for 
foreign operations. 

No schedules were actually prepared until after Suez closure, but 
planning data were assembled and analyzed. 

“« * * * The plan also authorizes cooperative action in foreign petro- 
leum operations by the participants and other persons designated by 
the Administrator in schedules issued under the plan.” 

As Acting Secretary and, thus, plan administrator, he found that “a 
substantial Middle East petroleum stoppage existed’? on November 30, 
and the schedule phase became operative. This action was taken after 
the President had consulted proper officials and asked the Secretary of 
the Interior to let the United States petroleum industry coordinate 
their efforts to handle the oil supply problem. 
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DIGEST OF TESTIMONY xr 


Principal purposes of amendments Mr. Wormser submitted to Director 
of ODM on November 29 were: 

(1) To give greater flexibility and efficiency in operations under 
the plan while retaining full control by the Government; 

(2) To include within terms of the plan actions necessary for 
domestic activities, and; 

(3) “To the extent desired by the Government, to enable par- 
ticipants under the plan of action to take part in programs or actions 
requested by the foreign governments or agencies of foreign govern- 
ments.” 

Mr. Wormser approved and issued schedules 1 and 2 on December 7. 
Set forth the criteria adopted for passing upon proposed schedules. 

Gave program provided for under schedules 1 and 2. 

Amendments to these schedules were approved on February 4. Sched- 
ules 3 and 4 were approved and issued Tastiar? 24. Listed their pro- 
visions. 

Participants in the plan report individual actions taken to further 
programs contained in schedules. These reports are gone over by a 
review committee. This committee “is chaired by the director of the 
voluntary agreement, an employee of the Office of Oil and Gas, and is 
comprised of representatives” of ODM, Justice, State and Defense. 

The problem of European distribution has been taken over by the 
Office for European Economic Cooperation, which in turn has an advisory 
group known as the petroleum emergency group. State has guided the 
Government in relations with OKEC. 

Schedule 4 provides for rearrangement of pipelines in the United 
States. Those able to use these facilities “felt that they ought to have 
antitrust immunity if they were even to discuss that with their com- 
petitors.”’ 

On February 5 he instructed the Vice Chairman of MEEC not to take 
action under schedule No. 4 without at least 72 hours’ notice, so that 
plans might be disapproved. Also reviewing schedule No. 4 to assure 
it does not damage domestic interests. 

Those who would participate in these domestic pipeline arrangements 
are primarily MEEC members. Mr. Stewart said other companies 
that might be brought into the arrangement could be designated as par- 
ticipants. 

If independents were designated as essential to this transaction they, 
too, would get antitrust immunity. If this pipeline arrangement had 
an adverse effect on domestic industry, “the Administrator would have 
no choice except to disapprove such a transaction.’ Is the responsi- 
bility of the Administrator to determine if there are adverse effects. 

Schedules 2 and 4 have resulted in specific action within the United 
States pursuant to August 10 plan of action. 

Mr. Wortnect said, although tankers were a problem, if there were 
more oil in the United States they could get it to Europe. 

Crude has been drawn from stockpiles until the stockpiles are pre- 
cariously low. The Department has suggested that less crude be refined 
so that more may be available for shipment. 

Has become more optimistic in last 48 hours about diversion of 
Caribbean oil to Europe. 

If imports were reduced, perhaps the Gulf States would increase their 
production. 

Allowable could be increased to provide for day-to-day needs. Mr. 
Stewart said a “substantial amount” of increased production would 
come from small producers. 

Mr. Wormser said the Committee had not discussed the possible 
plight of small producers at the end of the emergency if they stepped 
up production now. Believes ‘It has no part in this present Middle 
East emergency.” 

Solution of import problem is in Dr. Flemming’s lap—not Mr. 
Mr. Wormser’s. 

Oil and Gas Division, center of this operation, has a staff of only 33, 
which necessitates help from industry. 

Was necessary to have industry people even though some were from 
firms involved in the cartel suit. If those were eliminated, they would 
have almost no foreign experts to draw upon. 
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84 No alternatives to this procedure have been suggested so far. 
85 Feels the pricing problem “‘is completely out of our province.” 


Have used every safeguard to protect the United States from car- 
telization of oil companies. 

After emergency would like to terminate the program as soon as 
possible. They have the power to terminate. 

Force of economic events might flood United States markets with 
Middle East oil after the emergency. 

87 They have no authority to control prices nor is it in their ‘province’ 

to ask for voluntary agreements to keep prices down. 

Could not comment as to whether price increase was justified in the 
public interest. 


88 Have appealed to independents to increase production—not officially 
or individually. 
89 Mr. Wormser has no evidence that big companies do not want inde- 


pendents to increase production, thus getting larger share of market. 
Does not know whether big companies or MEEC fix oil prices for 
world market. Knows nothing about their market policies. 


90 They are leaving prices ‘‘severely alone’”’ unless directed by Congress 
to do otherwise. 

91 Does not contemplate asking Congress to do anything about price 
rises. 

92 Asking companies to hold down prices would be ‘‘an interference with 


the free market.”’ There is interference now, but they are still trying to 
preserve competition and prevent antitrust violations. 

Even though the President has asked that prices be held down, they 
have done nothing to implement this request. 


93 Doesn’t know how much additional profits will be made as a result of 
the voluntary agreement. 
95 Neither Mr. Wormser nor Mr. Stewart knew how much this price 


increase would cost consumers. 
It will greatly increase the defense costs of Government, but they 
cannot interfere. 


97 Secretary of the Interior would have to make a decision as to whether 
the President should be asked to appeal for voluntary controls. 
98 Bureau of Mines figures are not used to allocate nor determine the 


States production—only to forecast “probable demands.” 

Allowables have sometimes been more, sometimes less, than these 
figures. Does not know if these figures are compiled for other industries. 

99 They have in the past brought in industry officials and made them 

Government officials to handle certain programs “but it involved quite 
a large bureaucracy.” 

If prices can’t be held down voluntarily there is a “‘possibility’”’ of 
invoking controls. 

There is the power under title I of the Defense Production Act to set 
up a Government organization to handle a situation such as this. 


100 No Federal office has anything to do with oil production. That is up 
to the States. 

105 Mr. Stewart started an explanation of charts and maps showing oil 
flow and requirements. 

110 Variations in shipping figures are caused by variations in tanker 


movements. The overall total increase has not been very great, 
however. 

112 The oil flow to Europe has, withall, been largely successful, although 
further efforts are needed. 

It was recognized early in the crisis that taking certain steps would 
“essentially offset the closing of the Suez Canal,’’ but would not offset 
pipeling stoppage. 

113 Further efforts are needed to increase the supply of heavy fuels in 
Europe. 

Part of NATO’s requirements come from the United States, part, from 
European refineries, many of which are owned and operated by MEEC 
members. 
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DIGEST OF TESTIMONY XV 


Statement of Edwin G. Moline, Officer in Charge, Economic Organization 
Section, Office of European Regional Affairs, Department of State 

Introductory statement. Was petroleum attaché in London for 4 years 
previous to May 1956. 

Gasoline tax in Britain is now 49 cents per imperial gallon, but there 
is no import tax. Other European countries also have very high gaso- 
line taxes. 

Mr. Stewart resumed testimony; said the figure of 500,000 barrels of 
oil to be shipped to Europe “‘was not set up as a goal in the sense that we 
set up goals in our Government operation. It was an objective; it was 
a target at which we are shooting.’”’ Does not know what the daily 
average of shipments for month of January were, but “‘overall average 
has been about 475,000 barrels per day of all products, crude and all 
products.” 

There have been high shipments of gasoline to Europe. While some 
progress has been made, they have not yet reached their ‘‘full objective.” 
The Interior Department has an office in New York City ‘‘which is in 
the same suite as the offices of the Middle East Emergency Committee.”’ 
The expense of these offices are borne by the MEEC through voluntary 
contributions. 

The man in charge of the Interior offices in New York is Ralph Fowler, 
director of the voluntary agreement. He sits in on all of the MEEC 
meetings and as many of the meetings of the subcommittees as he can. 
He has no vote, nor does anyone in the Department of the Interior. 

MEEC transactions are not approved in advance by Interior, but 
“they are approved immediately thereafter, however, after the records 
are received as to the transaction.” 

“The postaudit is an opportunity for the plan of action review com- 
mittee to scrutinize each action proposed or taken, and to do that at an 
early time, so that, if it is determined by the review that the action is 
not in conformity with the schedules,” it can be stopped or assure its 
not being repeated. 

Give background of himself and Mr. Fowler. 

Before the Middle East emergency, we shipped about 50,000 barrels 
of petroleum products to Europe daily. Of the average of 475,000 
barrels shipped daily now, about 235,000 barrels are crude oil. 

The question of shipment of large quantities of gasoline instead of 
crude oil has been discussed in MEEC meetings. The companies say 
they have to take gasoline to get other oils. Even integrated companies 
must buy crude from other sources. 

Mr. Stewart said it was his understanding the companies have been 
shipping gasoline they had purchased, not that produced in their own 
refineries. It does, however, take tanker space, which is a big problem. 

Doubts if the companies make more money on gasoline sold in Europe 
because it is a lower grade than that sold here and is more expensive to 
make. Feels the Department should not regulate tanker space, but 
they have tried to get companies to increase oil shipments voluntarily. 

“Since the Suez crisis the Office of European Economic Cooperation 
has undertaken to handle the European supply-demand problem,” and it 
supplies the information on European needs. 

Mr. Moline said: ‘‘As I understand the way the calculations are 
made, the estimates are produced in Europe by the OEEC’s Petroleum 
Industry Emergency Group, which, in general, functions very similarly 
to the MEEC on this side of the Atlantic, and OPEG, as it is called, tells 
the OEEC, which is a 17-government committee, that there appears to 
be in prospect for the next 40 days—which is the period they work in— 
so much oil in these various categories.’”’ The United States and Canada 
have associate memberships on OEKEC. 

OEEC was set up as a result of the Marshall plan, and is staffed by 
civil servants. OPEG, on the other hand, is ‘“‘made up entirely of 
company-designated, company-employed individuals. Its members are 
men from British Petroleum Co., formerly known as Anglo-Iranian; from 
Royal Dutch Shell; and from Compagnie Frangais des Petroles.’”’ These 
companies also have observers on MEEC., 
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124 OPEG does not determine European needs, but estimates availabilities. 


OPEG, composed of oil companies with interests in the Middle East, 
tells OEEC what oil is available from all sources including the United 
States, and MEEC tells OPEG what the availability is here. 

Mr. Stewart said 7 of the 15 MEEC companies have observers on 
OPEG—OPEG has 3 observers here. Department of the Interior 
observers at MEEC meetings are representatives of the industry as 
a whole, not of a single company. 

125 Europe’s greatest need is for fuel oils. 

| 127 There have been various estimates as to Europe’s needs, Mr. Stewart 
said, but “in arriving at the 500,000-barrel figure as our objective from 
the United States’ the supplies from other areas were taken into con- 
sideration. ‘‘Domestic production in this country has been increased 
approximately 300,000 barrels a day since the first of November, so that 
300,000 barrels has been contributed to our domestic requirements.”’ 

128 Does not know how much costs have been increased because of longer 
hauls and tanker shortages, but knows tanker rates have “skyrocketed.” 
There is a very large increase in dollar cost to Europe, Mr. Moline said, 
and “‘it falls disproportionately heavy on the United Kingdom.” There 
is no current nor contemplated economic-aid program to help out the 
Western European countries. 

129 Most of the increased tanker cost has been nondollar freight cost. 

The tanker rates almost doubled because, according to Mr. Stewart, 
the owners “took advantage of the war clauses of their charters. When 
a shooting war started at Suez, they canceled those charters, and then 
demanded from the shippers higher charter rates, and got it in most 
cases.”” MEEC has no control over that. 

131 Mr. Wormser said there was no discussion of prices at MEEC meet- 
ings. However, the minutes of the meeting of September 19, 1956, 
indicated such discussion had taken place. 

132 Senator Kefauver asked why he had not made an attempt at that 
time to protect domestic consumers. Mr. Wormser replied that this 
was “‘months before the crisis.”” Also, he has taken the position that 
they have “‘nothing te do with prices.” 

133 Mr. Moline outlined procedures that might be used for determining 
Western Europe’s oil needs and the availability and sources. Thinks 
the European program is working very well. 

134 Mr. Stewart thinks the MEEC has worked quite well. 


135 Except for the MEEC minutes previously referred to, Mr. Wormser 
said there had been no other discussion of prices. 
137 The Government has not interceded with the Texas Railroad Com- 


mission to try to have allowables increased, because it is felt there 
should be no interference with State sovereignty. American companies 
have asked the commission for hither nominations, however. 

138 Memberships of the Foreign Petroleum Supply Committee as of 
July 11, 1955, and February 1, 1956, and the MEEC membership as of 
February 1, 1957, inserted at this point in the record. 


Tuurspay, Fespruary 7, 1957 


Statement of Hon. Spessard L. Holland, United States Senator from the 
State of Florida 


142 Senator Holland and Senator Smathers appear jointly because of their 
joint interest in the rapidly rising prices of fuel oil and gasoline, but 
particularly fuel oil. 

Submitted for the record various communications pertaining to the 
problem. 

145 Senator Holland pointed out that one letter showed that the fuel-oil 
increases will add $1.6 million to the operating costs of a power company. 
The price increases affect municipally owned power and light plants, 
REA’s, and privately owned public utilities. 

146 Statement of the Honorable James A. Haley, Representative in the 
United States Congress from the Seventh Congressional District of the 
State of Florida, inserted in the record at this point. 

147 Statement of the Honorable Dante B. Fascell and the Honorable 
Robert L. F. Sikes, Representatives in the United States Congress from 
the State of Florida inserted in the record at this point. 
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Senator Holland presented the witnesses from Florida who are to 
appear before the committee. 


Statement of Hon. George A. Smathers, United States Senator from the 
State of Florida 


The State has suffered from hurricanes, but he believes “‘this sudden 
price increase of petroleum and oil has been the most severe economic 
hurricane that out State has suffered.” 

Senator Holland believes Florida to be more seriously affected by the 
price increases than any other State. 


Statement of McGregor Smith, chairman of the board of the Florida Power 
& Light Co., accompanied by Charles Coones 

Statement of introduction. 

Florida Power & Light Co., was formerly a subsidiary of the Electric 
Bond & Share system. In 1950 the stock was distributed to stockholders 
of American Power & Light, ‘‘a subowner of Electric Bond & Share.” 
Is an independent company. 

The company serves “about 600,000 customers, all of whom, or about 
99 plus some percent have automatic fuel clauses in the rates so that any 
increase in fuel oil will be passed directly on to our customers.” Any 
reduction in price will not be for the benefit of the corporation or the 
stockholders but for the customers. 

They have seldom been able to purchase fuel oil “fon what we thought 
was a real competitive basis, and our fuel bill is now larger than our 
payroll. We are never able to make a contract for any given length of 
time for the purchase of fuel oil at a specified price. It must always be 
based on future daily quotations either at the gulf-coast refineries, the 
terminals in Florida, or the New York Harbor, or a combination of those 
quotations.” 

Florida is so dependent on fuel oil ‘‘the whole economy and future 
development of the State is at stake.’’ Thinks the increase is unneces- 
sary. Explained why he estimated the price increase of 75 cents per 
barrel of fuel oil. 

Compared this price rise to what it would have meant in other in- 
dustries. 

Is not appearing ‘‘to recommend Government regulation or ownership 
of the petroleum industry’”’ nor ‘‘to criticize the Interior Department 
or the President for their efforts.”’ 

Although he does not want Government ownership or regulation, ‘‘if it 
takes temporary controls to meet a crisis,’ he thinks they should be 
imposed. 

Hopes the oil companies can be persuaded to roll back their prices. 

Series of charts inserted at this point in the record. 

Part I of the series of charts shows the growth of the Nation. Parts 
II and III show the growth of Florida and increased prices. Started 
his commentary on them. 

Believes we should ‘‘continue to get imports from Venezuela if we 
consumer States can benefit by it.’’ Imports, instead of depleting our 
reserves, would help to conserve them. 

He is negotiating with coal owners for possible use of coal instead of 
fuel oil, but the coal owners would not be able to service south Florida 
because of the freight rates. 

They would have to install equipment, however, at considerable cost 
before they could use this competitive fuel. 

The major oil companies have never solicited their fuel-oil business. 
Feels it would have been useless for him to ask the majors for their 
rationalization for the price increase. 

Cited the dates on which price rises occurred. 

Has not discussed the price rise with the distributors from whom he 
buys because they could do nothing about it. They raise prices when 
their costs go up. 

Some of the charts he used were prepared by Ebasco Services, some 
by Mr. Coones at Mr. Smith’s direction. 


- 








ee 


XVUI DIGEST OF TESTIMONY 
Page 
227 Although he questioned his qualifications for making any recom- 


mendations, Mr. Smith believes ‘the executive branch of our Govern- 
ment could persuade the oil people to make at least some temporary 
adjustments until the public could be convinced that this [price rise] is 
necessary.”’ If persuasion does not succeed, “the answer is some 
temporary emergency control.” 

Excerpts from a message to the Texas Legislature by Gov. Price 
Daniel and records from the Texas Railroad Commission inserted at 
this point in the record. 


Statement of Alan S. Boyd, chairman of the Florida Railroad and Public 
Utilities Commission 

252 Statement of identification. 

253 Both utilities and industries in Florida rely heavily on fuel oil. ‘‘Based 
upon an estimated use of 40 million barrels of oil annually for 1957, the 
utility customers and such industries must bear increases of approxi- 
mately $30 million annually.’”’ This figure applies only to fuel oil—not 
gasoline and other petroleum products. 

Opposes governmental ownership or regulation. ‘Historically, 
Government regulation has come into place in those areas of industry 
where a large segment of the public becomes dependent upon a product 
or service which (a) is without effective competition, and (b) does not 
acknowledge its own responsibility to the public which depends upon it.”’ 

254 “Notwithstanding my personal philosophy, it may become necessary 

that the oil industry be subjected to some remedial or corrective legisla- 

tion having for its purpose such measures as will specifically avoid a 

repetition of the oil industry’s present price-increase actions which are 

costing and will cost the consumers and citizens of Florida so many 

millions of dollars annually. Such remedial or corrective legislation is a 

matter for your review and the wisdom of Congress, to whom we all must 

look for relief.’ Florida Legislature can do nothing, because it is an 
industry operating in interstate commerce. 

Floridians have asked why price of natural gas is regulated by the 
Federal Power Commission, but not fuel oil. 

Whereas the major oil companies finance capital expenditures from 
retained earnings and depreciation reserves, the regulated utilities must 
raise capital from outside sources. “If regulated utilities were permitted 
to raise all their capital requirements from internal sources, as does the 
oil industry generally, the rates to produce funds from internal sources 
would be much higher—about 50 percent—than their present level.”’ 
256 Feels no industry should profit unduly at the expense of the population 

of the Nation. The people of Florida want relief from fuel-oil prices, 
and appropriate action should be taken by either the Executive or 
Congress—whichever is appropriate. In any event, “the executive and 
legislative branches of our Government should immediately hold a joint 
conference with the representatives of the oil industry and seek a rollback 
of oil prices to at least pre-Suez levels.” 

259 Table showing the operating and financial data of 11 major oil com- 
panies from December 31, 1949, to December 31, 1955, inserted at this 
point in the record. 

260 Mr. Boyd expressed the belief that ‘‘there is such a dependence by the 
people of every State on the oil industry that it is vested with a sufficient 
public interest that valid regulation could undoubtedly to put into 


nh 
on 
or 


effect.’’ 

261 Explained to the committee the workings of the fuel-adjustment clause 
of the utility companies. 

263 Thinks the industry should receive fair warning before any definite 


action is taken. Senator Kefauver cited dates of newspaper articles 
indicating that the industry has been receiving notice of one kind and 
another for some months. Mr. Boyd then expressed the opinion that 
the time has run out as far as Florida is concerned. 

264 Mr. Boyd has noticed no price competition among the companies 
supplying oil products to Florida. 

266 Discussed the cost of the price increases to Florida power consumers. 
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267 The price increase on electricity to the Florida consumers, referred to 
previously, was an increase of $6 million to the customers of Florida 
Power & Light. The total increase in the cost of electric energy to 
consumers all over the State would be in the neighborhood of $12 million. 
There are other price increases on other products. 


Statement of J. Dillon Kennedy, commissioner, public utilities and radio, 
Jacksonville, Fla. 


267 Statement of identification. The three generating stations of the 
municipally owned electric system use Bunker C residual fuel oil. 
Although two of these stations ‘‘are designed to burn powdered coal, 
natural gas, or residual oil, a substantial capital investment would have 
to be made to install coal-handling and coal-storage facilities. Natural 
gas is unavailable in the Jacksonville area at the present time.’’ There- 
fore, there is no competitive fuel to fuel oil. 


268 Fuel oil prices have risen much higher percentagewise than the whole- 
sale comimodity index. 

269 In his opinion, ‘‘recent advances in crude-oil prices cannot account for 

265 ; 3 > 


the extreme change in residual-oil prices.’””’ Because of the municipal 
system’s obligation to furnish electricity at reasonable rates, it has 
absorbed 22.4 percent of the increased cost of fuel oil since 1953. ‘‘The 
recent unwarranted increases in fuel-oil cost will impose an additional 
22.8 percent direct production cost increase upon the city electric plants 
during the year of 1957.” This increase will amount to at least 
$1,082,132. 

270 Because they can effect no more economies nor can they absorb addi- 
tional costs, this price increase will have to be passed on to the con- 
sumer. “It is the position of the city of Jacksonville that the Congress 
of the United States should invoke such price regulations as may be 
necessary to protect the people of our country from the evil effects of 
profiteering. We also humbly ask that all oil-supply sources in the 
continental United States be required to increase production of residual 
fuel oil so as to prevent the destruction of the economy of sections of the 
country dependent upon residual oil for the generation of electricity.”’ 

They can invoke the adjustment clause only on industrial users. There 
has been a statement that the Navy will be $66,000 short in the alloca- 
tion for purchase of electricity by June 30 due to the increased cost in fuel. 

71 The tanker costs have also increased considerably. 


Statement of William C. Shelton, manager of the Business Research De- 
partment of the Florida Development Commission 


274 Statement of identification. Discussed the increase in the State in 
the consumption of all petroleum products. 

275 They have done a considerable amount of research for justification of 
this cost increase, but ‘‘are not satisfied with the things we have found 
so far.”’ 

276 There is a high degree of concentration of ownership of oil companies, 


but not as great as some other industries. ‘But the same thing is not 
true as regards concentration of control. One State, Texas, produces 
more than 40 percent of the domestic output, and 4 more States produce 
another 40 percent. The Texas Railroad Commission has effective 
control over a large enough share of crude output to balance supply and 
demand, at least over short periods, and it does not hesitate to use this 
power * * *.”” Imports formerly “offered some relief from this con- 
trol,’’ but now “‘consuming States can no longer count on this recourse.”’ 

In his belief, “if State regulatory bodies are going to use the authority 
granted to them-by the Federal Government to support the oil industry 
in a major price increase for which there is no apparent justification, then 
it is time to reconsider the question of whether they should have this 
authority at all, or whether this authority should not be restricted.” 

“The oil industry by itself is probably not a strong enough monopoly 
to establish and maintain artificially high prices for crude oil and petro- 
leum products. But, now that it is supported by State and Federal 
agencies, it has taken advantage of a temporary situation * * * to raise 
oil prices across the board in an amount for which we have not been able 
to find adequate justification.” 
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277 They at the State level can do nothing about the problem and feel 
“that the Federal Government offers the only recourse.” 

Senator O’Mahoney pointed out that the major integrated companies 
operate not only within the United States but throughout the 
world, which creates a different problem. 

278 Mr. Shelton said the thing they find “disquieting is the fact that pro- 
duction is cut back and prices are going up at the same time. Now, it 
is not the same people doing it, but you know from the testimony of the 
gentlemen from the Department of the Interior that most of the people 
in these regulatory agencies are people who have been in the oil industry. 
They, of course, attempt to take the publie point of view when they 
accept public jobs, but they don’t always succeed.” 


Statement of David Payne, city manager, accompanied by Dan McIntosh, 
a superintendent of the Water & Light Co., city of Lakeland, 
a. 

280 Statement of identification. Since July 1, 1956, there has been a total 
price increase of 60 cents per barrel of fuel oil, which necessitates the 
city’s increasing power rates to the consumers. 

281 They urge Congress to help in any way possible “‘to bring about a fair 
price for fuel oil.” 

282 Letter to Representative Matthews from John R. Kelly, director of 
public utilities of Gainesville, Fla., and a statement of Hon. William C. 
Cramer, Representative in the United States Congress from the First 
Congressional District of the State of Florida inserted in the record at 
this point. 

283 Telegram from Mr. Abe Aronovitz, immediate past mayor of the city 
of Miami inserted in the record at this point. 


Twuespay, Fesruary 12, 1957 


Statement of Rear Adm. O. P. Lattu, Executive Director, Military Petroleum 
Supply Agency, Supply Corps., Department of the Navy; accompanied 
by Comdr. H. H. Blackman, Mr. J. Collins, and Mr. R. Schattman, 
Department of the Navy 


Statement of introduction. 

286 Admiral Lattu was ‘‘requested to appear before this subcommittee 
to give information regarding the effect of recent price increases on the 
future expenditures of the military services for petroleum products.” 

If the volume of petroleum products procured in fiscal 1956 were pro- 
cured at present price levels, it ‘‘would result in additional costs to the 
military services of approximately $85 million during the next 12 
months.” 

Examination of ‘‘commercially posted prices’’ of aviation gasoline 
indicates an increase of 4.46 percent. Their experience, however, 
“indicates that these postings are not realistic and that aviation gasoline 
will cost the military services approximately 6 percent more than in 
fiscal year 1956. 

“Jet fuels represent another one-third of our expenditures. The 
commercially posted prices for jet fuel have increased approximately 
13.1 percent. We have estimated that the cost to the military services 
will‘increase approximately 7.8 percent * * *.” 

Commercial postings for motor gasoline indicate price increase of 
about 5 percent; indicated price increase to the military is about 2 
percent. Commercial postings on diesel fuel show increase of about 14.3 
percent; estimated increase to the military is 11.5 percent. 

“Commercial postings for heavy fuel oils comparable to those pur- 
chased by us have increased approximately 23 percent. Navy special 
fuel oil, the basic fuel for naval vessels and characterized as a heavy 
fuel oil, has increased approximately 22 percent while other heavy fuel 
oils used by the military services have increased approximately 19 
percent.” 
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Commercial prices for lubricating oils and packaged products have 
risen about 8 percent while military prices have gone up only 2 percent. 

His agency has exerted every effort to try to obtain cooperation in 
holding down prices to the military, and. feels they have been, ‘“‘to a 
certain extent, successful.” 

There has been unification among the services in procurement of 
petroleum products. 

In instances where petroleum products are purchased by negotiation, 
they can get lower prices by arguing with the companies. 

If attempts were made to decrease oil prices to domestic and foreign 
consumers, Admiral Lattu would hope it could be done through volun- 
tary negotiation. 

Discussed procurement practices in his agency. 

In their invitations for bids they indicate they prefer ‘‘firm bids, but 
some companies will come in with the escalation clause rather than a 
firm bid.” 

Heavy fuel oils increased, in California, 20.75 percent from October 
30, 1956, to February 1, 1957. Gulf of Mexico prices increased 30.95 
percent during this same period. 

They pay gulf posted prices for oil products obtained in the eastern 
Mediterranean area, but that does not include transportation from 
United States. 

The NATO forces handle their own procurement. Admiral Lattu 
does not know how much their prices have risen, but assumes they 
‘“‘have increased considerably.” 

Although General Services Administration procurement would be 
small in comparison to the military procurement, it would still be 
substantial in amount. 

Usually, the military pay lower prices corresponding with the increase 
in bulk. They have purchased petroleum on a competitive bid basis 
since the price increase; jet fuel has increased 7.87 percent. 

About 1949 the United States entered into an arrangement with the 
Trans-Arabian Pipe Line Co. which gave the United States an option 
to obtain certain petroleum products at reduced cost, Admiral Lattu 
said he believed we had not taken advantage of the option. Did not 
know why. 

Mr. MeHugh submitted for the record three complaints of the United 
States against oil companies for alleged overcharging on sales of crude 
oil abroad. Many of these companies are members of the MEEC. 

Tables showing bid prices for jet fuel inserted at this point. 

The increased cost for petroleum products procured by the military 
is not reflected in the President’s budget. The services will have to 
absorb the increase in some way. 


Statement of Russell B. Brown, general counsel, Independent Petroleum 
Association of America; accompanied by W. N. Vaughey, chairman 
of the executive committee 

Statement of introduction. 

Of a total of about 12,000 members in his organization, 10 or 15 are 
integrated companies. None of the members are on the MEEC. 

His association represents 30 to 40 percent of the production. The 
major companies produce about 60 percent of the oil in the United States. 

Petroleum if more important in the “energy economy” of the United 
States than in that of European countries. 

“At the time the Middle East Emergency Committee was formed, our 
association took the position that the program of supplying oil to Europe, 
resulting from the Suez crisis, involved a problem of our Government in 
international relations and, therefore, should be left to the Government, 
officials responsible for such matters.” 

“Our primary concern with respect to the MEEC was that the few 
individual companies comprising this committee not be given any 
authority, with antitrust immunity, to take any actions with respect to 
or which would adversely affect the petroleum industry within the 
United States. 
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“Tt was our feeling that MEEC members, which are companies ex- 
tensively engaged in international trade and have very substantial inter- 
ests in foreign operations, should not be selected apart from the entire 
domestic industry to determine programs or take actions that would 
have an impact upon or in any way affect the domestic petroleum in- 
dustry.” 

They had been assured by Dr. Flemming of ODM that MEEC ‘‘will 
not be authorized to take actions with respect to, or that have impacts 
upon, domestic industry operations.” 

As a result of this understanding with Dr. Flemming, the association 
“has never taken the position that the domestic independent producing 
industry should be represented on MEEC.”’ 

Although they were ‘‘apprehensive”’ about an amendment to the plan 
of action announced on December 12, 1956, they still felt Dr. Flemming’s 
assurances ‘“‘were still effective and controlling over these amendments.”’ 

Additional schedules under which MEEC operates—schedules 3 and 
4—were announced February 1. Schedule 4 appeared to give clearance 
to MEEC companies to take actions in the United States. 

It is Mr. Brown’s understanding that actions by MEEC under schedule 
4 have been suspended, but thinks “it would be helpful to an understand- 
ing of this whole problem if the committee would inquire as to who 
proposed this schedule 4, and as to why it has been suspended.” 

Almost all of the MEEC members own both tankers and pipelines. 

If they had known that MEEC would be in a position to affect domes- 
tic production or distribution or transportation, the association ‘‘would 
have asked the Government, as we did attempt to do, to set up an organ- 
ization where we would fit into it more appropriately.”” Believes an 
organization should have been set up on which all segments of the 
petroleum industry would have had representatives. 

Believes there should be provision for challenging programing of the 
MEEC. At present “there is no means of challenging what they pro- 
pose to do until it is already done.” 

Believes the National Petroleum Council could have presented to 
the Government a more effective plan than the one now in operation, 
and one which would not have required the granting of antitrust im- 
munity. 

It is their belief that schedule 4 “should be permanently terminated.” 

They have been “particularly conscious” of what they believe to be 
‘deficiencies or failures in the operation of MEEC,”’ because of criticism 
“that has been directed against domestic independent producers in 
connection with the European emergency problem. This criticism has 
charged that independent producers are responsible for the failure of 
European oil supply program. We feel that this blame is misplaced. 
We further feel a careful analysis of the facts will show that the failures 
primarily lie with the members of MEEC.” 

Listed 4 “‘specific failures on the part of MEEC, and the individual 
companies thereof.”’ 

Gave what he believed to be the reasons for the MEEC companies 
continuing imports of Venezuelan oil instead of diverting these shipments 
to Europe. 

“The companies which comprise MEEC account for almost 80 percent 
of the crude oil that is imported into the United States from Venezuela. 
They account for 40 percent of petroleum product imports. Instead of 
diverting these imports to Europe, these companies have actually in- 
creased Venezuelan imports into the United States since the Suez 
crisis. * * *” 

Tables giving detailed information on imports into the United States 
inserted at this point in the record. 

The failure of MEEC companies to divert oil to Europe ‘“‘involves the 
national security of the United States.” 

Although petroleum imports are supposed to be geared to the 1954 
ratio, “today imports exceed the 1954 relationship. Crude oil imports 
alone—not considering products—currently continue at a rate of 100,000 
barrels daily or more over the 1954 relationship.” 
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352 “The national security being involved, and in the absence of voluntary 
action on the part of MEEC members, the question is presented as to 
whether or not the Government has authority to curtail imports and 
thereby divert them to Europe. It is our opinion that the Government 
has ample authority under section 7 of the Trade Agreements Extension 
Act of 1955 to take action which would compel the diversion of Carib- 
bean oil to the European shortage area. * * *” 

In view of ODM Director Flemming’s testimony, believes ‘‘he would 
now be willing to invoke the authority of section 7. It further suggests 
that other members of the President’s Advisory Committee which has 
continued to perform as an advisory group to the Director of ODM, 
are resisting the exercise of such authority.”’ Is their belief the President 
should invoke section 7 authority. They have also filed a request with 
Dr. Flemming that he invoke this authority, in which they were joined 
by 18 other associations. 

Knows of no opposition to this point of view among domestic producers. 

353 Submitted figures tending to disprove the allegation that ‘domestic 
producers and State governments have connived to cut back production 
and to withhold oil from the European market * * *.”’ 

Petroleum supplies in Europe are not in as short supply as had been 
anticipated when Suez was blocked. 

Contradictory figures have been presented to the public and commit- 
tees regarding the success of meeting the oil emergency in Europe. 

Tables showing comparative oil inventory positions inserted at this 
point in record. 

357 “* * * our crude oil stocks as of September were 22 million barrels 
higher than they were September a year ago. And now they are 
4,200,000 less than they were on February 1 a year ago. That is 4 
million barrels of crude less. But the [other] figure * * * shows that 
our stocks of the four principal products made from the crude have 
increased until they are 33 million barrels on February 1 more than 
they were a year ago.” 

These increased stocks of petroleum products are not caused by 
decreased American consumption—consumption is increasing. 

358 It is his opinion that majors try to blame independents for the problem 
because ‘‘they think their position is improved if they can discourage 
confidence in the domestic industry because then they can say we need 
to import oil because the domestic industry cannot meet it.’’ Believes 
the Government could have avoided this situation. 

Understanding the members of MEEC and other importers necessi- 
tated an examination of ‘‘the makeup of the members of MEEC and 
the interrelationship of the importing companies, which determine the 

; economic forces that guide their actions.”’ 
363, 364 Charts showing these interrelationships inserted at this point in the 
record. 

The American companies which are affiliated with foreign govern- 
ments constitute the main bulk of OPEG, adjunct of OEEC, which 
supplies European governments with information on availability of oil. 
OPEG and MEEC have observers at each other’s meetings. 

Suez crisis has emphasized ‘‘the present inadequacy of domestic oil 
pipeline facilities for the movement of crude oil within the United States 
and particularly to tidewater.’’ This is not only a temporary problem 
but “‘involves the long-range security of the Nation and health of the 
domestic petroleum industry.’’ Imports have held down expansion of 
transportation facilities. 


369 Chart showing petroleum imports, 1928-56 inserted at this point in 
record. 
370 Preservation of their access to oil was reason for British and French 


attack on Egypt. 

We have about an 11-year supply of oil. ‘‘We have had about 10 to 12 
years’ supply for the last 30 years, to my knowledge. Every year we 
find a little more oil than we consume.” 

If we should run short of natural petroleum we have shale oil reserves 
which could be utilized. 

It is Mr. Brown’s contention that the majors’ domination of the re- 
fining industry and the domestic pipeline transportation system shows 
“‘where the primary blame lies for such failures as have developed.”’ 
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Discussion on the increased imports of Latin American oil into the 
United States. 

The Government program of shipping 500,000 barrels of oil a day to 
Europe could have been increased if transportation facilities had been 
available. More transportation facilities would have been available if 
the tankers carrying oil from the Middle Egst to the United States had 
been diverted. 

There is a stepped-up program of supertanker construction at this 
time. If we were ever dependent upon outside sources of supply we 
would have to rely on these tanker fleets which are not regulated. 

Because the cost of Middle East oil production is so much less than 
that in the United States, the majors make a larger profit shipping oil 
from the Middle East to Europe than shipping from the United States. 
This might explain, in part, their reluctance to divert tankers from the 
Middle East. 


Statement of W. M. Vaughey, chairman of the executive committee of the 
Independent Petroleum Association of America 


Statement of identification. His association represents oil and gas 
producers throughout the United States. 

Testimony will be concerned solely with crude oil prices. 

Although recognizing that mistakes have been made, believes “that 
the industry on an industry level as one of our basic industries has done 
a very commendable job for this country * * *” 

Outlined the ‘“‘processes by which crude oil is produced and sold in the 
United States.” 

Crude prices are set by the buyers—not the sellers. 

“The producer’s only influence on price is his access to capital. That 
determines the amount of oil that he will find and make available for 
the market. 

* * * * * * * 


“The tremendous need for capital is illustrated by the fact that total 
expenditures for goods and services by the oil producing industry is in 
the neighborhood of $8 billion per year.’”’” The industry is also subject 
to the same price increases as the other consuming groups in the economy. 

Believes the “recent crude oil price adjustment was a result, and not 
a cause, of inflationary pressures.” 

Charts showing correlation between drilling and total value of produc- 
tion inserted at this point in the record. 

It is necessary to increase drilling if domestic needs are to be met while, 
at the same time, retaining a reserve for emergencies. 

The recent price increase of 35 cents per barrel of crude is not a unan- 
imous increase, as crudes of lower quality bring lower prices. 

“The history of the industry has shown that the amount of new oil 
reserves found is dependent upon the number of wells drilled. It is 
important to note, however, that more drilling is now required to find 
the same amount of new oil reserves than has previously been the case.” 

Table showing increase of expenditures versus the value of oil and gas 
production inserted at this point in the record. 

Cited figures on expenditures and income for industry. 

Contends they are selling at a price lower than the cost of production. 

Many independents have sold out to integrated companies that have 
other income than just that from production. 

The independents drill about 75 percent of the wildcat wells. ‘‘To 
be completely fair and factual about it * * * we receive money or 
contributions and support from the majors, or otherwise we would not 
be drilling them on that scale * * *.” 

There are frequent sales to the majors. 

“There have been just two overall increases in the prices of domestic 
crude oil since December 1947. One, in the amount of 25 cents per 
barrel, took place in June 1953 and the other, with which you are most 
conversant, in January 1957.” Costs of materials have increased 
considerably. 
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Charts showing cost increases in comparison with crude oil pri¢es in- 
serted at this point in the record. 

“The domestic oil producer is unlike most other American businessmen 
in that he has no control over either the volume of his production or the 
price paid for his oil as previously pointed out.” 

There are many local changes in crude prices “which affect large areas 
and groups of producers. That is why many of them today are in 
distress.” 

Data showing price changes inserted at this point in the record. 

Not all purchasers met the Humble-instituted price increase of 35 cents 
per barrel in January. 

Need for price increase is shown by diminution of oil well drilling 
in 1956, and by the decrease in exploratory work done in that year. 

Also, ‘‘In the past year, well abandonments in Kansas, Oklahoma, 
and Texas increased 37 percent. This indicates great numbers of wells 
may of economic necessity have been prematurely abandoned because 
the price of the oil failed to offset lifting costs.” 

Tn conclusion, listed facts he had ‘‘attempted to show.” 

Senator O’ Mahoney expressed the belief that what Mr. Vaughey and 
Mr. Brown “have said has pointed up in a very significant way the 
problem which is developing between individually owned and managed 
business and highly concentrated managed business by integrated 
corporations. 

“Tt has been a growth that has been going on for years and huge 
corporate organizations that carry on business efficiently and well are 
becoming political institutions as well as economic institutions.” 


WEDNESDAY, Frsruary 13, 1957 


Statement of Alec Radin, general manager, American Public Power 
Association, presented by James L. Grahl, assistant general manager, 
American Public Power Association 
Statement of introduction by Mr. Grahl. 

In 1954 fuel expense amounted to 68.5 percent of total production 
expenses of class A and B local publicly owned electric utilities, and 72.7 
percent of total production expenses of class A and B privately owned 
utilities. 

“Because of the need of many member utilities of the American 
Public Power Association for adequate supplies of fuel oi] at reasonable 
cost, our organization for several years has opposed repeated efforts to 
place limitations upon imports of residual fuel oil into this country.” 
Mr. Grahl said they do not agree with the “‘import’’ of previous testi- 
mony that there are adequate supplies of domestic fuel oil. 

Senator O’ Mahoney asked if they wanted to obtain cheap imported 
oil ‘even though the independent domestic producer might suffer at 
the hands of the major worldwide operators.”” Mr. Grahl said they 
did not subscribe to that idea but they had simply found that frequently 
members could not obtain oil, and that at one time Los Angeles was down 
to about a 1-day reserve. That is why they oppose restrictions on 
imports. 

Mr. Radin’s statement pointed out some of the additional costs the 
oil price increase would impose on member systems. 

A resolution adopted by APPA’s executive committee “‘urges an 
immediate investigation by appropriate Federal Government agencies 
and committees of Congress of (a) the necessity and reasonableness of 
these recent price increases; (b) whether or not such increases represent 
collusion among the oil producers; and (c) whether price controls should 
be instituted, after a rollback in prices, if it is established that the 
aforesaid price increases are unwarranted and unreasonable * * *” 

Increases in electric rates affect not only individual consumers but 
industry and business as well. 

Various newspaper articles and reports “‘have led us to believe that 
your joint subcommittee hearings should thoroughly explore the need 
for price controls on fuel oil.’ If controls were found advisable, prices 
should be rolled back to the pre-Suez level. 
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Mr. Grahl said a chart presented the previous day by Mr. W. M. 
Vaughey of the Independent Petroleum Association of America, which 
showed ‘‘that there was a close concurrence between the increase in the 
number of total oil wells drilled and the total value of petroleum 
production” was a ‘‘misleading representation.” 


Statement of Bradley Cozzens, assistant chief electrical engineer of the 
department of water and power, city of Los Angeles 

Statement of introduction. 

Whereas formerly the department received most of its supply from 
hydroelectric sources most of the energy required is now received from 
fuel-fired plants. This condition generally prevails throughout the 
State. There have been many reasons for this decline in hydroelectric 
power. 

Their available gas supply is very variable. 

In 1955 when fuel oil was in good supply on the Pacific coast they 
were negotiating with a major oil company to supply fuel oil for a pro- 
posed new steam plant. At that time future supplies seemed to be 
good, when without any previous notice “eastern oil companies came to 
the Pacific coast and because of the excess oil in storage and the rela- 
tively low prices at that time, as well as the low tanker rates, made 
large purchases of fuel oil for shipment to eastern United States and 
other areas.”’ 

Graph showing fuel oil supply and demand and table showing 
petroleum production in district No. 5 inserted in the record at this 
point. 

These exports in 1955 “of over 18 million barrels above previous 
years, plus the increased utilities’ use of over 11 million barrels, or a 
total of over 29 million barrels, created a fuel oil shortage of near 
famine proportions on the Pacific coast.’’ The offers received in 
response to the depa:::oent’s request for bids “fell far short of meeting 
our requirements even at prices $0.50 per barrel above the posted 
price * * *” 

New pipelines would be of help. 

After the poor response to their request for bids they were authorized 
to negotiate directly for oil, which resulted in their obtaining the needed 
oil but ‘‘some purchases were nearly $1 per barrel above the posted 
price.” 

The reason for the increases of prices paid over the posted prices is 
that they had to buy through brokers instead of directly from the oil 
companies as they had previously done. 

Knows of no brokers that are subsidiaries of the majors. 

Appendix I of Mr. Cozzens’ statement inserted in the record at this 
point. 

Senator Kefauver said that he did not understand why ‘during the 
time of squeeze, the majors have less oil to furnish you and the brokers 
have more, which means that instead of paying the posted price, you 
have to pay a premium to the brokers.”’ 

One supply of oil cost them more because they had to pay the differ- 
ential freight rate from the Persian Gulf to Japan, where the oil was 
originally slated to go. 

Believes the company that diverted the oil from the west to the east 
coast was Esso or Standard of New Jersey, but is not sure. 

Started discussion of some of the matter contained in appendix I pre- 
viously submitted. 

Graph showing fuel oil posted price and price range of purchases and 
bids rejected by the department inserted at this point in the record. 

Previously they did not feel it necessary to make long-term contracts 
to insure oil supply, but are doing it now. 
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Even after negotiation of long-term contracts there still is an inade- 
quate supply of fuel oil. 

The 3 “specific points” that give rise to their complaints are: 

“1. The oil companies, as marketing agents for a commodity almost 
as essential as water and electricity, most assuredly must keep abreast 
of the growing demands for their product in the fuel oil field and be better 
prepared to meet this demand. 

“2. The release from the Pacific coast of the excessive quantities of 
residual fue] ine 1955 in the face of increasing requirements by electric 
utilities for such material, we believe, should have been avoided. 

“3. The utility companies of California should have provided more 
information to the oil companies regarding their growing demand for 
fuel oil.” 

Feels the companies are not providing an adequate supply of fuel oils. 

Although recognizing the necessity of the European oil lift, believes 
the Federal Government ‘‘should have set up * * * controls or some 
related price adjustment or other means whereby the companies should 
have been compensated for the added cost of production of this fuel oil 
if such did develop.’’ The burden of the price rise has fallen unequally 
on consumers of electric power. 

The price rise will cost Los Angeles power users about $4 million this 
year. The increase to industrial users will in turn he passed on in in- 
creased prices for their products. 


Statement of William H. Curry, president, Rocky Mountain Gas & Oil 
Association, Casper, Wyo. 

Statement of introduction. 

They now must drill many more “wildeats” to find new wells and 
fields than formerly. Added to the ‘increased cost due to greater dry- 
hole ratios,”? they now must drill deeper for new oil. 

In addition, they have problems that are peculiar to the Rocky 
Mountain area. 

Turned to a discussion of ‘‘the effect that an increase in crude-oil price 
will have on some of the public-land States of the West.”’ 

Said the ‘erude-oil price increase within itself, without additional 
taxation, would yield the Rocky Mountain States of Montana, Wyoming, 
and Colorado nearly $1,500,000 more than last year from their Federal 
and State lands.” 

Costs of production have outstripped crude prices so the search for 
new reserves cannot be adequately financed. 

Cost increases have affected the independent much more than the in- 
tegrated companies because if one part of an integrated company is not 
doing well it is compensated for by another department. 

Believes there would have been a crude oil price increase even if there 
had been no Suez crisis, but even this increase is inadequate. 

When prices are increased by one company others usually follow close 
behind. 

Of the 475 memberships in the Rocky Mountain Association, 24 are 
integrated companies. 

Although the association has taken no official position on imports, he 
believes they restrict exploration in this country. 

Resumed discussion of price increase. 


Statement of Leo H. Miller, superintendent of utilities, Lenox, Iowa. 

Statement of identification. Is testifying on behalf of the Iowa 
Association of Municipal Utilities. 

The inereased cost resulting from the oil price rise “jeopardizes the 
economic existence of some 85 municipal generating plants in the State 
of Iowa alone. Further, it tends to discriminate against these individual 
diesel-powered plants as compared to the larger central stations, oper- 
ating either by steam or water power.” The association feels “they 
should not be sacrificed to privately owned utilities.” 

They “seriously question the need for this price increase.’’ Read an 
item from the publication of the Oil, Chemical, and Atomic Workers 
Union showing that labor costs have not gone up as much as some 
have testified; that wage increases could be granted without increasing 
prices or deferring profits. 
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Does not believe increased prices are necessary to obtain more erude 
r “for the economic good of our major oil companies.” 

“The municipal powerplants are the same as an industry to the 
towns in which they are located. The increased cost of this fuel is going 
to force some of the plants to close and cause excessive rates in others. 
It is imperative that we keep our rates comparable to those of REA, 
other public-power firms and private power which have opportunity for 
purchase of Federal power or have their stations geographically located 
for cheaper types of fuel. 

“It should therefore be apparent that we cannot increase our rates 
to offset the increase in operating costs in this case * * *.” 

Believes it necessary for the Federal Government to intervene in this 
matter. Also, ‘‘oil prices should be cut to those prices in effect as of 
December 1, 1956.”’ 

“Prices and unfair profits were controlled by ceilings during World 
War II and proved workable in most respects. Now, at a time when the 
Middle East is in a state of ferment, when there is unrest in the countries 
of Eastern Europe, when relations with our own allies are strained as a 
result of these disturbances, it becomes increasingly clear that these 
conditions exist basically, due to the enormous oil reserves centered in 
the Middle East.”’ 

“Gentlemen, the struggle for the control of these oilfields has only 
begun, and we certainly are living in time of conflict, and times when it 
is fair and just for Government intervention at home.” 

Further cost increases on top of the drought and declining prices will 
greatly affect the farmers. Statement by Mr. Miller concerning the 
effect the price increase had on the Lenox utilities inserted in the record 
at this point. 


Statement of Thomas A. Walsh, manager, light and power department, 
town of Hudson, Mass. 


Statement of introduction. Represents the Municipal Electric 
Association of Massachusetts. 

“Our average cost of No. 2 fuel oil was 11 cents per gallon in 1956, but 
the present cost of fuel oil is now 12.44 cents per gallon. This means 
that our fuel costs will increase $24,360 this year over the 1956 costs.” 
Have had three price rises since October 1, 1956. 

They think ‘‘the available evidence very definitely points to the 
possibility that these increases in fuel cost are due to collusion. Never 
in history has there been as much products and crude in storage as when 
the price of crude and products increased in January * * *.” 

Mr. Walsh appeared as a witness at the hearings held by the Office 
of Defense Mobilization concerning oil imports. He told the com- 
mittee, ‘‘We opposed the petition of the Independent Petroleum As- 
sociation on the grounds that we felt sure that it would result in an 
increase of fuel oil prices.’ 

Believes there is no difference in the cost to him of domestic or im- 
ported oil. 


Statement of M. H. Robineau, president, the Frontier Refining Co., and 
president, Independent Refiners Association of America 

Statement of introduction. 

Frontier is a member of MEEC—the 16th member, not one of the 
originals. Thinks they were made a member because of Senator 
O’ Mahoney’s efforts to have an independent added to the list. 

Views he will express are those, in general, of the small independent 
refiners. ‘“There are about six times as many independent refiners in 
this country as there are major oil companies. But the aggregage plant 
capacity of this large number of refiners represents only one-sixth of the 
total refining capacity in the United States.’”’ These independents are 
very important to the economy and to the industry. 

The major difference between the independent refiner and other man- 
ufacturing enterprises “is that large quantities of his raw material are 
held by, and its price is largely set by, the companies who are also his 
competitors in the sale of finished products.’”’? For the majors a change 
in price of crude “can be primarily a bookkeeping item—an allocation 


of aggregate company profit to one or another division of the integrated 
business. For the independent refiner, howe ver, & change in the price 
of crude oil means business survival or death.’ 
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Some of the independent refiners have some production; many of 
them have none. His company produces about one-sixteenth of its 
daily requirements. 

The independent is faced with two problems—one the surplus of gas- 
oline which depresses the market prices, and his uncertainty as to how 
long ‘‘he can pass on to the buyers of his products the recent increases 
in his costs represented by the hike in the price of erude oil.’ 

Some of the integrated companies might be able to absorb the price 
increase of crude, especially those with foreign production. 

If, as a result of the Suez crisis, the emphasis were to be on shipments 
of crude to Europe with a probable price rise the independent would 
suffer. They, therefore, asked the Government to consider the inde- 
pendents’ situation in any plan that would be devised to meet this 
crisis. ‘‘But, from July until early January, the program design appar- 
ently proceeded without regard to the refinery position. We were fore- 
closed from access to the data which would permit us to help or to make 
specific, informed, and constructive suggestions.” 

“On January 4, 1957, the proffered cooperation was for the first time 
accepted by the Government.’’ Senator O’ Mahoney said Secretary of 
the Interior Seaton had told him that efforts would be made to get 
independent refiners and independent producers to become members of 
MEEC but that Frontier was the only one to accept. Frontier has 
no foreign ties. 

Correspondence between Secretary Seaton and Mr. Robineau inserted 
at this point in the record. 

The independents had proposed that instead of shipping crude to 
Europe that the Government take the lead in having refining yields 
altered to produce the heavier oils that were needed. The plan of 
action of MEEC, when put into operation in December, ‘‘clearly did 
not reflect any consideration of the independent refiners’ suggestions or 
concerns. It was instead geared entirely to the rerouting of tanker 
shipments of crude oil.”’ 

They notified Secretary Seaton, Secretary of State Dulles, and Defense 
Mobilizer Flemming of their concern and offered suggestions. Docu- 
ments pertaining to this matter inserted at this point in the record. 

“On January 3, 1957, the Humble Oil Co. announced an increase in the 
price of crude oil and that afternoon the association again telegraphed 
Secretary Seaton and Mr. Steward of Interior, Secretary Dulles, Assistant 
Attorney General Hansen, and Mr. Warren of the Office of Defense 
Mobilization, and Senator O’Mahoney, pointing out that that crude 
price hike was exactly what the independent refiners had feared and had 
called to the Government’s attention several weeks before.” 

Then, for the first time, they received a response from the Govern- 
ment. Although their suggestions ‘“‘are now said to be receiving some 
Government consideration, there has been little action taken to date to 
earry them out, and there has been almost complete silence in the 
Government testimony before this committee as to the possible existence 
of any solution to this problem other than the increased shipments of 
crude oil.’ Summarized their proposed program, pointing out that 
shipments of fuel oil instead of crude would save both in tanker space 
and money. 

European refineries are owned by large international oil companies 
that are members of MEEC or European governments or corporations. 
Knows of no independent American refinery in Europe. Whereas in the 
United States refineries concentrate on gasoline production, European 
refineries concentrate on fuel oils, distillates, and burner oils for industry. 

Letter to Mr. Hugh Stewart outlining their program for meeting the 
emergency inserted at this point in the record. 

Told the committee that ‘‘many friends in the oil industry, from both 
small and large companies,”’ had either found no basic flaw in the plan 
or “yviven affirmative support.” 
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475 Mr. Robineau said, “‘Basically, what is needed is a clear, unequivocal 


determination of what the Government wants, and what it is calling upon 
the industry to do.” Are concerned ‘about tentative, uncertain ap- 
proach to the handling of Government responsibilities * * *’’ 

Feels there are ‘‘three major misconceptions which have persisted 
throughout the past few months and throughout this hearing.’”’ One 
‘fs that Europe’s problem must be met primarily by the shipment of 
crude oil.”” The second, “one that is held widely by the press and 
consuming groups—is that since there are adequate supplies of petroleum 
products such as gasoline, there is no justification for a hike in the price 
of these petroleum products, whereas an increase in the price of crude 
oil can be separately justified.” 

476 “The third major misconception in the handling of this oil program is 
the assumption that the Government can properly abdicate responsi- 
bility for leadership and direction. We appreciate and sympathize with 
the philosophy that is sometimes expressed as ‘the least government 
being the best government,’ but that philosophy as here used has made 
for indecision and anarchy * * * ” 

477 It is his belief that ‘‘this program can be solved in full protection of the 
national interest, the consumers of this Nation, and the competitive 
aspect of the petroleum industry if: 

“1. The Government establishes the policy it wants to be followed 
and announces it in clear and unmistakable terms. 

“2. That policy starts to solve a product shortage problem by dealing 
first with those things which assure product supply—namely, refiner) 
runs and yields. 

“3. The policy is carried out vigorously through the industry in an 
atmosphere of full and frank discussion with prompt, immediate and 
consistent data provided by the Government on the basis of which all 
can operate.” 

Senator O’Mahoney announced that a bill had been introduced by 
Congressman Heselton of Massachusetts “based upon the concept that 
the petroleum industry is clothed with the public interest and should be 
regulated by a Federal commission.”” Commented that he had in the 
past warned the major companies “that they cannot safely continue on 
the line in which they have been operating.”’ If they do, they “invite 
Government regulation, which they will not like.’ The companies 
should now act in the public interest. 

479 Mr. Robineau said: ‘‘it alarms me that such a bill has been proposed.”’ 
Does not think it impossible for prices of petroleum products to be rolled 
back, but the rollback must include the price of crude oil. 

480 Believes the petroleum industry is a very competitive one, although 
some companies do have advantages others do not have. There would 
have been a price rise under any conditions, but believes it to be ‘un- 
fortunate that if, either through the bad judgment or lack of judgment 
of some particular large company heads or of their department heads, 
who are probably just running their departments to make a profit for 
their department, without a consideration of the effect on the national! 
picture, that this situation has arisen.” 

481 Senator O’ Mahoney also announced that Congressman Heselton had 
introduced a bill to cut the depletion allowance for oil and gas wells from 
27% percent to 15 percent. Construed this as another warning to the 
industry. 

Senator Kefauver said he and most other members of the Senate “have 
been hearing from a lot of people who have somewhat the same idea that 
Mr. Heselton has put down in legislation.” 

482 Mr. Robineau had attended no meetings of MEEC nor had he re- 
ceived any notice of the emergency meeting of MEEC to be held the 
next day. 

The independent refiners buy most of their oil from the major oil 
companies. 

Believes that if the plan he proposed had been accpeted the crude price 
rise might have “at least’? been delayed. ‘It might not have avoided it 
because I think the price of crude would eventually have to go up because 
of increased refining costs.” 

Believes that if the Government had asked the industry to cooperate 
in the emergency most of them would have done so, as they had in the 
past. 
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TuHurRsDAY, Fepruary 14, 1957 


Statement of Hon. Fred A, Seaton, Secretary of the Interior. Also present: 
Arthur 8. Flemming, Director, Office of Defense Mobilization; Hugh 
A. Stewart, Director of the Office of Oil and Gas, Department of the 
Interior; Edwin G. Moline, Officer in Charge, Economic Organization 
Section, Office of European Regional Affairs, Department of State; 
J. Reul Armstrong, Solicitor, Department of the Interior; Charles H. 
Kendall, General Counsel, Office of Defense Mobilization; and Ralph 
S. Fowler, Office of Oil and Gas, Department of the Interior 

Introductory statement. 

The Department of the Interior has, under Executive Order 10480, 
responsibility for making recommendations to the Office of Defense 
Mobilization regarding petroleum. ‘With respect to oil agreements, 
these assignments of responsibility by statute and by Executive order 
are, in order of execution, as follows: 

“1. The Secretary of the Interior to consult with industry to encourage 
the development of voluntary agreements for purposes of national de- 
fense and to recommend that such agreements be approved. 

“2. The Director of the Office of Defense Mobilization to review the 
recommendations of the Department of the Interior, consult with other 
interested defense agencies and if appropriate, make the defense finding. ~ 

“3. The Attorney General to review the proposed agreement and, if 
he determines that the advantages to the national defense outweigh the 
adverse effects on the competitive free enterprise system, to approve the 
agreement. 

“4. The Director of the Office of Defense Mobilization to request the 
individuals to participate in the agreement and to extend immunity 
from the antitrust laws and the Federal Trade Commission Act with 
respect to those actions authorized by the approved agreement. 

“5. The Secretary of the Interior to supervise the conduct of opera- 
tions under the agreement.” 

On May 8, 1956, the amended voluntary agreement came into being. 
The Middle East plan of action was approved August 10. 

After the Suez Canal was nationalized on July 26, Dr. Flemming and 
Secretary Seaton agreed upon the necessity for preparation to have 
ready a plan of action to cope with possible emergencies. Hugh Steward, 
Director of the Office of Oil and Gas and Chairman of the Foreign 
Petroleum Supply Committee, was requested to prepare plan or plans 
and submit them in writing. 

Plan received final approval on August 10, and American oil companies 
engaged in foreign operations were invited to participate in the emergency 
action immediately thereafter. ‘On October 31, the Suez Canal was 
blocked; on November 3, the pipelines through Syria were put out of 
operation. On November 30, the plan was put into action.”’ 

The problem had to be met; but knows of no existing law by which 
the Government could seize the oil industry. The Government had to 
rely on the existing voluntary agreement and on the provisions of the 
Defense Production Act of 1950, as amended. 

MEEC action under plan of action is only 10 weeks old. Some 
weaknesses have developed; steps have been taken to correct them. 
Undoubtedly other weaknesses will turn up. If so, steps will be taken 
to correct them. 

Report from Ralph Fowler, Director of the plan of action and Assistant 
Director of the Office of Oil and Gas of Interior Department, shows 
high proportion of Europe’s normal demands will be met. 

MEEC has nothing to do with pricing. ‘‘The voluntary agreement 
deals with supply and requirements and does not authorize any sort 
of voluntary joint action on prices. 

“T am advised that voluntary agreement on oil prices generally could 
not now be entered into by reason of the 1955 amendments to the 
Defense Production Act which forbid new agreements except among 
defense contractors with respect to their military production.” 

One of the guiding principles is: ‘‘Let the industry handle this problem 
to the maximum extent possible with the least Government interference 
consistent with the national interest and Federal law.”’ 
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A second principle is that increased flow of oil to Europe must not 
result in shortages in the United States. 

“The third principle is: Efforts will be made to keep to a minimum 
the adverse effects on the various segments of the petroleum industry.” 

A fourth principle: “To meet the objective without burdensome 
controls over the petroleum industry.” 

The. fifth principle: ‘‘The Federal Government will not encroach 
upon States’ rights.” 

List of independent producers and refiners who perform consultative 
services inserted at this point in the record. 

Urgent problem was to get oil to Europe as quickly as_ possible. 
Believes if it had been attempted as a Government program with 
Government organization, might have been “considerable delay.’”’ Is 
his understanding the Government participates in all MEEC proceedings. 

Have been reports that we were falling short in our attempts to meet 
Europe’s petroleum needs, although Secretary Seaton’s figures show we 
are doing very well. Thinks basis of most complaints is lack of crude. 

Mr. Moline knows of no American holdings in the British, French and 
Dutch companies having representatives on OPEG. There are, how- 
ever, “joint interests throughout the world in other fields.” 

OPEG advises OEEC as to availability of oil, MEEC advises the 
Government and also carries out plans, ‘““working under Government 
direction and responsible to Government authority.”’ 

Secretary Seaton supplied figures on meeting European oil needs given 
him by Mr. Fowler. 

Regarding the supply of European needs, Dr. Flemming said they 
were “‘never given any assurances or any basis for hope that that figure 
would be higher than 75 percent of its normal requirements,’’ These 
estimates were supplied by MEEC. 

OEEC statement on their prospective situation, as evaluated 30 days 
after Suez Canal was closed, inserted at this point in the record. 

OPEG thought it unlikely if not impossible to increase production 
enough to meet Europe’s needs 100 percent before the crisis was over. 

As early as August 1956, the interested agencies of Government were 
considering what action to take in event of Suez closure. 

This group, Mr. Moline said, ‘‘came to the conclusion that in what 
was likely to be a short-term crisis, that the voluntary agreement type 
of mechanism for dealing with it, which had served so well in the Iranian 
situation, would be the best and most effective means of dealing with a 
short-term crisis, essentially of a transportation nature.”’ 

On July 31, 1956, Dr. Flemming personally recommended to Secretary 
Seaton that he find that a state of emergency existed, following con- 
versations with other interested officials. 

Discussion on the voluntary agreement relating to foreign petroleum 
supply and the Foreign Petroleum Supply Committee set up under it. 

Just prior to the emergency the OEEC had compiled a comprehensive 
report on oil in Europe so the needs of member countries were easily 
ascertained. 

The supply picture is much brighter now than a couple of weeks ago. 

The Foreign Petroleum Supply Committee, also composed of oil com- 
panies having foreign operations, was authorized to collect information 
pertaining to the supply of oil that might be diverted to Europe. 

The Attorney General, when examining the voluntary agreement of 
May 8, made certain suggestions for procedure to be followed before 
exemption from the antitrust laws could be granted the committee. 

These recommendations were dropped when MEEC was created, but 
some safeguards were provided, as required by the Defense Production 
Act as amended, 1955. 

Dr. Flemming took responsibility for the plan submitted to the 
Attorney General for approval, although had been counseled by others. 

In his opinion, basic safeguards were not abandoned when the plan 
for action was drawn up. In his judgment, “it was necessary to substi- 
tute a company chairman and company staff in order to get expeditious 
and effective action in dealing with this emergency.”’ 

Ralph 8. Fowler, director of the voluntary agreement, gave statement 
of background. 
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The ‘‘normal demand” for gasoline, distillates and fuel oil ‘‘in the 
OEEC countries, including Spain, are the figures which were submitted 
by the OEEC oil committee. The net availability figures are based 
upon arrivals which have already reached this area, plus estimated 
arrivals expected from all sources.”’ The ‘normal demand”’ is only an 
estimate, but a good one. 

The OEEC and MEEC each made its own estimates; ‘‘the two are 
quite close together.”’ 

OEEC estimates for the first quarter of 1957 show 87 percent of normal 
demand for gasoline was available, 76 percent of distillates and 79 percent 
of fuel oil. OQEEC would like to have 100 percent. 

MEEC objective is to get Europe 100 percent of normal demand, 
‘‘Not necessarily from United States, but * * * by using all available 
sources of supply, bearing in mind the limitation that we have of tanker 
transportation.’”’ Mr. Fowler doubts that this is obtainable. 

Dr. Flemming said they are concerned about the imports from 
Venezuela to the United States because they “recognize that the run 
from Venezuela to Western Europe is shorter than the run from our 
gulf coast to Western Europe * * * therefore, an increase in movement 
from Venezuela to Western Europe and a decrease in movements to the 
United States east coast would make more tanker space available. 

‘‘An inerease in the volume of imports from Venezuela during this 
emergency period could also very well result in the development of 
patterns that would complicate the handling of the oil import problem 
from a long-term point of view. * * *” 

Also pointed out that some oil companies are reducing their refinery 
runs. 

“Tn the light of the reductions that are taking place in refinery runs and 
the consequent reduction in the requirements of crude for United States 
refineries, I have requested the Secretary of the Interior to direct the 
Middle East Emergency Committee to present to him a plan for rerouting 
some of the Venezuelan oil to Western Europe that is now being shipped 
to the United States.” 

One of the reasons advanced for increased imports from Venezuela was 
that MEEC had responsibility of seeing there was no reduction in avail- 
able supplies in this country. However, now that refinery runs are being 
cut thus cutting back crude requirements, wants to know why ‘‘we 
cannot cut back the amount of crude coming from Venezuela and re- 
route it to Europe.” 

Suspended the hearings being conducted as a result of petition filed 
under section 7 of the Trade Agreements Act because ‘‘as soon as the 
Suez Canal was closed and as soon as we were denied access to the Iraq 
pipeline, that the factual picture that had been presented at that hearing 
was completely out of date * * *,” 

Feels section 7 of the Trade Agreements Act is not ‘‘an appropriate 
authority to use to deal with a temporary emergency situation of this 
kind.” 

Has announced that hearings would resume when new patterns of 
distribution were made clear. 

If the import situation existing prior to closure of Suez has not im- 
proved when that pattern becomes available, Dr. Flemming thinks the 
Government should take action, as imports were threatening to impair 
national security. 

Senator O’ Mahoney commented that the same emergency caused Dr. 
Flemming “‘to recommend the waiver of an antitrust provision of law, 
and at the same time persuaded you to abandon section 7 and its power 
to order that change.’ Also precluded an order for diversion of Vene- 
zuelan oil to Europe. 

If MEEC draws up a plan for diversion of Venezuelan oil it will be 
done on a voluntary basis. Dr. Flemming assumes ‘‘that if they present 
it on a voluntary basis, and if it is approved by the Government, that 
they will then proceed in accordance with that plan and the Government 
has the right, and will exercise the right, to audit their actions to deter- 
mine whether or not they are proceeding in accordance with that pian,” 
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When asked what the new plan would do that could not have been 
done under schedule 2, Dr. Flemming replied: ““Mr. Chairman, what I 
have asked the Secretary of the Interior to get from the Middle East 
Emergency Committee is a specific plan for curtailing imports from 
Venezuela to the United States in view of the reduced requirement and 
rerouting of the amounts curtailed to Western Europe from Ven- 
ezuela * * *,” 

One regulation the Government has over the companies in carrying 
out the proposed plan is that they can lose their antitrust immunity if 
they do not adhere to the plan after it is approved by the Government. 

They do not know at this time how many more barrels of Venezuelan 
crude could be diverted each day under the proposed plan. 

Mr. Fowler said he had had no conversations with anyone in Europe 
about the proposed plan. 

Europe’s capacity to convert from fuel oil to other sources of energy 
is ‘‘very limited.” 

Europe did not have much of a fuel reserve when the crisis began. 

Does not think a dock strike would affect shipments. 

First noticed improvements over January 27 estimates on February 8. 
There is still a substantial shortage in crude oil, however. 

The situation needs further improvement—is “‘still serious.’’ In dis- 
cussion with OKEC members they have expressed the feeling that they 
would rather have tanker space used for distillates, heavy fuel or crude 
instead of gasoline. 

Mr. Fowler does not know of his ‘‘own personal knowledge”’ of any 
tie-in sales between crude or fuel oils and gasoline, although he has 
heard of its being done. No protest about it from QKEC members has 
come to him. 

Secretary Seaton did not know of price increases in petroleum products. 

Resolution from the city council of the city and county of Denver re 
increased gasoline prices inserted at this point in the record. 

When asked by Senator Carroll if he knew if the Department of the 
Interior had ever conducted a study ‘‘of the cost of refining gasoline as 
compared to the cost of crude oil in the barrel,’’ Secretary Seaton re- 
plied that he did not know; but “‘that so far as I know we have no in- 
formation available to us and no way to get information from the 
refineries or the producers of gasoline as to their cost of operation and 
the profits which they may or may not make.” 

Dr. Fleming does not know where such a study might be obtained. 

Although Secretary Seaton has ‘“‘a concern about increased prices’’ 
he knows of no Government official who has the information to ask for 
a roliback of prices. 

It is Secretary Seaton’s understanding that no exemption was given 
the oil companies that would allow them to set prices illegally. Assumes 
“that the Department of Justice would take very stern action if there 
was any collusion or conspiracy * * * to increase prices.”’ 

If he found anything that “had the effect of giving the companies 
immunity from antitrust prosecution for conspiracy to set prices, I most 
certainly would immediately go to Dr. Flemming and strongly recom- 
mend and urgent amendment or correction.” 

Dr. Flemming said ‘‘that a voluntary agreement on oil prices generally 
could not now be entered into by reason of the 1955 amendments to the 
Defense Production Act, which forbid new agreements except among 
defense contractors with respect to their military production.”’ 

Secretary Seaton does not know what recommendations might come 
from the executive branch as to the reinstitution of price and wage con 
trols. However, if the President asked his opinion he ‘‘would be strongly 
opposed to the imposition of price and wage controls in peacetime.” 

Europeans prefer shipments of crude because by running it through 
their refineries Mr. Fowler said, ‘“They can get more for a single transport 
of crude oil than they can get from several transports of finished prod- 
ucts made in this country.’’ 

If United States com; anies agree to reduce their Venezuelan imports 
crude shipments to Western Europe will be increased accordingly 

tecent oil discoveries in Africa probably would not be helpful in pres- 
ent crisis because of lack of time and transportation. 
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Senator Carroll raised the question as to whether it was necessary to 
raise gasoline prices, while not questioning that the independents should 
have had some price increase. Thinks it is necessary for some Govern- 
ment body to make a cost estimate. 

Secretary Seaton said that although someone should !ook into it, In- 
terior ‘‘has absolutely no authority” to do it. 

Also said he had no right to ask MEEC to suggest ways to cut trans- 
portation costs of oil lift. 

Would have to have an opinion from the Attorney General before 
making such a request. 

Inasmuch as the President, in his state of the Union message, asked 
industry generally to hold prices down, Senator Kefauver asked if the 
Seeretary could not try to get them held down in one industry. 

Secretary Seaton said, “I have never had any information that this 
plan of operation was the reason that prices increased.’’ Said he had 
seen many other reasons given in the newspapers. 

Senator Kefauver, referring to minutes of MEEC meeting of Septem- 
ber 19, 1956, pointed out that there had been discussion centering on the 
supposition that a Suez crisis would raise prices. 

The Senator said: ‘‘What worries me is you haven’t shown any in- 
clination to do anything about it (price rises). Your attitude and that 
of your assistants is an invitation to the companies to raise the prices 
all they want * * *.” 

Secretary Seaton replied: ‘I would strongly argue that I had no at- 
titude of indicating to the companies that they could raise the prices all 
they wanted or raise them at all * * *.” 

Without necessary data he has ‘‘absolutely no right to protest the 
situation.” 

Has been advised it would be illegal to try to get a voluntary agree- 
ment on the question of price increases and Llegal for the companies to 
enter into such an agreement. 

Assumes, as a layman, that he could make an appeal on prices without 
violating the law. But does not have necessary information to make 
proper judgment on it. 

Dr. Flemming said the Attorney General had no authority to grant 
the oil companies antitrust immunity on prices. 

Following Dr. Flemming’s exposition of his interpretation of the pro- 
visions of the Defense Production Act concerning price immunity, 
Senator O’Mahoney said the interpretation ‘is not one which would 
legally authorize the sort of MEEC that you have set up.” 

Colloquy on provisions of Defense Production Act and its provisions, 
as regarding the voluntary agreement and MEEC. 

Senator Kefauver said appeals were made to industry as a whole and 
to specific industries in the early days of World War II and the Korean 
war, prior to enactment of control legislation, asking for voluntary hold- 
ing of the price line. Mr. Flemming said in his judgment “appeals to 
a segment of our economy to hold the price line, without first inquiring 
into the facts on both sides of the issue, and arriving at a conclusion, (is) 
just not a good way for Government to proceed.” 

Senator Kefauver said again he was not talking about Dr. Flemming’s 
having the right to make the companies accept an agreement—is just 
talking about the authority to ask them for it, to suggest that it be made 
a voluntary agreement. 

Dr. Flemming brought out the fact that the Attorney General has 
called for a grand jury investigation concerning the recent price rises. 
However, Senator Kefauver said it would be months or years “hefore 
they get anything from that.’’ 

Senator O’ Mahoney turned again to the provisions of section 708 of 
the Defense Production Act of 1950, as amended. This provides that 
new voluntary agreements or programs could not be entered into after 
enactment of the amendments of 1955. 

Mr. Kendall said the MEEC agreement “is not an agreement at all, 
properly. It is a plan of action under the original agreement’”’ entered 
into prior to the 1955 amendments, 

In the agreement approve? May 8, 1956, ‘‘detai's of procedure’ have 
been changed from the original agreement. 
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Senator O’ Mahoney contends that the actions taken under the present 
agreement were not provided for in the original agreement. That they 
had “found a means of going behind the plain meaning of the act of 
1955, in order to set up a method of acting by which the oil companies, 
instead of the Government of the United States, would supply the oil 
lift to Europe.” 

Mr. Kendall said the portion of the May 8, 1956, agreement he had 
read from earlier was the same as the language in the 1954 version. 
Senator O’Mahoney said, however, that the nub of the matter was 
whether the old agreement preceding the Defense Production Act 
Amendment of 1955 “had anything to do with domestic oil.” 

Dr. Flemming said they would take up with the Attorney General 
the issue of ‘‘whether or not there is authority under existing law to 
grant immunity from antitrust prosecution on price matters.”’ 

Out of the approximately 250,000 barrels of crude shipped from the 
United States to Europe each day, 150,000 to 200,000 barrels is new 
production. 

Secretary Seaton assumes the forecasts of the market demands issued 
by the Bureau of Mines is one factor used by the States in determining 
their allowables. 

Did not know why the February forecast put out by the Bureau of 
Mines was lower than the January forecast in spite of necessity of 
increasing production, but promised to look into the matter. 


TvuEspAY, Fepruary 19, 1957 


Statement of Felix E. Wormser, Assistant Secretary of the Interior; accom- 
panied by Hugh A. Stewart, Director of the Oil and Gas Division of 
the Department of the Interior; and Edwin G. Moline, Officer in 
Charge, Economic Organization Section, Office of European Regional 
Affairs, Department of State 

“Under the plan of action set up on August 10,’”’ Mr. Stewart said, 
“there was no provision by which the participants in the plan of action 
could have anything to do with, or have any recognition of,” the OEEC. 
Since MEEC members ‘‘were almost bound to answer to OEEC in one 
way or another and to cooperate with OEEC in advising what supplies 
might be available,” an amendment to the plan was adopted permitting 
the companies to cooperate with foreign governments or agencies of 
foreign governments. 

Prior to the amendment, individual companies might have had 
authority to cooperate with OEEC, but not on a collective basis. 

Mr. McHugh asked if this amendment would not be broad enough to 
permit MEEC companies “to enter into some types of arrangements”’ 
with Middle Eastern countries. 

Mr. Stewart replied: “It might be so construed, but, if so, that would 
be a legal question beyond my knowledge. And the amendment was 
not designed for that purpose at all. It was designed strictly for the 
activities which might be required in connection with OEEC.” 

Mr. Wormser felt unable to answer a question as to whether authority 
has been delegated to international oil companies to make decisions 
affecting United States relations with other countries. 

Mr. Moline stated the amendment to the plan of action “is designed, 
not to permit cooperation with foreign governments, but rather with 
agencies or organizations designated by foreign governments, or agencies 
of foreign governments, and they, furthermore, must be designated by 
the Administrator. The only one, I understand, he has ever designated 
has been OEEC and its associated Oil Committee, OPEG.”’ 

Department of State has never felt they “‘were delegating to any oil 
company the right to carry on our foreign relations for this country, or 
to be instruments of the evolution of foreign policy.” 

MEEC is allowed to reroute tankers to make best use of them, but can- 
not make decisions regarding increase or decrease of production. 
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Minutes of meeting No. 4 of the MEEC showed that an increase of 
750,000 barrels a day of United States-Gulf-Carribbean crude availa- 
bility would necessitate a shutback of 750,000 barrels a day of Persian 
Gulf production. 

Continuing, minutes of meeting No, 4 states: 

“Tnformation, Dr. Flemming stated that the Government agencies 
concerned would give immediate attention to two problems—the prob- 
able increase in tanker rates and crude prices and the distribution of 
shutbacks in Middle East production. He also stated that he hoped 
to have a Government position on these problems to present to the 
committee in the near future.” 

In reply, Mr. Moline said, ““We were never asked to make such a judg- 
ment or to study that problem, and no guidance was ever given to the 
committee on this particular problem.”’ 

Although there have been some shutbacks, they have not been as 
large as expected. Believes the reduction in production has been fairly 
equitable. 

Decision as to type of cutback that would be needed in Middle East 
would be determined by MEEC companies individually, ‘on the basis 
of the same considerations that would govern their actions in any case.”’ 

There have been cutbacks and other restrictions in the Middle East 
that the companies had to accept, ‘“‘but in which they had no decisions.”’ 
Believes ‘“‘there is no such thing as a decision on any sharing of a cut- 
back or where the cutback will be.” Each cutback depends strictly 
upon the outlet for the oil, whether it could be moved and where it could 
be moved to. 

Does not believe the decisions on cutbacks involve questions of United 
States policy with the countries concerned. 

Although the minutes show that problems arose, they never reached 
“the point where they called for any decisions by the (State) Depart- 
ment, or guidance to the committee.” 

One reason there has been no necessity for cutbacks in the Middle 
East is the better-than-expected utilization of tankers making the run 
around the Cape of Good Hope. Another is the uncertainty as to the 
dimensions of the problem. 

Mr. McHugh read excerpts from the minutes of meeting No. 10 of 
January 4, 1957, indicating the MEEC had played ‘“‘a very significant 
part in the development of the Government’s Middle East policy.” 
There ensued a discussion of these minutes. 

Pointing out that MEEC members represented corporations instead 
of acting as individuals, Senator O’ Mahoney raised the question as to 
whether a group of oil corporations having foreign operations and who 
have been charged with having violated the antitrust laws are the 
proper agencies to carry out United States policy. 

Senator Dirksen questioned whether the minutes of meeting No. 10 as 
read correctly reported what had been said at that meeting. 

Mr. Moline called the minutes inaccurate, contending it was ‘a sum- 
mary record of somebody’s impression of what D. Flemming had meant 
to convey.”’ Recalls no reference to Middle East policy. 

Letter dated October 18, 1956, from Mr. Coleman, Chairman of MEEC, 
to Mr. Wormser, read into the record at this point. 

Mr. Moline said that insofar as our foreign policy is tied to an eco- 
nomically and politically sound Europe, success in the oil lift was related 
to foreign policy. 

Interoffice memorandum subpenaed from Standard Oil of New Jersey, 
dated January 19, 1957, referring to MEEC meeting 4, said: 

“Mr. Coleman very briefly reviewed discussions that were held with 
Mr. Flemming of ODM the previous day. Two main points concerned. 
First, the importance with which Government views the methods and 
activities of MEEC, indicating that the work of our committees have 
had its impact on the formulation of the new Mid-East policy of our 
Government.” 
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Senator O’ Mahoney agreed with Mr. Moline’s statement “that our 
Middle East policy is a lot wider than oil.’’ Said the “‘policy which we 
are now seriously engaged in trying to formulate is one of the most 
important policies that this Government has ever been called upon to 
formulate.’’ But still questioned why so much responsibility ‘‘was 
turned over to corporations which had a vital profit interest in the 
matter and in the solution,’’ as Congress “without regard to partisan 
labels at all, has insisted that individuals appointed to important posi- 
tions in the Government dissociate themselves from financial or business 
interests that might bring up a conflict of interest.”’ 

Mr. Moline replied that the MEEC is “a very restricted sort of 
operation working under very clearly defined directives’’ concerned only 
with getting oil to Europe ; 

Many MEEC meetings were held on different policy matters, but Mr. 
Stewart did not remember any discussion as to whether the oil com- 
panies or the Government would decide how to handle cutbacks in the 
Middle East if they should become necessary. 

‘“* * * the State Department was keenly interested that if there were 
any cutbacks cominy up that had to be imposed by shortage of transporta- 
tion or any other actions over which the companies had no control, that 
the State Department might want to make representations or take other 
action that they saw fit in support of our Middle East policy.” 

Actions taken at interdepartmental meetings were not reported to 
regular MEEC meetings. The meeting of January 4 was a “special 
meeting.” 

The big problem confrenting them at this time, according to Mr. 
Wormser, was to get 2s much production out of the Middle East as possi- 
ble, so cutbacks were not discussed. The only cutbacks were those 
forced “‘by the interruption of the Iraq pipeline, and also a forced cut- 
back”’ resulting from King Saud’s refusal to allow oil to be transferred to 
Bahrein. There was not enough tanker space to handle full production. 

The individual companies made arrangements as to how they could 
best handle the situation. 

Mr. Stewart said no notes were made on conferences between inter- 
agency officials and consultants representing the petroleum industry. 
Formal minutes are made at MEEC meetings in New York. Identified 
those present at the meeting on January 3. 

This meeting was the first one held with the consultant group. There 
was no agenda. 

Mr. Kendall said no minutes or official notes were kept of interdepart- 
mental meetings. 

It was Mr. Wormser’s estimate that Herbert Hoover, Jr., representing 
the Department of State, attended 2 or 3 of the meetings called by Mr. 
Flemming. It was Mr. Moline’s recollection that Mr. Hoover attended 
only those meetings held in November, the period during which the 
Government was trying to decide whether to activate MEEC, 

Mr. Hoover was present and participated in discussions at one of the 
meetings held in November at which the decision was made ‘‘than that 
was still not the time to activate the Middle East Emergency Com- 
mittee.” The decision was made late in November to activate the 
committee, and he did not recall that Mr. Hoover participated in meet- 
ings after that. MEEC was activated November 30, in response to a 
decision by the President. It was in existence prior to that time, “but 
it was not actively engaged in the kind of activities which it has sub- 
sequently been authorized to engage in.” 

Mr. Hoover was at least partially responsible for the reactivation of 
MEEC. 

Mr. Moline set forth some of the reasons for State Department’s 
interest in these meetings. 

MEEC would have close connection with our foreign policy “in the 
sense of these two important fields of minimizing shortages in the one 
and maximizing the output of oil in the other place * * *.” 

Success of the committee was important, but it is an overstatement to 
say that it “was a factor in the formulation of our policy.’’ Cutbacks 
in the Middle East were not discussed at the meetings Mr. Moline 
attended, but were discussed in State. 
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Specific policy for handling problem of cutbacks was never developed. 
The problem never developed. 

Public speculation (in committee) about the difficulties that might 
have arisen if cutbacks had been necessary would be “unwise.” 

Is Mr. Moline’s personal opinion that problems involved in the oil 
lift and the operation of MEEC played no part in bringing about the 
Eisenhower Doctrine. 

List of WOC employees of the Gas and Oil Division, Department of 
the Interior, inserted at this point in the record. 

Action on rearrangement of pipelines in this country, as proposed under 
schedule No. 4, has in effect been suspended. This action was suspended 
because Mr. Wormser “‘discovered there was some feeling that putting 
this schedule into operation would spill over into the domestic area to 
the detriment of the domestic independents,”’ and if it were true they did 
not want to use the schedule. 

The action proposed under schedule No. 4 would have involved an 
arrangement among competitors that would have been in violation of 
the antitrust laws, and it was this that the independents thought would 
have had an adverse effect on them. The individual companies had 
entered into some arrangements for oil shipments previous to the time 
schedule No. 4 was adopted, however. 

It is Mr. Armstrong’s opinion that there have been no concerted 
actions taken along the lines just mentioned; nor is he sure that if there 
had been they would have been in violation of the antitrust laws. 
Knows none of the details. 

Cited plan of action as authority for drafting schedule No. 4, which 
would affect oil production or distribution in the United States. 

This authority was contained in an amendment to the plan of action 
dated August 10, 1956; the amendment was dated December 3. 

Senator O’ Mahoney again raised the question of the propriety of the 
Government’s interpretation of the Defense Production Act in establish- 
ing the MEEC and granting the members immunity from the antitrust 
laws. 

Mr. Armstrong cited section 6 and paragraph 1 of the amended volun- 
tary agreement as authority for the actions taken. 

If Mr. Wormser found that schedule No. 4 would affect adversely any 
domestic producer or refiner he would issue an order countermanding it. 
Senator O’ Mahoney said, ‘‘The time is ripe for such an order. * * *” 

A memorandum subpenaed from the files of Standard Oil of New 
Jersey, dated January 3, reported that most of the increased shipments 
abroad came from withdrawals from stocks on hand. January allow- 
ables in Texas were decreased. ‘‘For example crude oil from the United 
States gulf for export is shown as only about 150,000 barrels a day, 
compared with an average of about 300,000 barrels a day during Novem- 
ber and December.”’ 

At that time, Mr. Wormser said, they were “‘getting apprehensive” 
about meeting their goal, especially in crude oil. The outlook has im- 
proved considerably since then, but there is still ‘‘an emergency abroad 
that indicates that we must carry on the work that we are doing so as 
to make sure that Europe gets through the winter season without too 
much impairment not only in its industrial capacity, but also in assisting 
NATO with the defense.” 

Mr. Stewart is satisfied that the information given him in January 
was correct. Had just received the information that Texas had increased 
the allowables for the month of March. 

Thinks there is no connection between decrease of stocks on hand and 
the price increase. MEEC made no representations to the Government 
to provide justification for price increase. 

Four months prior to nationalization of the Suez Canal there was 
concern in the Office of Oil and Gas about matters in the Middle East, 
and planning was begun. 

They had conferred with Earl Beckner in the Fuel Division of the De- 
partment of State at that time. 
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Mr. Moline said the Secretary, at the high level of State, ‘‘was con- 
cerned with this particular problem. * * *’ Also, “Mr. Hoover, as 
the Under Secretary and with a known competence in the field, was 
certainly deeply concerned. The actual direction of our interest in it 
in those days was left to the Counselor, Mr. MacArthur.” 

Mr. Hoover knows oil, probably, better than anyone else in State. 
However, he did not participate in formulation or discussion of oil 
policies. State relied on Interior for necessary basic information. 

Senator Carroll thought it worth noting that during 1956, when there 
had been ‘‘so much talk of peace,” there was planning for problems 
that might arise if there were trouble in the Middle East. 

Senator O’ Mahoney expressed the view that the legislative power of 
Congress is being bypassed in the establishment and operation of 
MEEC and in the Middle East resolution. 

Discussion of methods other countries use in paying for oil. 


Wepnespay, Fespruary 20, 1957 


Senator O’ Mahoney read from the Senate report on the 1955 amend- 
ments to the Defense Production Act the section of the report dealing 
with exemptions from the antitrust laws. 

Commented on the contents of this report. 


Statement of Victor R. Hansen, Assisiant Attorney General, Antitrust 
Division, Department of Justice; accompanied by Robert A. Bicks, 
Acting First Assisiant, Antitrust Division 

Statement of introduction. 

The Department’s “concern with this problem stems from [its] dual 
responsibility: On the one hand, we are charged with enforcing our 
Nation’s antitrust laws; on the other, we are obliged, at least since the 
1955 Defense Production Act amendments, to, first, carefully review 
all voluntary agreements under that act; second to approve any new 
voluntary agreements under that act; and, finally, to withdraw approval 
for any agreement’s antitrust exemption when, to the Attorney Gen- 
eral’s view, any agreement’s anticompetitive consequences outweigh its 
defense benefits.”’ 

Section 808 (b) of the Defense Production Act authorizes the Attorney 
General to approve the Voluntary Agreement for Foreign Petroleum 
Supply and the plan of action under it. 

“The basic Voluntary Agreement for Foreign Petroleum Supply, 
with the Attorney General’s approval, has been effective since July 20, 
1953—long before the 1955 amendments. * * *’ 

Remarks of Senator Frear on Senate floor highlighted ‘‘the Senate 
Banking and Currency Committee’s intent to continue authority for 
this agreement.” 

“Beyond that 1955 history, even more specific reiteration of authority 
for the plan of action phases of this voluntary agreement is found in the 
background of the 1956 DPA reenactment. * * *’’ 

He also cited the original agreement as authority for the amendment 
to the agreement which would permit certain actions to be taken 
within the United States, even though there is no specific reference to it. 

Senator O’Mahoney believes that if the MEEC “is allowed to con- 
tinue to exist, [it] should be under the strictest supervision to make it 
certain that these corporations which make it up shall not be permitted 
to employ monopolistic practices against the independent segments of 
the petroleum industry within the United States.” 

Mr. Hansen, agreeing with the Senator, said, “I will cover many of 
the matters that you have in mind, and also the safeguards that we 
have included in the agreement, the plan of action, and schedules 
under it.” 

It is his understanding that during the Iranian crisis actions were taken 
pursuant to the voluntary agreement that affected domestic operations. 
This was prior to the Defense Production Act amendments of 1955. 

Memorandum submitted by Mr. Bicks, setting forth details of these 

actions, inserted at this point in the record. 

Gave brief history of the voluntary agreement, beginning with the 
basic agreement effectuated in 1953, including the safeguards provided in 
it “‘at the insistence of the Attorney General.” 
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Exchange of correspondence between Director Flemming and Secre- 
tary Seaton, July 31, and August 1, 1956, regarding impending crisis, 
inserted at this point in the record. 

No one from the Antitrust Division of the Department of Justice had 
been present at the meetings between Government and industry repre- 
sentatives in New York in August, 1956. The proposed plan had been 
brought to the attention of the Attorney General’s office some time prior 
to July 31, 1956. 

The Attorney General’s office participated in Washington conferences 
on the plan. There was ‘‘almost daily contact on that matter * * * 
from approximately July 31 until the plan was put into effect.” 

There ensued a discussion of the part played by the Attorney Gen- 
eral’s office in the voluntary agreement and the plan of action. 

Judge Hansen, Mr. Bicks, and others from Justice participated in the 
drawing up of the plan of action, working from about August 1 to 
August 10. 

Representatives of oil companies also participated in these conferences. 

A report submitted to Congress by the Attorney General dated August 
10, said: ‘“‘In accordance with the amended plan a permanent staff of 
full-time Government employees is being gathered for the new Washing- 
ton office. In the meantime, some of the staff formerly employed by the 
oil company members have been put on the Government payroll as full- 
time employees. Of the two pending committee reports, one has been 
completed and the other is three-quarters finished.” 

Their participation in the almost continuous consultation between 
August 1 and 10 “was substantially eased by the fact that our work 
earlier in the year on the May 8 amendments to the basic agreement had 
given us a close working familiarity with the problems.” During this 
time, “‘all agencies agreed on the need for the maintenance of adequate 
safeguards.” 

Correspondence from Dr. Flemming and Acting Secretary of the In- 
terior Clarence A. Davis, pertaining to the plan of action, inserted at this 
point in the record... Attached was a list of companies it was thought 
would participate. 

“Because of the intensive consultation during almost 2 weeks that 
preceded submission of the plan on August 10, the Attorney General 
was able to approve the plan on that same date.”’ 

Attorney General’s letter approving the plan quoted from and inserted 
at this point in the record. 

Could not mention the plan in the report to the Banking and Currency 
Committee because it had not been “finally formalized’’ at that time. 

Mr. Hansen knows of no letter in which the Attorney General expressed 
reluctant approval of the plan. 

However, the report of the Attorney General dated November 9, 1956, 
contains the following statement: ‘‘While the plan, as adopted, contains 
features which I might well deem objectionable in other cireumstances, 
I have given full consideration to these anticompetitive possibilities as 
against the urgency of the defense considerations, and I reluctantly 
concluded that this plan of action should be approved.” 

Text of the plan of action of August 10, 1956, inserted at this point in 
the record. 

List of companies that are members of MEEC and those that par- 
ticipated in the Voluntary Agreement Committee inserted at this point 
in the record. 

The “competitive safeguard on discussion of information embodied 
in the basic agreement by the May 8 amendments was carried over into 
the August 10 plan of action.” 

Sales, exchanges and joint use of transport facilities among MEEC 
members was to be “dependent on, according to section 2 of the plan, 
a finding by the Administrator that: ‘a substantial Middle East Petro- 
leum stoppage’ has occurred.” 
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Secretary Wormser’s first request for information from MEEC 
inserted at this point in the record. 

Letter from Secretary Wormser to the Attorney General, dated 
August 14, 1956, asking for his approval of the Secretary’s ‘“‘determina- 
tion that the limitations on information-gathering set forth in section 11 
of the plan ‘no longer serve the national interest’ ”’ inserted at this point 
in the record. 

Letter to the Attorney General from the Director of Interior’s Oil 
and Gas Division dated August 20, 1956, supplementing Secretary 
Wormser’s letter, inserted at this point in the record. 

Letter of August 20, 1956 from the Attorney General to Assistant 
Secretary of the Interior Wormser approving the Secretary’s ‘‘deter- 
mination that the limitation of section 11 of the August 10 plan of 
action no longer served the national interest’ inserted at this point in 
the record. 

As the plan has operated, there is free exchange of information on 
subjects such as production and capacity between MEEC members. 
Judge Hansen agreed that this could lead to what in effect would be 
agreements to maintain production quotas, but they had to make the 
decision ‘‘as to whether the national defense and national interests 
outweighed antitrust dangers inherent in such discussion. We have 
taken every possible safeguard we can to protect against this sort of 
thing. 

MEEC could not have functioned without exchange of this type of 
information. 

On November 30, after the events of late October and early November, 
Secretary Wormeer, ‘‘as Administrator under the plan of action, found a 
substantial Middle East petroleum transport stoppage.” 

Letter from Secretary Wormser to Director Flemming, dated Novem- 
ber 30, 1956, making this finding, inserted at this point in the record. 

Letters received by the Attorney General on November 30, 1956, 
from the Deputy Secretary of Defense, the Acting Secretary of State, 
the Seeretary of the Interior, and the Director of ODM inserted at this 
point in the record. 

Letter from the Attorney General to the Director of ODM, dated 
December 3, 1956, “repeating assertions of the urgent defense need 
for the plan and concurring in certain amendments to the plan’”’ inserted 
at this point in the record. 

The amendments to the plan ‘intended in essence that: (1) the 
schedules under the plan would consist of broad programs, but all in- 
dividual transactions carried out thereunder would be reported in detail ; 
(2) participation in the plan and membership on the Committee would 
not be limited to oil companies with foreign operations; (3) cooperative 
action might be taken within the United States when it was necessary 
to effectuate the plan and schedules issued under it; (4) the Committee 
and its members could participate in actions or programs requested by 
foreign governments or agencies designated by the Administrator 
subject to a requirement of full report as to the acts involved in such 
participation.” 

At first ‘“‘the bulk of the voluntary agreement’s safeguards was carried 
over into the plan.’”’ Set forth those provisions. 

Inasmuch as Justice representatives are permitted to attend all 
meetings, they ‘have been able to conduct a day-to-day watch over the 
functioning of the industry groups formed under the plan.” 

‘“*k * * the Attorney General holds the most potent safeguard of all. 
The plan, as the agreement under which it is drawn, can survive only 
if he continues to regard its benefits as outweighing the possibility of 
anticompetitive consequences. And approval of this plan will be 
withdrawn at the first real showing that the participants are misusing 
the immunities from antitrust prosecution given by the agreement. In 
any event, approval will be withdrawn as soon as the emergency need for 
the plan of action ends. 
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“Another important safeguard stems from the limitation of the Ad- 
ministrator’s designation of foreign liaison groups to those acting at the 
request of foreign governments and under the direction of the request- 
ing governments.”’ The plan permits MEEC or its members to partic- 
ipate “in programs requested by foreign governments or agencies of 
foreign governments.” 

In Europe the problems are handled by the intergovernmental agency 
OEEC, not the industry committee. 

Outlined the steps taken to assure that there would be no domestic 
shortage of petroleum products and how the Attorney General has 
‘met his enforcement responsibility to insure that any crude oil product 
price rise did not involve collusion or other antitrust violation.” 

An agreement to stabilize domestic oil prices would have been without 
legal basis. 

They have received complaints that the recent price rises resulted 
from collusive action. If this is true, “the various investigations that 
the Department is now undertaking will provide an adequate basis for 
normal remedial action via antitrust proceeding.’”’ Stressed that “the 
investigation now being undertaken by the Department has not stemmed 
solely from the recent price rise. Long before that price rise, our con- 
cern with the status of this industry had led to an investigation of the 
major oil companies.”’ Grand jury action began in early February. 

‘ce * * Tn addition to continued vigorous prosecution of our oil car- 
tel suit, and our west coast oil proceeding, as you may know, section 2 
of the joint resolution of July 28, 1955, consenting to the interstate 
compact to conserve oil and gas, directs the Attorney General to inves- 
tigate and report annually on anticompetitive practices in the guise of 
oil conservation * * * it should be possible from the materials assem- 
bled in connection with this investigation, to report in the future to the 
Congress meaningfully concerning the problems thus assigned.”’ 

At the beginning their “choice of machinery to solve this problem was 
necessarily limited. Alternatives were considered.” 

After consideration of alternatives, it was decided this plan was “the 
only feasible method to meet the emergency.” The apparent success 
of the plan of action in meeting the European shortages “justifies, in 
our opinion, the limited antitrust immunity granted to the participants 
for the joint action taken under the Government’s supervision.” 

The Federal Trade Commission was not included in the discussions 
on the December 3, 1956, amendments to the plan. Judge Hansen 
said FTC was not bypassed, even though Chairman Gwynne had said 
in a letter approving the amendment that they had not had “the benefit 
of participation in the preliminary conferences on the amendments.” 

Judge Hansen said the responsibility is with ODM, not the Attorney 
General, 

Members of his staff had two telephone conferences with FTC. 

Did not consult with FTC himself. 

Senator O’ Mahoney questioned their not consulting with FTC, refer- 
ring to the language of section 708 (e) of the Defense Production Act. 

Judge Hansen said: “I want to assure you that they certainly had 
knowledge of it, and I know of no objection to any procedure that was 
taken. And my understanding is that the responsibility rests right 
with the Attorney General for the decision in this regards, not with the 
Federal Trade Commission.” 

Senator Kefauver asked if there were any reason why an appeal to 
voluntarily hold down prices could not be made legally. Mr. Hansen 
replied: ‘‘We would be in this position. In one instance we would indict 
them for agreeing to fix prices. In the next instance we would be asking 
them to agree to fix prices or to retain prices.”” However, the President 
had asked both business in general and labor to hold the price and wage 
line as much as possible. 

The President’s request was proper. Assumes the oil companies had 
heard of this request, ‘‘and if they were cooperative, I assume they could 
well have followed the suggestion and recommendation.” 

In his statement, however, Judge Hansen had said safeguards ‘‘gov- 
erning action under all schedules must be considered as written into the 
Plan of Action. They are designed to insure that no domestic shortage 
and resulting price rise stems from operations of this plan.”’ 
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Mr. Hansen was interested in trying to prevent a price rise. The safe- 
guards were not instituted for the price alone, however, but were there 
“to prevent as far as possible companies getting together and taking ad- 
vantage of the information that they obtained in forming this service to 
use in the future in possible violation of antitrust laws.” 

“Senator Kerauver. Mr. Hansen, that is not what your statement 
says at all. What your statement says is that you had these general 
guides or protections for two things; insuring that no domestic shortage 
and resulting price rise stems from the operation of this plan. So you 
were interested and you put your safeguards in there partially for the 
purpose of preventing a price rise, didn’t you? 

‘‘Mr. HANSEN. No, sir.” 

Mr. Hansen said he did not want a price rise, ‘‘but we had no control 
over it excepting where there would be a violation of antitrust laws.” 

Senator O’ Mahoney said anyone who knows anything about the oil 
industry knows ‘‘that prices in the petroleum market are a follow-the- 
leader arrangement.’’ That producers can’t raise prices, in spite of the 
royalties paid to government bodies, until a major company in Texas 
raises prices first. Believes that if the agreement ‘‘is legal at all’’ there 
should have been assurances “‘that the oil companies which handle these 
prices in this manner would agree in consideration of getting an exemp- 
tion from the antitrust laws that they would not victimize consumers, 
including the Government of the United States in defense.”’ 

In view of the fact that many MEEC members are being sued for 
overcharges, the question was why there could not have been an agree- 
ment to try to prevent the necessity for more suits in the future. Mr. 
Hansen said that before the companies would work on the plan they 
“demanded the immunity.’’ No mention was made of price immunity. 
Understood the question to be whether or not there was an agreement 
not to violate the antitrust laws. 

Mr. Hansen, questioned as to whether he did or did not want a price 
increase, said he ‘‘didn’t have sufficient facts to know whether a price 
increase was warranted or not, and I don’t today.”’ 

Has not considered asking Congress for legislation to handle problem. 

Is “‘not assuming that there has been any shortage of crude oil in the 
United States that would jusitfy an increase of price.” 

Further commented, ‘‘ Maybe you can say it was an excuse for it rather 


than a justification for it. I don’t know.’’ From the information he 
has, “there is no relationship between the operations of this plan and the 
increase in prices.’”’ Has ‘‘no jurisdiction or authority to do anything 


about it,’’ unless there is possible violation of antitrust laws. 

1955 amendments to the Defense Production Act form the basis for 
exemptions granted MEEC companies. Senator Kefauver, however, 
said that both Judge Hansen and the Attorney General had said they 
had to base the agreement ‘‘on the 1951 and the 1953 agreement, in order 


to make it legal’’—predating the 1955 amendments. 
Judge Hansen said he meant 1953 instead of 1955. More discussion 


on this point followed. 


Another reason for not trying for a voluntary agreement on prices is, 
rhe danger of setting up an estoppel in pending cases against some of 
the same defendants, or the same parties, that are members of the Com- 
mittee, in pending litigation where in one instance we ask them to do 
that which in the other we condemn them for doing.”’ 

The exemption granted for transportation arrangements is for one 
particular purpose and is not intended to affect any previous actions. 
Should not affect the pending cartel case. 

Senator Kefauver asked if he knew of a statute ‘“‘that put a legal im- 
pediment in the way of trying, at least, to get them to enter into an 
agreement to hold the price at the same time they were pooling together 
their shipping resources?” 

Judge Hansen replied: “I can’t point to any law that authorizes it, 
and I know it would be a viloation of the antitrust laws to ask for such 
an agreement.” 
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Understands ‘‘that the companies that are members of the Emergency 
Committee control approximately 35 percent of the production and that 
an agreement from them would not be binding, assuming it might be 
binding to them, would not be binding on the rest of the industry.” 
Senator Kefauver asked if these companies are not the industry leaders 
and set price structure. 

Justice has alleged that this is so in the case of 5 of the companies. 

Article from the New York Times showing that concentration in the 
hands of the big companies has increased, all over the world, inserted at 
this point in the record. 

Even if these major companies controlled only 35 percent of domestic 
production it would still be helpful if they held prices down. Is not 
conversant with all reasons for price increases. If there were conspiracy, 
hopes to find it out in pending investigations. 

Knows of no way the Department of Justice could now be asked to 
take action on pricing. 

Senator O’ Mahoney still does not understand why, in view of the 
exemptions it has already granted, the Government cannot say to the 
companies that ‘‘we want you not to fix prices but to agree with the 
Government that you will not improperly raise prices.”’ 

The oil industry “should have had a rose pinned on it for what it did 
during World War II. 

“But that is not the situation now * * *” 

Senator O’ Mahoney said he thought there could have been something 
in writing in an agreement not to raise prices unjustifiably. It could 
even be possible to introduce a bill requiring ‘‘that when the amount of 
industry in any particular line was controlled by less than 5 companies, 
and there are many such instances, that no price rise should be allowed 
until those companies filed an explanation of a reason for the rise with 
the Department of Justice or the Federal Trade Commission.”’ 

In the haste of doing the necessary job, have ‘‘left loopholes that have 
brought about unnecessary and extortionate increases of fuel prices, of 
products prices.” 

Working under the voluntary agreement, the only lever Justice has if 
they do not carry out the agreement to pool resources is to withdraw 
antitrust immunity. The same would be true in a voluntary agreement 
on prices. 

Upon the request of Senator Kefauver, Mr. Hansen said he would 
supply information on the status of the cartel case. 

Approval of immunity will not interfere with prosecution of the cartel 
suit. 

Have been no efforts toward “specific negotiations’ for settlement of 
the cartel suit, although some of the companies have indicated “‘the case 
should be dismissed because we had no case.’’ Has not been considered 
seriously. 

Believes it necessary to have schedule 4 for effective operation of the 
plan. Without it, the rearrangement of pipelines in this manner might 
violate antitrust laws. 

Promised to submit information on these arrangements referred to in 
the Attorney General’s report of February 9, 1957. 

Senator O’ Mahoney read from the testimony on this subject given 
by Mr. Wormser and Mr. Stewart. 

Questioned the legality of the Government’s granting antitrust 
immunity “without the consent of Congress to any agreements among 
the committee that affect the operation of the petroleum industry in 
the United States itself.’’ Congress should have been asked for neces- 
sary euthority. 

Minutes of MEEC meeting of January 4, 1957, indicated actions of 
the kind described in schedule 4 had taken place prior to the schedule’s 
approval. 

Justice will look into it to see if there had been any violation of the 
law. 
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Tuurspay, Fesruary 21, 1957 


Statement of Hon. Margaret Chase Smith, United States Senator from the 
State of Maine 

She is appearing on behalf of the New England Senatorial Conference. 

Because of its rugged winters and its conversion from coal to oil 
heating in recent years, New England is heavy consumer of fuel oil, 
if not the heaviest. ‘‘To that extent, we of New England are at the 
mercy of the oil producers * * * 

‘*As one who believes in free enterprise, I would ordinarily be impressed 
with the policy of permitting the law of supply and demand to be applied 
to the adjustment of this situation. Unfortunately, that respected law 
is not completely applicable to this situation for the simple reason that 
the situation existing at least borders on, or approaches, a monopolistic 
condition.” 

Foreign imports have provided only ‘‘appreciable element of competi- 
tion’ giving some protection to New England in the past. 

There may have been some justification for price rise, but they “cannot 
justify the recent raising of oil prices on the law of supply and demand 
for production and storage statistics reveal oil supplies and inventories 
at their highest levels in history.’”’ Cutoff of imports may be the reason. 

From January 1956 to January 1957 fuel oil rose almost 1 cent a 
gallon in New England. Rose 1 cent a gallon from January to February 
1957. The people are paying not only this increase but, since they are 
also the taxpayers, they are paying the increased cost to the Government. 

If this rise is maintained, “it will mean that the relatively captive 
consumers of New England will have had to pay out of their pockets 
over $22 million more for fuel oil than they did in 1956.”” May even be 
more because some claim a further raise may be necessary. 

Senator O’Mahoney pointed out that Congressman Heselton had 
introduced a bill ‘‘to make the petroleum industry a public utility and 
subject it to the control of the Government through a new commission.’ 
Although more Government contro!s are unwanted, things like thir 
result when an industry acts irresponsibly. 

Letter from constituent of Senator Wiley’s showing increases in fuel 
oil prices from 1941 to 1957 inserted at this point in the record. 

Although these hearings may not induce the companies to reduce 
prices, if they only help prevent further price increases they will be of 
great value. 

Various pieces of correspondence received from the Independent Oil 
Men’s Association of New England, Inc., regarding oil consumption 
and prices, and the remarks of Secretary Fred A. Seaton before the 
National Petroleum Council, December 14, 1956, inserted at this point 
in the record. 

Series of exhibits showing oil prices (part of the above-mentioned 
correspondence) inserted at this point in the record. 

Speech by Jake L. Hamon, oil producer, before the IOMANE. 

“Index of United States wholesale prices of petroleum products 
compared with other commodity prices’’ inserted here. 

Tables showing distillate and residual fuel oil supply and demand. 

Table showing crude oil prices, 1925-56. 

Senator Smith does not believe in price discrimination favoring any 
segment of the industry. 

Senator O’ Mahoney said that ‘‘the small refiner and the small producer 
have been victims of monopolistic practices in the past. There have 
been many iustances of it. So it is most important to bear in mind 
that we are not dealing here solely with the question of price 
increases * * *,” 


Statement of Hines H. Baker, president, Humble Oil & Refining Co. 
Statement of identification. 
Standard of New Jersey owns about 87 percent of Humbie’s stock. 
Humble has a wholly owned subsidiary, the Humble Pipeline Co., 
one of the large transporting pipeline companies. It operates under a 
separate charter. 
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Also operate a refinery. On January 3, 1957, Humble announced a 
price increase for crude oil in Texas by about 35 cents a barrel. Reason: 
‘ot * * the sharp increase in demand for domestic crude oil * * *.”’ 
Another cause is the “substantial rise in unit costs since the previous 
general price increase in crude oil prices in June 1953.” 

In November 1956, the demand for Humble’s production rose more 
than 50 percent. ‘‘Humble was asked to use its best efforts to provide 
the maximum possible quantity for export to Europe although it does 
not normally supply oil for Europe.’”’” The company procured and 
shipped as much oil as possible, although it did not meet the demand. 
Its “inventories at coastal terminals for tanker loading were virtually 
exhausted by the end of December, so that its ability to meet require- 
ments in 1957 de,»orded on the supplies that it could secure from current 
production and from spot purchases from other companies.’’ Asked 
for higher allowables, but did not get as much increase as they wanted. 

In December they bought what oil was available, some of which they 
bought “from inventories held by several companies only by agreeing to 
make available an equivalent amount of oil in 1957 at the same prices they 
charged Humble.”’ Did this at the risk of ‘having to buy oil at higher 
prices in 1957 to take the place of oi] exported to Europe at lower prices.”’ 

‘Efforts to make available additional oil on the gulf coast appeared 
highly desirable in the situation that existed at the end of December. 
We concluded that the only possible method remaining by which we 
might secure such supplies was to raise our price for crude oil * * *.” 

Suez crisis emphasized the need for development domestic oil supplies 
for the future. 

‘‘Although drilling has continued to increase, it is a matter of concern 
that in recent years proved domestic reserves of crude oil have increased 
at a considerably slower rate than domestic demand * * *,” 

Chart showing relation of proved reserves to domestic demand in- 
serted at this point. 

There are ‘two important facts’? in connection with the oil price 
increase: ‘‘(1) Petroleum prices have not kept pace with the increase in 
costs, and (2) the rate of earnings on domestic petroleum operations has 
been declining and is relatively lower than it should be as compared with 
other industries considering the risks involved.” 

Chart showing wholesale commodity price indexes for petroleum and 
other groups inserted at this point. 

Drilling costs are much more here than in the Middle East because 
more wells have to be drilled to get the same amount of oil. 

‘‘Despite the popular impression of greatly increased profits in the 
petroleum industry, our studies indicate that the rate of return on 
investments in domestic petroleum operations has been declining during 
the past 10 years * * *,” 

Table showing rate of return on net assets of leading corporations by 
major industries inserted at this point. 

The problems of “sharply rising costs and decreasing returns on in- 
vestments and the slower rate of increase in the reserves of petroleum as 
against the growth of demand, are not a new matter of concern’’ with 
them. 

Because of increased costs, ‘‘a much higher investment is being made 
per barrel of oil developed currently than was paid for the oil now being 
produced. In other words, current replacement costs are much higher 
than the cost of reserves accumulated in the past.’’ 

‘Despite increasing risks and costs,’’ intends to continue expansion 
and exploration. However, ‘This can be done only if market prices 
respond to changing conditions in the domestic industry and if the long- 
established and reasonable tax provisions applicable to petroleum pro- 
duction in recognition of the peculiar risks of the business are continued 
in effeet.”’ 

Humble’s stock value increased from 1951 to 1956, due in part to 
capital investment and in part to the finding of additional oil reserves, 
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The 2744 percent depletion allowance was not included in the state- 
ment showing $179 million net income for 1956. Did not know how 
much had been received as a result of this depletion allowance in 1956. 

Noted that “‘average returns on total petroleum investments sub- 
stantially overstate the rate of return being realized on current invest- 
ments because of the much higher level of costs now being incurred 
than was the case for reserves acquired in earlier years.’’ Decided at 
the end of 1956 that a price rise was necessary. 

The amount of the January 3 increase ‘“‘was a matter of judgment. 
The general increase we made seemed to us the minimum warranted by 
the circumstances.’’ Any price increase is determined by factors existing 
at that time. Have been times ‘‘when others initiated price increases 
that in our judgment were not warranted by the economic circumstances 
then prevailing, we have resisted making any changes.” 

Humble does not sell crude to Standard of New Jersey but to Esso 
Standard Oil Co., an operating affiliate of Standard of New Jersey. 
The average sold to Esso is approximately 30 percent. 

Gasoline prices were raised approximately 1 cent per gallon. 

Chart showing how gasoline prices are related to hourly earnings in- 
serted at this point. 

Graph showing gallons of regular gasoline purchase with an hour’s 
pay in manufacturing inserted at this point. 

Not only will an hour’s pay buy more gasoline now, but the quality 
is “far superior to that in earlier years.”’ 

“The question has been raised why gasoline prices should increase at 
all in view of current level of inventories considerably higher than a year 
ago. The level of inventories is only one factor affecting prices. Costs 
and the current relation of demand and new production, taking into ac- 
count seasonal facotrs, are far more important influences on prices than 
inventories.’ Gasoline stocks usually increase in the winter while 
heating oil stocks usually increase in the summer. 

The price increase of January 3 has not increased availability of 
supplies for shipment to Europe, as had been anticipated. 

Did not know whether other purchasers would follow their lead in in- 
creasing prices or not. 

Believes price would have increased even without Suez crisis. 

Suez may have caused “slight’’ increase in transportation cost, but 
pointed out ‘‘that the influence of the Suez situation is not related to the 
cost. It had to do with the short-range forces of supply and demand and 
their effect upon the market. We were short of oil.” 

Chart entitled ‘‘Net Income and Net Assets of Eight Important Oil 
Companies with Relatively Large Production and Without Substantial 
Income from Foreign Operations”’ inserted at this point. 

Chart entitled “Percent Return on Net Assets of Leading Corporations 
in Selected Industrial Groups’”’ inserted at this point. 

Graph entitled ‘‘ Net Return on Net Assets of Leading Corporations in 
Selected Industries”’ inserted at this point. 

Graph entitled “Prices of Petroleum Products and Major Costs of 
Petroleum Industry”’ inserted at this point. 

Mr. McHugh read from subpenaed memorandum from Standard of 
New Jersey setting forth increases in income that would accrue from 
increased prices. 

Has no estimate of the increase in Humble’s income as a result of the 
price rise. 

Does not believe the figures in the Standard of New Jersey memo re- 
sulted from talks with Humble people. Knows there were ‘‘no dis- 
cussions previous to December 12 in regard to any effect of the price 
increase. (Memo dated Dec. 12.) 

Memo from executive committee of Standard, dated December 13, also 
estimated increased earnings. Mr. Baker knows not how these calcula- 
tions were arrived at. Had no instructions from Standard, although in 
a discussion with Mr. Rathbone of Standard in late December mentioned 
the contemplated price increase for crude. 

Mr. Rathbone thought “a price increase was in order, and that he 
could see no objection to a price increase of the order or magnitude we 
were talking about.” 
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Has no recollection of having discussed what competitors would do 
about price rise. 

It is a common practice in the industry to notify the trade and the 
public when a price change is made. 

Even though other companies may institute price increases they do 
not always institute an equal amount. 

“Chronological record of dates on which various companies put into 
effect crude oil price changes subsequent to Humble’s increase effective 
January 3, 1957,” inserted at this point in the record. 

Opinion in the industry was general that a price increase was needed. 

If a big company like Humble had absorbed the price increase in its 
refining operations without increasing the cost of gasoline, the small re- 
finer would have been put out of business, as he could not have afforded 
the absorption. 

Senator Barrett said the industry had absorbed some increases, and it 
was “inevitable’”’ the prices had to go up. 

Humble is the largest domestic producer of crude oil, with a stock- 
holders’ investment of over $1 billion. Has large reserves of both oil 
and gas. 

Mr. Baker contended that in spite of improvements ‘‘in technology 
and notwithstanding higher investments, our unit costs are going up, 
not down.” 

Although earnings and dividends have been going up, the rise has not 
been “in proportion to our increase in investment.” 

The capital used for investment over a 5-year period was taken out of 
earnings except for some money borrowed for the pipeline company. 

Net earnings for 1956 were $179 million. ‘Depletion allowance was 
taken into account in the determination of our tax, and our tax was 
paid before net earnings was computed.” Total revenue was $1,079,- 
888,000. 

If a dry hole is drilled it “‘is an expense that is written off. It is not 
capitalized * * *’ The depletion allowance is taken out before de- 
termining net income. 

The price rise was instituted to help increase oil supply, but more im- 
portant was obtaining more return on the investment. 

Even though oil prices increased about 120 percent from 1945 to 1947, 
return on the investment still was not high. 

However, from the 1947 period to present there have been only two 
general increases in the price of crude oil, while other costs rose dis- 
proportionately. 

Technological improvements have led to better refining and producing 
operations. Although labor productivity may have increased, ‘‘the pro- 
ductivity factor is made up, not alone of labor’s contribution, but to 
the heavy capital investments that are made.” 

Cited for the record some figures on labor costs. 

Made the point that “‘the price of gasoline has not gone up propor- 
tionate with these other costs, and that a laborer, a worker, can buy 
more gasoline now than he has ever been able to buy in his life on the 
compensation he gets for an hour’s work.” 

Agreed with Senator O’ Mahoney’s proposition “that more benefits are 
obtained by any industry that produces a commodity for mass distribu- 
tion by having a mass purchasing power among the workers.” 

Senator O’Mahoney. ‘‘So those who contend, or seem to try to con- 
tend, that the responsibility for these increased prices must lie at the 
door of labor are overlooking the fact that when industry increases the 
wages and the working conditions of labor, industry is increasing and 
broadening its own market?”’ 

Mr. Baker. “It can only do that within the limits of its ability to 
earn such returns as enable it to continue to produce the goods that 
are needed.” 

Humble buys more crude from sources other than its own than any 
other company in Texas. In 1956 their capital investments in produc- 
tion came to about $126 million, for dry holes and exploration about 
$96 million. 

They import no oil. Are not against importation of oil, only excessive 
importation. 
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Even if the European shortage were to continue for 6 or 8 months 
more, sees no “‘reason why the American petroleum industry could not 
supply that deficit.” 

“With present allowable, production in the various States now, and 
with changes in refinery yields that have been made and changes in 
refinery runs that have been made to adjust this situation, I would think 
that we are not in any serious situation today, nor will we be for the 
next short period, in meeting the needs of Europe.” 

Is not too familiar with Latin American imports, but believes ‘‘for 
the most part, those imports were fuel oil, which were needed in this 
country because we do not make enough fuel oil in this country to 
meet our fuel oil needs. But the importation of Latin American oils 
has been a little higher than was anticipated for this period.’ 

Is his understanding that “some’’ of the Latin American imports have 
been diverted to Europe. 

It is Mr. Baker’s personal belief ‘‘that we do not need, as an ordinary 
procedure in this country, exemptions from the antitrust laws.’’ How- 
ever, he felt unqualified to comment on the specific case of the exemp- 
tions granted MEEC companies. 

Senator O’Mahoney had been surprised to find that during the 
hearings on bills to amend and extend the Defense Production Act in 
1955 the Office of Defense Mobilization had proposed that the President 
be allowed to extend the exemption from the antitrust laws for up to 
20 years. 

Standard of New Jersey acquired 50 percent of Humble’s stock in 1919. 
They have continued to inerease their holdings until they now own 
87 percent. 

Humble’s earnings, out of which dividends are paid, are not high 
they are now “lower than the earnings for the average corporation 
engaged in manufacturing, which is a much less risky enterprise than 
the one in which we are engaged.”’ 

Senator Carroll’s reason for raising the question of Standard’s stock 
ownership and the dividends paid by Humble was only to show Humble’s 
economic and financial strength and the impact its actions have on 
the economy. 

Mr. Baker felt that if Humble had not raised the price of crude, some 
other company would have. Plowing back of profits is necessary to 
maintain the country’s supplies. 

Even though the price increase did not immediately stimulate produc- 
tion, it does do so over a period of time. 

The price increase varied according to relative value of the crude. 
Sees no further price increase in the immediate future. 

Senator O’ Mahoney read from a document dated December 12, 1956, 
entitled ‘“‘Possible Changes in Humble’s Financial Outlook’? which was 
subpenaed from Standard of New Jersey. Showed how Humble’s net 
income would be raised by price increases and increased output. The 
document. also stated, ‘If increases in volume and in the price of crude 
are both assumed, Humble might be in a position to deposit with Jersey 
a sum on the order of $28 million.” 

Mr. Baker said he had never seen the document before. ‘I don’t 
know how they got those figures and I would doubt the assumptions 
that are made.” 


Statement of James W. Foley, president, The Texas Co.; accompanied by 
A, N. Lilley, vice president 

Statement of identification. 

Said he wanted ‘‘to state emphatically that The Texas Co, has neither 
participated with any other person or company nor does it know of any 
combined, coordinated, or other effort within the petroleum industry to 
fix, control, or in any way adjust petroleum prices.”’ Feels the ‘recent 
price increases are fair, reasonable, fully justified, and required for a 
progressive and economically healthy petroleum industry.” 

It is the only company that markets in all 48 States. Cost of finding 
and producing oil has been increasing steadily. Cited ‘‘four major 
reasons for this.”’ 
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“The higher postings made in January 1957 were a reflection of com- 
petitive conditions and took account of quality and transportation as 
well as cost factors. It should be emphasized that these adjustments 
began well before Suez.”’ 

It requires more people to run an oil rig in the Middle East than in the 
United States. 

Senator Kefauver asked if they would not have improved competition 
by not raising prices as much as the others—he ‘‘always thought the best 
way to meet competition was to lower your price.’’ Mr. Foley said it 
“works both ways.’’ Sometimes they raise prices as much as others, 
sometimes not. 

Does not know how much this price increase will increase profits as 
he doesn’t know whether the product price rise will hold. 

Have had to increase prices in Europe “‘because of the higher freight 
rates and other factors,’’ but does not know exactly how much. 

The Texas Company increased the rate of return after taxes from 15.5 
percent in 1954 to 16.5 in 1955. This reflects foreign as well as domestic 
investment. 

Posted their crude price increase on January 7, retroactive to January 
3. 

Senator O’ Mahoney asked why, with all the inflationary effects on the 
business, that Texas didn’t act until after Humble raised posted prices. 
Said, “You were not watching as competitors to keep under your com- 
petitors’ prices but to be on the same level up with them.” 

Mr. Foley replied that if they had “failed to meet the crude price 
change, and I assure you we felt that it was certainly due, had we failed 
to increase the price of crude, we would soon have found oursleves with- 
out sufficient crude to run into our refineries.”” They buy some crude 
and sell some crude. 

Inflation caused price increase, but Senator O’Mahoney asked if it 
compelled him ‘‘to raise the prices of the products all the way down the 
line.”’ 

Mr. Foley siad if they continued to pay more for crude without raising 
product prices whey would ‘‘be popular, perhaps, for a short period oj 
time, but our popularity would soon be eliminated by the elimination of 
us as marketers of petroleum products.” 

They do not instruct service stations as to what price they should sell; 
only post tank wagon prices in the bulk plants. The prices to the bulk 
consignees vary widely. 

The consignees sell at Texas’ posted tank wagon price. 

Texas “raised the price of gasoline immediately where competition 
raised it.” 

Dealers within a city or specific area will charge different prices for 
gasoline. 

There was no windfall profit when the price was increased on gasoline 
stocks on hand as the supplies had to be replenished at increased cost. 

If they drill a dry hole it is charged to operating expenses—depletion 
allowance is available only after crude is sold. 

Texas has “about 40 directly owned subsidiaries and affiliates at the 
present time.’’ This changes from time to time. The Texas Co. is 
chartered in Delaware. Does not know where subsidiaries and affiliates 
are chartered. 

Diseussed with Mr. Lilley subsidiaries and affiliates operating in the 
Middle East. 

Mr. Lilley said The Texas Co. operates “only through affiliated 
companies in Europe. There is very little direct operation that I can 
identify.” 

Statement by A. N. Lilley, vice president and director of The Texas 
Co., in charge of its Eastern Hemisphere operations, inserted at this 
point in the record. Mr. Lilley is also the company representative on 
the Middle East Emergency Committee. 

Texas net worth supplied for the record. 

Mr. Foley said California does not have sufficient crude supplies to 
meet west coast demand, so it is being piped in from Canada and 
brought in from overseas by tanker. They have made no attempt to 
tap reserves in Texas and New Mexico for west coast consumption. 
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Mr. Lilley explained some of the arrangements made pursuant to the 
Plan of Action which enabled them to divert tankers to Western Europe. 

Did not advise MEEC of these arrangements because they were not 
activated at that time. 

Explained why they still import Caribbean crude into the United 
States instead of shipping directly to Europe. 

Shipping arrangements of two companies would be worked out be- 
tween the companies not through MEEC. 
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EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 





TUESDAY, FEBRUARY 5, 1957 


Untrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE JUDICIARY AND 
SUBCOMMITTER ON Pustic LANDs, OF THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 

The subcommittees met, pursuant to notice, at 10 a. m., in the Caucus 
Room, Senate Office Building, Senator J oseph C. O’ Mahoney presid- 
ing. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney, Neely, Wiley, and Dirk- 
sen, of the Subcommittes on Antitrust and Monopoly of the Com- 
mittee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), Anderson, Bible, Carroll, Malone, Dworshak, Barrett, and 
Allott, of the Subcommittee on Public Lands of the Committee on 
Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. Mc- 
Hugh, co-counsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth M. Neville, assistant counsel, Antirust; 
W. B. Watson Snyder, consultant, Antitrust ; Peter Chumbris, counsel 
for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley; Louis Rosenman, attorney, Antitrust; Paul Banner, econ- 
omist, Antitrust; Wilbur Sparks, attorney, Antitrust; George Clif- 
ford, attorney, Antitrust. 

Also present: Harold J. Boynton, chief counsel, Senate Interstate 
and Foreign Commerce Committee; James E. Bailey, assistant chief 
counsel, Senate Interstate and Foreign Commerce Committee; Robert 
Murphy, professional staff member, Senate Interstate and Foreign 
Commerce Committee; and Steward French, chief counsel, Committee 
on Interior and Insular Affairs. 

Senator O’Manonry. The committee will please come to order, or 
I should say, committees, because both the Committee on Interior and 
Insular Affairs and the Committee on Interstate and Foreign Com- 
merce have jurisdiction as well as the Antitrust and Monopoly Sub- 
committee, and they are all represented here. 

May I say that we have present this morning Assistant Secretary of 
the Interior in Charge of Mineral Resources, Felix E. Wormser. 
Secretary Seaton, w ho was to have been here at the opening, was absent 
in Alaska at the time that the date of this hearing was announced, and 
his return to Washington, which was expected yesterday, did not give 
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him, I thought, sufficient time to come up here for the opening. He 
will be requested to appear later. 

Now, the same is true of Assistant Attorney General Victor Hansen, 
head of the Antitrust Division. Mr. Hansen has been in Europe, and 
will not be back until about the middle of the month. In his absence, 
Mr. Bicks, his Deputy, is here. 

Mr. Arthur S. Flemming, head of the Office of Defense Mobiliza- 
tion, is present, as is Assistant Secretary of State Robert Hill. Also, 
Mr. H. A. Stewart, head of the Office of Oil and Gas, of the Department 
of the Interior, and Charles Kendall, the Chief Counsel for the Office 
of Defense Mobilization. 

Most of these gentlemen participated in consultations with myself 
as Acting Chairman at that time, and the staff of both the Interior 
Committee and the Antitrust and Monopoly Subcommittee, conducted 
both in my office in the Senate Office Building, and in the office of 
Secretary Wormser, and later at the office of Secretary Seaton at the 
Department of the Interior. 

I want the record to show that we had complete cooperation from all 
these gentlemen. 

We have before us a most complex problem. The original order 
was approved by the Attorney General on August 10,1956. That was 
followed, later on, by an amendment, and there have been different 
changes of one kind or another during the intervening time. 

I had suggested to the Secretary of the Interior that the Middle 
East Emergency Committee, composed of 15 giant corporations, was 
not. in itself, a proper organization to represent the oil industry of 
the United States. I felt that representatives of independent refiners 
and independent producers should be placed on the committee. A 
representative of the independent refiners, the Frontier Refining Co., 
was placed on the committee. Several other individuals were invited 
by the Oil and Gas Division to act as consultants, and are sitting on the 
Committee in that capacity. 

This is by way of acknowledgment of the great spirit of coopera- 
tion which I want the members of all three committees to understand 
has characterized the proceedings to date. 

In order that we may set this hearing in the proper light, I should 
like to read a statement into the record. 

Wherever a family lives in the United States, it is not farther away 
from the Middle East crisis that it is from the nearest oil and gaso- 
line station. Nor, for that matter, is it any farther away than the 
nearest draft board if that family has a son of draft age. 

The Senate Foreign Relations and Armed Services Committees are 
diligently considering the President’s request for authority to employ 
the Armed Forces of the United States to resist Communist aggres- 
sion against any nation in the Middle East area when that nation “asks 
for our assistance. 

This committee, in cooperation with the Senate Committee on In- 
terstate and Foreign Commerce and the Senate Committee on Interior 
and Insular Affairs, all of whom have jurisdiction over various phases 
of the petroleum industry, has assembled to confer with representa- 
tives of the executive branch of the Government about the details of 
the plan by which this Government is attempting to aid its Western 
iSuropean allies by substituting petroleum and petroleum products for 


— 


— 


sera TT CC LOR 


EMERGENCY OIL LIFT PROGRAM 3 


the flow from the Middle East which has been suspended by the block- 
ade of the Suez Canal. 

Though there have been increased deliveries from this country to 
Europe : since the plan was initiated, the unfortunate fact is that the 
shortage in Europe has not been satisfactorily supplied. On January 
27 last, Assistant Secretary of the Interior Felix E. Wormser issued 
a public statement saying that— 
the reduction in supply of oil for power and heat-~namely, distillates and fuel 
oil—threatens to have the most severe impact. 

He then stated that the production of crude oil in the United States 
must be increased or there must be a reduction of domestic refining if 
the supply Europe needs is to be shipped abroad— 

at anything approaching a satisfactory rate without endangering the United 
States supply. 

Meanwhile, there have been received by this committee from various 
sources complaints that the i increased price of crude oil posted in Hous- 
ton, Tex., on January 3 last by Humble Oil Co., a subsidiary of the 
Standard Oil Company of New Jersey, has been followed by increases 
in the price of fuel oil distillates, g gasoline, and other oil products to 
consumers in the United States. The increase in price was so sudden 
that it reflected economic reaction throughout the United States and 
Members of Congress were deluged with letters and telegrams of 
protest. 

Returning to Washington from Wyoming in November, my atten- 
tion was soon called to the creation of the Middle East Emergency 
Committee, and as acting chairman at that time of the Senate Judiciary 
Subcommittee on Antitrust and Monopoly, I found myself requested to 
answer many questions. I speedily found that Secretary of the In- 
terior Fred Seaton, who had been named Administrator of the plan, 
and Assistant Secretary Wormser were ready to cooperate. It was, 
of course, obvious that the problem was one of great complexity. I con- 
ferred not only with the Department of the Interior and the members 
of the Office of Oil and Gas of that Department, but with Assistant 
Secretary Robert C. Hill of the Department of State, Arthur S. Flem- 
ming, Director of Defense Mobilization, and Charlies Kendall, gen- 
eral counsel for that organization. Later, by invitation, I attended the 
meeting of the Nation: 1al Petroleum Council, headed by Mr. Walter 
S. Hallanan of the Plymouth Oil Co., as chairman. The National 
Petroleum Council is an organization of private corporations which 
for many years, under this and previous Administrations, has co 
oper: ited with the Government in providing needed stores of petroleum 
and petroleum products for the armed services. 

It developed that the first step to designing a program was taken 
on October 12, 1956, when President E isenhower submitted to Direc- 
tor Flemming a memorandum directing the latter to suinmon repre- 
sentatives of the National Petroleum Council to confer with certain 
Cabinet officers for consideration of the plan. 

Thereafter, on October 29, 1956, Assistant Secretary Wormser ad- 
dressed a letter to Mr. Walter S. Hallanan, chairman of the National 
Petroleum Council, in which, after having recited the fact that meet- 
ings complying w ith the President’s suggestion were held on October 
19 and 25, he requested the National Petroleum Council to make a study 
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of tanker transportation and confer with representatives of the Office 
of Oil and Gas in the Department of the Interior and with the Mari- 
time Administration in the Department of Commerce. 

On December 11, 1956, Mr. Flemming, Director of Defense Mobiliza- 

tion, held a press conference and issued a release in which he an- 
nounced that he had requested the 15 oil companies comprising the 
Middle East Emergency Committee— 
to participate in an amended plan of action under the voluntary agreement relat- 
ing to foreign petroleum supply. 
The original plan of action was approved August 10, 1956, and was 
published in the Federal Register. In this voluntary agreement there 
were listed 15 oil companies which may be properly designated as the 
largest in the world. The assets of all 15, excluding duplication, 
amount to $20,162,034,000, as of 1955. A full list of these companies, 
together with their assets and gross income and their net income after 
taxes and depletion, as of December 31, 1955, will be made a part of 
the record. 

(The document referred to follows:) 


(Middle East Emergency Committee) 











| Assets Gross income Net income 
| Dec. 31,1955 | (sales) after taxes and 
| depletion 
| 
, i . 
1. Standard Oil Co. (New Jersey) --- _.| $7, 164, 105,000 | $6, 272, 441, 000 $709, 310, 000 
2. Socony Mobil Oil Co., Inc.! 2, 361, 912, 000 1, 720, 998, 000 207, 434, 000 
3. Gulf Oil Corp..- | 2,160, 821, 000 1, 895, 670, 000 | 218, 064, 000 
4. Texas Co | 2,114, 576,000 | 1, 767, 266, 000 | 282, 730, 000 
5. Standard Oil Company of California_ | 1,855, 610,000 | 1, 277, 840, 000 | 231, 139, 000 
6. Sinclair Oil Corp | 1, 250, 125, 000 1, 110, 067, 000 80, 710, 000 
7. Cities Service Co___-_- ; STESTEER SPER S FT RE OD 923, 240, 000 49, 307, 000 
. Creole Petroleum Corp. (95 percent owned by | 
Standard Oil Co., New Jersey) | 1,026, 207, 324 856, 311, 000 292, 943, 913 
9. Tidewater Oil Co, (14 percent owned by Getty Oil | 
Co.) 2 | 485, 365, 000 478, 764, 000 37, 790, 000 
10. Getty Oil Co | 153, 670, 000 | 14, 000, 000 11, 182, 000 
11. Venezuelan Petroleum Co. (96 percent owned by 
Sinclair Oil Co.) --- 2 | 76, 639, 000 31, 238, 000 5, 039, 000 
JOINTLY OWNED COMPANIES OWNERSHIP 
12. American Independent Oil Co.: 
Phillips Petroleum Co. (33.5 percent) _-._- _..| 1,201, 872,000 910, 749, 000 95, 203, 000 
Hancock Oil Co.? (15 percent) : 57, 778, 000 47, 405, 000 7, 080, 000 
Signal Oil & Gas Co. (15 percent) cm 106, 639, 000 55, 743, 000 9, 640, 000 
Ashland Oil & Refining Co. (12.7 percent) _.._.__| 154, 820, 000 245, 881, 000 10, 106, 000 
13. Arabian-American Oil Co. (jointly owned by other | 
MEEC members): 
The Texas Co. (30 percent) 2, 114, 576, 000 1, 767, 266, 000 266, 141, 000 
Socony Mobil Oil Co. (10 percent) - - _- 2, 361, 912, 600 1, 720, 998, 000 207, 434, 000 
Standard Oil Co. of California (30 percent) 1, 855, 610, 000 1, 277, 840, 000 231, 139, 000 
Standard Oil Co. (New Jersey) (30 percent) 7, 164,105,000 | 6, 272, 441, 000 709, 310, 000 
14. Caltex Oil Products Co. (jointly owned by other 
MEEC members): 
Standard Oil Co. of California (50 percent) yf 1, 855, 610, 000 1, 277, 840, 000 231, 139, 000 
The Texas Co. (50 percent) 2, 114, 576, 000 1, 767, 266, 000 266, 141, 000 
15. Standard Vacuum Oil Co. (jointly owned by other | 
MEEC members): | 
Standard Oi! Co. (N.J.) (50 percent) 7, 164, 105, 000 6, 272, 441, 000 | 709, 310, 000 
Socony Mobil Oil Co. (50 percent). --- 2, 361, 912, 000 , 720, 998, 000 207, 434, 000 
Total excluding duplication. ; ..| 20, 162,034,000 | 16, 720, 064, 000 1, 929, 695, 000 


Includes assets of subsidiaries in Western Hemisphere only. 
2 Year ending June 30, 1956. 


It will be noted that most of these companies are not only interested 
in Middle East oil, and oil produced in other areas of the world, but 
they are also interested in the production, the refining, and the dis- 
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tribution of oil products and gasoline in the United States. It is not 
too much to say that they operate throughout the United States. 
There are many independent producers, many independent refiners, 
many independent jobbers, all of whom feel that what the big com- 
panies do has an immediate and vital effect upon their own operations. 
his was so great that when the extension of the Reciprocal Trade 
Agreements Act was under consideration in the Senate, a year or two 
ago, the Senator from West Virginia, Mr. Neely, who sits here beside 
me, offered an amendment intended to bring about the exclusion of 
10 percent of the imported oil. 


A copy of the amendment offered by Senator Neely will be inserted 
in the record at this point. 
(The document referred to follows :) 


{H. R. 1, 84th Cong., 1st sess.] 


AMENDMENT Intended to be proposed by Mr. Neety (for himself, Mr. ALLorT, 
Mr. Barrett, Mr. Beart, Mr. BENDER, Mr. Brsie, Mr. CARLSON, Mr. DANIEL, 
Mr. Dirksen, Mr. Kiicore, Mr. McCLetLan, Mr. Martin of Pennsylvania, 
Mr. Murray, Mr. O’Manoney, Mr. ScuHorpret, Mr. WELKER, and Mr. 
Youne) to the bill (H. R. 1) to extend the authority of the President to 
enter into trade agreements under section 350 of the Tariff Act of 1930, as 
amended, and for other purposes, viz: At the end of the bill add the follow- 
ing new section: 

Sec. Section 2 of the Act entitled “An Act to extend the authority of the 
President to enter into trade agrements under section 350 of the Tariff Act of 
1930, as amended”, approved July 1, 1954 (19 U. 8S. C., sec. 1852a), is hereby 
amended by inserting “(a)” after “Src. 2.” and by adding at the end thereof a 
new subsection as follows: 

“(b) In order to further the policy and purpose of this section— 

“(1) the President shall take such action as is necessary to restrict. im- 
ports of commodities whenever such imports threaten to retard the domestic 
development and expansion or maintenance of domestic production of 
natural resource commodities or any other commodities which he determines 
to be essential to the national security ; 

2) the total quantity of crude petroleum and petroleum products (in- 
cluding oil for supplies for vessels at United States ports but excluding 
oil for manufacture and reexport) which may be imported into the United 
States in any calendar quarter of any year shall not exceed 10 per centum 
of the total domestic petroleum demand (as determined by the United States 
3ureau of Mines) for the corresponding quarter of the previous year: 
Provided, That the total quantity of residual fuel oil which may be imported 
into the United States for consumption therein in any calendar quarter 
of any year shall not exceed 10 per centum of the domestic demand for 
residual fuel oil (as determined by the United States Bureau of Mines) 
for the corresponding quarter of the previous year: Provided further, That 
the quotas established under this subsection may be suspended by the Presi- 
dent during any period in which he finds that fuel supplies are inadequate 
to meet current national consumption ; and 

“(3) the provisions of this section shall be effective notwithstanding the 
authority granted in section 350 of the Tariff Act of 1930, as amended, or 
any foreign trade agreement to which the United States is a party.” 


Donates Negty. Mr. Chairman, will you permit one brief interrup- 
tion 2 

Senator O’Manoney. Yes. 

Senator Nery. Thirty-eight Members of the Senate, by actual 
count, supported this amendment, including a number of the distin- 
guished Senators who are now sitting at this table. 

Sentaor O’Manonery. The committee did not approve the amend- 
ment, but did adopt a provision which is part of the law. It is sec- 
tion 7 of the Trade Agreement Extension Act of 1955, 69th Statutes at 
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Large, pages 161, 166, Public Law 86 of the 84th Congress. The sec- 
tion reads: 


= 


Sec. 7. Section 2 of the act entiled “An act to extend the authority of the 
President to enter into trade agreements under section 350 of the Tariff Act of 
1930, as amended,” approved July 1, 1954, is hereby amended by inserting 
“(a)” after “Sec. 2” and by adding at the end thereof a new subsection as fol- 
lows: “In order to further the policy and purposes of this section whenever the 
Director of the Office of Defense Mobilization has reason to believe that any 
article is being imported into the United States in such quantities as to threaten 
to impair the national security, he shall so advise the President and if the Presi- 
dent agrees that there is reason for such belief, the President shall cause an 
immediate investigation to be made to determine the facts. If, on the basis of 
such investigation, and the report to him of the findings and recommendations 
made in connection therewith, the President finds that the article is being im- 
ported into the United States in such quantities as to threaten to impair the na- 
tional security, he shall take such action as he deems necessary to adjust the 
import of such article to a level that will not threaten to impair the national 
security.” 


Up to the present time the authority has not been exercised, but 
there has been a voluntary agreement, as I understand it, and the plan 
of that voluntary agreement is that the amount of imports shall not 
exceed a percentage of the imports of a given year—1954. That is 
about 16 percent, is it not, Mr. Flemming ? 

Mr. Ftemmine. Roughly. 

Senator O’Manoney. I recite these facts to illustrate the interest—— 

Mr. Fiemoine. If I could interrupt, Mr. Chairman, I think that is 
nearer 10 percent than 15. 

Senator O’Manonry. Nearer 10 percent than 15? 

Mr. Fiemmine. That is right. 

Senator O’Manoney. As I say, I recite these facts to show the inter- 
est which the local operators have, both the producers and refiners, in 
the importation of oil, and the effect that they assert to the committee 
is being reflected on their operations of increased importations which 
are said to be coming form Latin America and elsewhere into the 
United States. With respect to what the precise facts are, the record 
will show later. 

Now, turning again to the 15 members of the Emergency Committee, 
the largest company is the Standard Oil Company of New Jersey. it 
is a member of the committee not only in its own right but also as the 
owner of 95 percent of the Creole Petroleum Corp., which operates in 
Latin America and which also is one of the 15. Not only is that the 
fact but Standard of New Jersey is a 30 percent owner of the Arabian- 
American Oil Co., and with Socony Mobil Oil Co. a 50 percent owner 
in Standard Vacuum Oil Co., both Arabian-American Oil and Stand- 
ard Vacuum Oil being also members of the Middle East Committee. 
Socony Mobil sits on the committee as a corporation, as do all the 
others, in its own right and as a part owner of two other members of 
the committee. The Gulf Oil Co., third in size, as computed by its 
assets, is associated with the Anglo- Iranian Petroleum Co. in opera- 
tion in Kuwait, a sheikdom in the Arabian Peninsula. The Anglo- 
Iranian Corp., as an organization, has been controlled through stock 
ownership by the British Government. It owns 23.75 percent. interest 
in Iraq Petroleum Co, and in that company Standard Oil of New 
Jersey and Socony Vacuum Oil Co. also own 23.75 percent stock 
interest. 
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We have, therefore, on the record, a complex combination of Amer- 
ican oil companies which are partners with the British Government, 
with the Iranian Government and with one another, in developing the 
oil of the Middle East 

They sit upon this committee, some of them having satellites, as it 
were, also sitting on the committee, so that some of these larger com- 
panies have a preponder ‘ant voting power on the committee which, 
naturally, raises questions as to how the operation is to be suc cessfully 
carried on. 


CENTRAL QUESTION 


The mere recitation of the commingling of foreign political and 
American private authority engaged 1 in the exploitation of the petro- 
leum deposits of the Middle East raises the central question at issue 
in these hearings, namely, w Lothin such a group of oil companies is 
qualified to be chosen by the Government of the United States, under 
the Defense Production Act of 1950, as amended, to carry out a policy 
which this Government is undertaking for purposes of national de- 
fense. 

It is clear from the report of the Attorney General that the Depart- 
ment of Justice interpreted the Defense Production Act as being one 
under which his approval to the granting of immunity for any viola- 
tion of the antitrust laws could be given only to any agreement or pro- 
gram which the Office of Defense Mobilization deems would be required 
for the defense of the United States. It is also obvious that the pur- 
pose of the Congress, both from the language of the acts and of the 
reports thereon, was to safeguard every voluntary agreement from 
any loophole by which those participating in it could take any action 
detrimental to competition, as protected by the antitrust laws. The 
voluntary agreements authorized by the Defense Production Act, as 
amended in 1955, were strictly limited to equipment by and for the 
military. 

Both the Attorney General and the Federal Trade Commission were 
to be consulted in the drafting of the agreements and the Attorney 
General was required to review all agreements and programs from 
time to time and, if he should find adverse effects on the “competitive 
free-enterprise system outweighed the benefits of the agreement or 
program to the national defense”—and that phrase is quoted from 
the law—he was directed to withdraw his approval. 

When, therefore, protests are received by this committee, when com- 
plaints are made of arte increases, and when, as is the case here, the 
members of the Middle East Emergency Committee include corpora 
tions which have already been sued by the Federal Government for 
allegedly participating in illegal foreign cartels, it becomes the obvi- 
ous ‘duty of this committee, as well as other committees of the Con- 
gress, to scrutinize carefully the formulation, the procedures, and the 
effect of the plan. This will be necessary if improvements can be 
made not only to deliver oil to our allies but to deal fairly with the 
independent producer and the independent refiner in the United 
States, as well as the consumer. 

The public-land States have vast producing areas and the States 
derive a royalty income for public education from the development of 
oil. There is thus a domestic public interest in the manner in which 
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this voluntary plan is to be executed. The message of Governor Price 

Daniel, of Texas, to his legislature yesterday was a clear challenge to 
some of the members of the Middle East Emergency Committee, indi- 
cating that they were more concerned about refining in the United 
States their surplus stock of crude oil than they were in carrying out 
the Government’s plan of shipping crude oil to our E uropean allies. 
Obviously, this is a matter which must be examined. Legislation may 
be needed. F inally, of course, everybody will agree that as objection- 
able as price fixing is when carried on by the Governme nt, it would be 
far worse if carried on by private operators. 

Our first witness this morning is Mr. Arthur S. Flemming, the Di- 
rector of Defense Mobilization, to be followed by “Assistant Secretary 
of the Interior Felix E. Wormser and Mr. Hugh A. Stewart, Director 
of the Office of Oil and Gas of the Department of Interior. 

We are placing Mr. Flemming first because he has an engagement 
later in the week, on the day we had planned to call him, and inasmuch 
as under the Defense Production Act the Office over which he is pre- 
siding so efficiently has a great deal to do, we thought it would be 
proper to have him lead off. 

Now, before you proceed, Mr. Flemming, I want to know whether 
any of the other members of the committees have any comments to 
make at this time. 

Senator Witry. Mr. Chairman. 

Senator O’Manonry. Senator Wiley. 

Senator Wirey. I want to compliment ° you on a very fine statement 
of the general issue. In order to get the subject down to earth, I want 
to say ‘the it I have here just 4 or 5 different headings which come 
within what might be called the interrogations of the people who have 
written me. 

1. Why have the oil companies not sent the planned amount of oil 
to Europe? 

2. Why have the oil companies, nevertheless, raised the price of oil 
to Europe? 

3. Why have the oil companies raised domestic prices also? 

4. In spite of this price rise, why has very little more oil been pro- 
duced, despite huge oil inventories ? 

I would say that answers to these questions, which the common man 
is asking, are not only basic to our friendly relations with Europe but 
basic to the relation of these vast oil companies to the American public. 
That is all I have to say. 

Senator O’Manoney. Thank you, Senator Wiley. 

Senator Kefauver, chairman of the subcommittee. 

Senator Krerauver. Mr. Chairman, I want to congratulate you upon 
getting this hearing started. It is a matter of tremendous concern 
to the American people, and to our friends in Western Europe. 

I think there is no subject that has been more discussed, or In which 
more interest has been shown by Members of the House and the Senate, 
than the problems raised by this inquiry. I think that Senator 
O’Mahoney and the members of the three committees sitting here 
should be very proud that. well-prepared hearings are being started 
as soon as they are, and I am sure they will be informative to the 
public and helpful to the Government, also. 

Thank you, Mr. Chairman. 

Senator Dirksen. Mr. Chairman. 
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Senator O’Maunoney. Senator Dirksen. 
Senator Dirksen. Mr. Chairman, I have 1 or 2 questions. I notice 
on page 4 of your st: 





* * * the central question at issue in these hearings— 


will be the qualifications of these companies. 
Now, are the witnesses this morning going to limit themselves to the 
sole question of the qualifications of the companies ? 
Senator O’Manoney. Oh, no; no limitation has been placed upon 
the witnesses. 
Senator Dirksen. I am only thinking in terms of the kind of ques- 
tions to be asked, because if we discuss competition and supply and 
procedures, and then go into the qualifications of the committee, we 
get pretty well all over ‘the lot. I did not know; I just wanted to know 
in what direction we are heading. 
Senator O’Manoney. It was the planning of the committee to have 
these witnesses testify now, in order to show the background of the 
hearing, and how the cooperation between the committees was worked 
out before Congress had assembled; how they worked together. 
Senator Dirksen. Yes. 
Senator O’Mauonry. They will tell us, no doubt, what steps were 
taken by each of them individually in organizing the plan and setting 
it up. Then we will have witnesses representing the complainants. 
We will expect many of the 15 majors to send their representatives 
and lay all the cards on the table. It may be that my interpretation 
of what the central issue is may not be correct, and other Senators 
may feel that other questions are more important than that, but that 
was the way I saw it and that is why I stated it that way. 
Senator Neely? 
Senator Nrety. Mr. Chairman, when Chief Justice Earl Warren 
was the Governor of California, he made this remark about Artie 
Samish, the State’s most influential lobbyist: 
When it comes to matters affecting his clients, he is more powerful than the 
Governor. 
Governor Warren was a frank man. This committee should be 
equally frank. When it comes to matters affecting the profits and self- 
interest of the major oil companies, the oil lobby : appears to be more 
powerful than the President, the Congress, and the people. Examples 
of this power are numerous. Let me briefly bring to your attention 
a few. 
In May 1955, the Senate passed the Reciprocal Trade Agreements 
Act after the most solemn assurances from the administration that, if 
the major oil companies did not voluntarily take action, the Presi- 
dent would act immediately, in the interest of our national security 
and our domestic economy, to restrict oil imports to their 1954 level. 
What then happened isa matter of record. In complete disremird of 
the President, the Congress, and thousands of Americans who were 
being impoverished by the flood of forei eign oil imports, the major oil 
companies increased their importations. And no action was taken 
against them. 

Another example: On January 10, 1957, the President, in his state 
of the Union message to Congress, said: 

The national interest must take precedence over temporary advantages which 


may be secured by particular groups at the expense of all the people. In this 
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regard I cali on leaders in business and labor to think well on their responsibility 
to the American people. * * * Business in its pricing policies should avoid 
unnecessary price increases * * * 

The major oil companies responded to this appeal of the President 
of the United States by promptly raising the price of gasoline at a time 
when their storage tanks were filled to. capacity. But no action was 

taken against them at that time, nor has it been taken since. 

Now, : as a final example: W ith the closing of the Suez Canal, it be- 
came a part of our foreign policy to try to supply Western Europe 
with its desperately needed fuel requirements. On January 26, 1957, 
the administration publicly appealed to the major oil companies to 
increase their shipments of emergency oil. One week later, the admin- 
istration abjectly stated, “There has been no response” to this plea. 
Yet no action against the oil companies has been taken and apparently 
none is contemplated at this time. 

During my 34 years in the Congress few, if any, of its countless 
hearings have been as important as the one which we begin here today. 
The issue before us is whether the major oil companies have become a 
supergovernment above the law, disdainful of the public welfare. In 
the circumstances, vigorous, comprehensive, remedial action should be 
taken without a moment’s delay. 

Senator O’Manoney. Are there any other members of the commit- 
tee who wish to make comments / 

( No response. ) 

Senator O’Mauonry. Mr. Flemming. 


STATEMENT OF ARTHUR S. FLEMMING, DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION ; ACCOMPANIED BY FELIX E. WORMSER, 
ASSISTANT SECRETARY OF THE INTERIOR; AND HUGH A. 
STEWART, DIRECTOR OF THE OFFICE OF OIL AND GAS OF THE 
DEPARTMENT OF THE INTERIOR 


Mr. Fiemminc. Mr. Chairman, members of the committees that 
are represented here this morning, I can assure you that I am very 
happy, as Director of the Office of Defense Mobilization, to appear 
before this committee and to be of whatever assistance I can in con- 
nection with the inquiry that you are making into the effect of the 
Middle East oil situation and the steps which have been taken to 
meet them. 

Now, it is my understanding that Assistant Secretary Wormser, 
representing the Department of the Interior, is prepared to give a 
detailed report on the importance of Middle East oil to Western 
Europe, and also on the operation of the mechanism adopted to meet 
the shortage resulting from the stoppage of the Suez Canal, as well 
as the loss of the pipelines from Iraq, the Iraq pipeline. 

Under these circumstances, I will direct my remarks principally 
to the responsibilities of the various agencies under the statutory 
authority upon which the program is based, and the procedure fol- 
lowed by those agencies in putting the program into effect. 

When Congress enacted the Defense Production Act of 1950, pro- 
viding the President with various powers to be used to promote the 
national defense, it included, in section 708, the authority to encourage 
voluntary agreements by private groups, and to extend antitrust im- 
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munity to participants in those agreements requested by the Govern- 
ment and found to be in the public interest as contributing to the na- 
tional defense. 

The statute requires that the Attorney General's approval be ob- 
tained on each agreement. 

As the members of the committee appreciate, this important na- 
tional-defense tool has been retained in the law ‘by successive exten- 
sions of the act. When the Defense Production Act was being consid- 
ered by both the Senate Banking and Currency C ommittee and the 
House Banking and Currency Committee, in 1955, particular atten- 
tion and consideration was given to this section 708, dealing with the 
question of voluntary agreements. 

I appeared before both committees, and in both connections a rather 
searching inquiry was made into the operations that had taken place 
under this particular section, and into contemplated operations under 
the section. 

The question was very frankly raised by members of the committees 
as to whether or not we needed to retain section 708 in the Defense Pro- 
duction Act. ‘The executive branch took the position that it was still 
needed. 

As a result of the discussion, however, the committees recommended 
some rather substantial amendments to section 708, and those amend- 
ments were approved by the Congress, and, of course, in connection 
with the present problem we have proceeded under section 708 as 
amended. 

Mr. Chairman, I would like at this point just simply to read the 
amendment to section 708 that was adopted by the Congress in ex- 
tending the Defense Production Act in 1955. 

This proviso was added : 

Provided, however, That after the enactment of the Defense Production Act 
Amendments of 1955, the exemption from the prohibitions of the antitrust laws 
and the Federal Trade Commission Act of the United States shall apply only, 
one, to acts and omissions to act requested by the President or his duly author- 
ized delegate pursuant to duly approved voluntary agreements or programs relat- 
ing solely to the exchange between actual or prospective contractors of technical 
or other information, production techniques and patents or patent rights relating 
to equipment used primarily by or for the military which is being procured by 
the Department of Defense or any depurtment thereof, and the exchange of 


materials, equipment, and personnel to be used in the production of such equip- 
ment. 


That, Mr. Chairman, is the amendment to which you referred in 
your opening statement. 

But then the amendment goes on to say : 

And, two, 


Or in the second place— 


to acts and omissions to acts requested by the President or his duly authorized 
delegate pursuant to voluntary agreement or programs which were duly approved 
under this section before the enactment of the Defense Production Act Amend- 
ments of 1955. 


And the basic voluntary agreement relative to the oil industry was 
included in this particular part of the amendment. That is, it was 
in effect prior to the enactment of the Defense Production Act Amend- 
ments of 1955. 
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With respect to those agreements that were in effect prior to the 
enactment of the Defense Production Act Amendments of 1955, 
the Congress said this: 

The Attorney Generai shall review each of the voluntary agreements and pro- 
grams comered by this section and the activities being carried on thereunder, and 
if he finds, after such review and after consultation with the Director of the 
Office of Defense Mobilization, and other interested agencies, that the adverse 
effects of any such agreement or program on the competitive free enterprise sys- 
tem outweigh the benefits of the agreement or program to the national defense, he 
shall withdraw his approval in accordance with subsection (d) of this section. 
This review and determination shall be made within ninety days after the enact- 
ment of the Defense Production Act Amendments of 1955. 


Acting pursuant to those amendments to the Defense Production 
Act, the _ Attorney General did review the basic agreement relating to 
the oil industry. He did consult with the Director of Defense Mobil- 
ization. He suggested certain basic fundamental amendments be made 
to that plan, and those amendments were incorporated in the basic plan 
of action. After they were incorporated in the basic plan of action, 
the Attorney General then certified that in his judgment the adverse 
effects of this particular agreement and the program on the competi- 
tive free enterprise system outweighed the benefits of the agreement 
or program—he certified the other w ay around; sorry, Mr. Chairman. 
He certified that the interests of national defense were such as to make 
it possible for him to approve the agreement, even though he recog- 
nized, as all of us do, that, of course, there is a calculated risk involved 
as far as the antitrust policy of the Congress and of the Government 
is concerned. 

Senator Winey. What is the date of the certification ? 

Mr. Fremmine. Senator Wiley, it was August 19, 1956. But that 

was some time prior to this particular crisis developing. 

Now, as I will point out, and as the chairman in fact has already 
pointed out in his opening statement, certain procedures took place 
under this basic agreement in connection with the Middle East crisis, 
and those started back in August, as the chairman’s statement indi- 

cated, and there were subsequent steps taken later on. 

Senator O’Manonry. May I ask, Mr. Flemming, if you care to be 
interrupted by questions ? 

Mr. FremMrne. It is perfectly all right, Mr. Chairman, if that will 
facilitate it. 

Senator O’Manonry. Sometimes we follow the procedure of letting 
the witness make his statement and then submit to questions afterward. 


VOLUNTARY AGREEMENT 


Mr. Firemmine. Mr. Chairman, I am perfectly willing, if you so de- 
sire, to submit to questions at any point in connection with my state- 
ment. If I plan to cover a point later on in my statement, I will say 
so very frankly; otherwise I think it is probably helpful to me, as well 
as the committee, for me to be interrupted because in that way I will 
determine the matters which are of vital concern to the members of the 
committees. 

Senator O’Manoney. Then let me ask you this question: 

Have you made a decision for yourself that this voluntary plan 
was essential to the national defense ? 

Mr. Fremmine. I did, and so indicated to the Attorney General. 
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Senator O’Manoney. When was the plan submitted to you ? 

Mr. Fiemmine. Mr, Chairman, just so that we are clear on this: Are 
you talking now about the basic plan under which this particular plan 
of action was finally developed ¢ 

Senator O’Manoney. Yes. The original plan, the one that was 
approved August 10, 1956. 

Mr. Fiemmine. Mr. Chairman, I have here a document which is en- 
titled “Voluntary Agreement Relating to Foreign Petroleum Supply, 
as Amended,” and that is dated May 8, 1956. 

In other words, that was approved some months prior to this crisis 
developing. 

Senator O’Manonry. Was that the original, or an amendment of 
the original ? 

Mr. Fiemmine. This is the basic voluntary agreement relating to 
foreign petroleum supply, but as amended in accordance with the 
suggestions of the Attorney General, acting under the authority of 
this particular amendment to which I have referred. 

In other words, Mr. Chairman, I think it is probably important for 
us to understand that there is, first of all, a basic voluntary agreement 
relating to foreign petroleum supply. 

Senator O’Manoney. You are obviously not talking about the agree- 
ment of August 10, 1956? 

Mr. Fiemmine. That’s right, because this is the basic agreement 
which was approved on May 8, 1956. 

Now, under this basic agreement a plan of action to deal with this 
particular situation was worked out in August, as you have indicated— 
I mean August 10, I think. 

Senator O’Manoney. Who prepared the document that you have 
in your hand? 

Mr. Ftemmina. The document that I have in my hand was an agree- 
ment recommended by the Department of the Interior, and was, in 
effect—I mean a basic plan of this kind was in effect prior to the pas- 
sage of the Defense Production Act of 1955. As a result of the 
passage of those amendments, it became necessary for the Attorney 
General, under the law, to review this basic voluntary agreement relat- 
ing to foreign petroleum supply. He did review it. He consulted with 
the Director of Defense Mobilization. 

He said, “I’m not in a position to approve this unless certain amend- 
ments are made,” and as you recall, under the law if he didn’t approve 
it, the agreement would automatically have collapsed. 

Senator O’Manoney. That’s right. 

Mr. Fiemmine. So, he presented to us, or he presented to the De- 
partment of the Interior, certain amendments which he felt should be 
made. We consulted with the Department of the Interior, with the 
Attorney General, and we finally arrived at an agreement as to those 
amendments. The amendments were incorporated in the basic agree- 
ment, and after they were incorporated in the basic agreement, the 
Attorney General made the certification required by law. 

Senator O’Manoney. You have testified that this basic agreement 
that you have in your hands was prepared before the one of August 
10,1956, was prepared ? 

Mr. Ftemmine. That’s right. 

90507—57—pt. 1—_—5 
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Senator O’Manonry. And before the amendments of the Defense 
Production Act were written, that it was in effect prior to that time, 
am I right? ; 

Mr. Fiemmine. That is right. The basic agreement was in efiect 
prior to that time. 

Then, acting under the amendments to the Defense Production Act 
of 1955, the Attorney General proposed some amendments to the basic 
agreement. ‘Those amendments were incorporated with the basic 
agreement, and after they: were incorporated the Attorney General 
gave the basi¢ agreement the approval required by the law. That ap- 
proval came on May 8, 1956. 

Senator O’Manonery. Will you for the record state the date on which 
this one became effective and by whom it was prepared ‘ 

Mr. Ftemmine. You are talking now, Mr. Chairman—— 

Senator O’Manonery. About this basic one. 

Mr. Fiemmrine. This one that I am talking about ? 

Senator O’Manonry. Yes. 

Mr. Fiemmine. This was approved as of May 8, 1956, by 

Senator O’Manoney. I think this was called the Foreign Petroleum 
Supply Agreement ? 

Mr. Fiemmrne. It is entitled “Voluntary Agreement Relating to 
Foreign Petroleum Supply, as Amended.” 

Senator O’Manoney. What was the date and by whom was it 
prepared ? 

Mr. Fiemmine. It was approved on May 8, 1956; and the respon- 
sibility for originating it, in fact the responsibility for originating 
any matter in this particular area was, of course, the responsibility of 
the Department of the Interior. But the Office of Defense Mobiliza- 
tion participated with the Attorney General in the consideration of 
the matter. 

Senator O’Manoney. I am a little vague about my recollection of 
what had been reported to me previously. I would like to have you 
clear my mind. 

Mr. Ftemmine. Yes, surely. 

Senator O’Manoney. I regard this document as an amendment of 
an original document that antedated it. 

Mr. Fitemmine. You are correct, Mr. Chairman. 

Senator O’Manoney. What was the date of the original ? 

Mr. Fiemmrine. The original document, Mr. Chairman, was dated 
May 1, 1953, and it was amended on April 15, 1954 and then again on 
May 8, 1956. 

Senator O’Manoney. That is according to my recollection. 

Mr. FLemmine. Right—right. 

Senator O’Manoney. Would you be good enough to supply for the 
appendix of the record, properly marked, these several documents ? 

Mr. Fitemmine. I will be very happy to do that. 

(Discussion off the record.) 

Mr. McHven. Mr. Flemming? 

Mr. Ftemmine. Yes? 

Mr. McHvueu. I wonder if you would explain the effect of these 
amendments that the Attorney General recommended, to which you 
have just referred in your statement. 
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Mr. Firewire. Mr. Chairman, Mr. Bicks, the representative of the 
Assistant Attorney General in charge of these matters is here, and he 
could give you, I am sure, a much more detailed response to that par- 
ticular question. 

If you so desire at this time, or at some later point in the hear- 
ings 

Senator O’Manonry. I think it would be better, unless some mem- 
ber of the committee feels otherwise, for you to proceed with your 
statement and we will come to the Department of Justice later. on. 

Mr. Furmminc. Mr. Chairman, I would simply be recalling from 
memory some of the changes that were made. Mr. Bicks can give 
them to you one right after another. 

Senator O’Manoney. I have observed on many occasions that your 
memory is very good. 

Mr. Fiemmrne. Thank you, sir, I appreciate it; but, for example, I 
will give you one illustration, I mean, of the type of amendment that 
was suggested by the Attorney General, and that is that this Commit- 
tee would operate—I’m not thinking now about an emergency situa- 
tion, but I meant outside of an emergency situation, it should be 
chaired by a Government official, instead of by a representative of the 
industry and that some of the work of the Committee should be car- 
ried on by Government officials, rather than by employees of the oil 
companies. It was that type of an amendment that was incorporated 
in the document which is dated May 1956. 

Senator O’Manonry. That, of course, brings us to the question of 
how much work is done by Government and how much work is done 
by industry in the Committee. 

Mr. Fremorinec. That’s right, and we will come to that later on. 

Mr. Chairman, I’m sure ‘that the Department of the Interior will 
be in position to give you detailed information on that. 

Senator O’Manonery. You understand, Mr. Flemming, that what 
I am trying to do now, in the interest of clarity, is to have the legal 
differentiations and qualifications brought up at another time. 

Mr. Fiemmine. Right. 

Senator O’Manonry. Because they can get to be very complex. 

Mr. Fremuinc. They certainly can, I agree with you; but I do 
think that it is verv helpful at this point to identify these various basic 
documents so that we know just what we are talking about. 

Senator Witry. The May 8, 1956, agreement was ‘the final one. Were 
there any amendments after that ? 

Mr. FLemminc. No amendment to this basic agreement relating to 
foreign petroleum after that date. 

Senator Witry. The first step was May 1, 1953; the second one, 
April 15, 1954; and that. was all finalized by May 8, 1956? 

Mr. Frewainc. That is cor rect, Senator. Now, then, of course, in 
August we began the development of the plan of action under which 
this Middle East situation is being handled. That is a different docu- 


ment, but it is a document that is worked out in confor mity with this 
May 8, 1956, document. 








PLAN OF ACTION 


Senator Wirry. That is why I asked you what I did. So, really, 


there was a plan of action of August 10, 1956, that carried out the in- 
tent of May 8, 1956 ¢ 
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Mr. Fiemmine. That is right. The May 8, 1956, document, Sena- 
tor Wiley, provides for bringing into existence plans of action to deal 
with particular situations. The document that came into existence in 
August was a plan of action to deal with the Middle East situation and 
worked out in harmony with that May 8, 1956, document, or worked 
out under the May 8, 1956, document. 

Senator Wier. It implemented but did not, in a sense, modify the 
agreement ? : 

Mr. Fuemhine. That is right; that is right. It implements. It is 
one ive of action designed to implement this basic May 8, 1956, agree- 
ment. 

Senator Witey. Thank you. 

Mr. McHueu. Dr. Flemming, can you tell us whether or not the 
August 10 plan of action, which was put into effect to carry out the 
purposes of the voluntary agreement, contained these amendments 
which the Attorney General had recommended as antitrust safe- 
guards ? 

Mr. FLtemminc. Well, when we come to that I think it will be clear 
that, in working out the plan of action, the Attorney General approved 
a plan under which, for example, a representative of industry is serv- 
ing as Chairman of the Middle East Emergency Committee, but the 
overall committee that is brought into existence by this May 8, 1956, 
document must be chaired by a Government official. 

As far as the Middle East Emergency Committee is concerned, the 
Committeee that came into existence to deal with this plan of action, 
the Attorney General approved the plan of action under which an 
industry member does serve as Chairman of the Committee, and the 
Department of the Interior can certainly, or will be in a position to, 
present the practical operating reasons for making that suggestion, 
and the Attorney General will be in a position to indicate why he felt 
that those practical operating considerations should control, as far as 
putting the Middle East plan into operation is concerned. 

Mr. McHueun. I believe you stated the Attorney General had rec- 
ommended certain amendments to the original voluntary agreement 
and they were adopted on May 8? 

Mr. Fremmine. That is correct, 

Mr. McHveu. They provided for certain antitrust safeguards? 

Mr. Fremmrine. That is right. 

Mr. McHuexu. Those amendments were accepted by the various com- 
panies participating in the foreign petroleum supply agreement. 
Now, my question is: Were any of those recommendations by the At- 
torney General included and made a part of the plan of action which 
was put into effect on August 10, 1956, when the Middle East Emer- 
gency Committee was created ? oat 

Mr, Fiemme. I think it is fair to respond to the question in this 
way: That, when the Attorney General reviewed the plan of action 
under which the Middle East Emergency Committee has been set up, 
he had in mind identically the same objectives that he had in mind in 
suggesting the amendments to the May 8, 1956, document, and I am 
sure that he, or his representatives, would be in a position to testify 
that they feel that they built into the Middle East Emergency Com- 
mittee provisions designed to achieve those objectives and which they 
believe will achieve those objectives. 
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As I have already indicated, the Attorney General did not, in con- 
nection with the plan of action, insist on a Government chairman for 
the Middle East Emergency Committee. He made that decision on 
the basis of a judgment to the effect that, from an operating point of 
view, an industry chairman was required. 

Mr. McHven. Doctor Flemming, isn’t it true that that was one of 
the requirements of the May 8 amendment which the Attorney Gen- 
eral had insisted upon—that there be a Government employee as chair- 
man of these various committees ? 

Mr. Fiemmine. Not for a committee set up to put into effect a 
specific plan of action. In other words, let me answer your question 
this way: In my judgment, when the Attorney General approved the 
plan of action under which the Middle East Emergeney Committee 
1s operating, he did not do anything inconsistent with the basic for- 
eign petroleum supply voluntary agreement document. In other 
words, the voluntary agreement relating to foreign petroleum supply 
is the basic document, and when the Attorney General approved the 
specific plan of action for the Middle East Emergency Committee, he 
approved a plan of action which rests within the framework of the 
voluntary agreement relating to foreign petroleum supply. 

Mr. McHven. Isn’t it true that the May 8 agreement recommended 
by the Attorney General contained provisions for the appointment of 
Government employees as chairmen of the various committees, and, 
furthermore, provided for a staff of Government employees, and that 
in fact none of these recommendations are included and made a part 
of the plan of action as put into effect on August 10? 

Mr. Fremmrne, As I have already said, it is true that the plan of 
action approved by the Attorney General in connection with the Mid- 
dle East Emergency Committee does not call for a Government chair- 
man, and does not contain specific provisions relative to Government 
employees functioning in connection with the staff work of the Com- 
mittee. There is no question about that at all, because it is a fact that 
the Chairman comes from the industry and comes from one of the 
companies that serves as a member of the Committee. 

Senator O’Manonry. Can you name him ? 

Mr. Fremmrna. Yes, Mr. Stewart Coleman. And it is also a fact 
that a good deal of the staff work is being done by representatives of 
the various companies. 

Senator O’Manonry. What position does Mr. Stewart Coleman 
have ? 

Mr. Fremmina. Pardon me? 

Senator O’Manonry. Finish your reply, and then I will ask. 

Mr. FLemmine. I was going to point this out: We are now getting 
down into the details of the plan of action, and it might possibly come 
a little later on, but let me say that a director of the Committee is ¢ 
Government official, Mr. Ralph Fowler, who is an employee of the Oil 
and Gas Division of the Department of the Interior. 

Senator O’Manonry. And who is Mr. Coleman, the Chairman? 

Mr. Fremminc. Vice president, Standard Oil Company of New 
Jersey. 

Senator O’Manoney. Thank you. 

Senator Neery. Mr. Flemming, is it not a fact that, since the Re- 
ciprocal Trade Agreements Act was extended in May 1955, the so- 
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called oil cartel has not only disregarded but absolutely scoffed at 
every suggestion contained in the amendment that was written into 
the law for the purpose of restricting the importation of foreign oil, 
and entirely disregarded not only what Congress has done but every- 
thing the President and the various agencies under him have recom- 
mended in behalf of restricted importations ! 

Mr. Fiemmine. Mr. Chairman, Senator Neely, may I just raise the 
question of procedure? Senator Neely has asked me what I certainly 
regard as a very relevant question relative to oil imports. As the mem- 
bers of this committee know, I have had certain definite responsibil- 
ities in that area. I have taken certain definite steps in that area. I 
have certain convictions relative to that situation and its relation to 
national security. I would be very happy at this point to, in effect, 
kind of suspend my discussion of the Middle East situation and dis- 
cuss the oil-imports situation just as briefly as I can. 

Senator O’Manonry. Let me say to Senator Neely that we intend 
to go fully into this import matter, and if you will permit Mr. Flem- 
ming to proceed with the Middle East 

Senator Neety. Gladly, and I withdraw my question, but will re- 
peat it at a more appropriate time. 

Mr. FLemmine. Yes, sir. 

Senator Negexy. I think you attempted to have the law obeyed, but 
the important companies ignored your appeals. 

Mr. Fiemmine. Senator Neely, I will say that I have had some 
difficulties in that area, I can assure you, over the past few months, 
and I will be very happy to discuss them with the members of the 
committee. 

Now, if I might just go back into the basis for the operation here, 
we do have in the record the fact that there is this basic voluntary 
agreement relating to foreign petroleum supply which was approved 
by the Attorney General under the Defense Production Act Amend- 
ments of 1955. 

By an Executive order, Executive Order 10480, the function of 
approving agreements in the interest of national defense was dele- 
gated to the Director of the Office of Defense Mobilization, while other 
agencies of the Government were authorized to make recommenda- 
tions to the Director with respect to agreements and programs within 
their spheres of defense activities. 

The Department of the Interior was assigned this responsibility 
for petroleum. 

With respect to oil agreements, these assignments of responsibility 
by statute and by Executive order or in order of executive use are 
as follows: 

First, the Secretary of the Interior is directed to consult with indus- 
try to encourage the development of voluntary agreements for pur- 
poses of national defense and to make recommendations relative to 
such agreements. 

Second, the Director of the Office of Defense Mobilization is, of 
course, directed to review the recommendations of the Department of 
the Interior, to consult with other interested defense agencies, and if 
he feels it is appropriate to do so, make a finding to the effect that the 
proposed agreement is in the interest of national defense. 

The Attorney General, of course, as we have already noted, has the 
responsibility of reviewing the proposed agreements, and if he deter- 
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mines that the advantages to the national defense outweigh the ad- 
verse effects on the competitive free enterprise system, then he is au- 
thorized to approve the agreement. 

Then if the Attorney General approves the agreement, the Director 
of the Office of Defense Mobilization is authorized to request the in- 
dividuals to participate in the agreement, and to extend immunity 
from the antitrust laws and the Federal Trade Commission Act with 
respect to those actions authorized by the approved agreement. 

And then, finally, it is the Secretary of the Interior who is to su- 
pervise the conduct of operations under the approved agreement. 

Now, those are just briefly, Mr. Chairman, the responsibilities of 
the various parts of the executive branch in connection with an op- 
eration of this kind. 

In my judgment—and I have already said this in response to your 
question, Mr. Chairman—there is no doubt about the importance to 
the national defense of the plan of action dealing with the Middle 
East situation which was developed under the agreement of long- 
standing dealing with foreign oil supply. 

In connection with this particular agreement now—this is the plan 
of action under which the Middle East operations are functioning— 
the Government had before it the recommendations of the Depart- 
ment of the Interior and strong recommendations from the Depart- 
ment of Defense and the Department of State. And those, of course, 
are a matter of record, and I am sure you will have them incorporated 
in this record at an appropriate time. In fact, they have been pub- 
licized quite widely. 

Representatives of the various agencies, of course, will tell you in 
some detail the considerations most concerned with their activities. 
But all I want to say is that I can assure the committee that very care- 
ful consideration was given to the substantive issue involved here on 
the part of all interested agencies. That really was my responsibility, 
to see to it that all interested agencies did have the opportunity of 
participation. 

And then, as we have already indicated, the Attorney General con- 
cluded after consultation that the benefits to the sealed defense of 
the plan of action outweigh its possible adverse effects upon the com- 
petitive free enterprise system. 

Senator O’Manonry. You have referred, Dr. Flemming, to the rec- 
ommendations of the Department of State and the Department of 
Defense and the Department of the Interior ? 

Mr. Fiemmine. Correct. 

Senator O’Manonry. And correctly assumed that they would be 
made a part of the record. If anybody has them now, you may offer 
them—I want them offered from that side. I would like to have them 
put in the record and a notation made of their entry, and they can be 
printed in the appendix. 

(The recommendations of the Department of State and the Depart- 
ment of Defense and the Department of the Interior referred to above 
were made a part of the record, and will be found in the appendix.) 

Mr. Fremminc. Mr. Chairman, I have here at this time a release 
from the White House at Augusta, Ga., dated November 30, 1956, 
stating that— 





The President today, after consultation with the Secretary of State and the 
Acting Secretary of State, authorized the Director of Defense Mobilization to 
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ae the Secretary of Interior to permit the United States petroleum in- 
ustry— 

and so forth—in other words, to put this plan of action into effect— 
and I think that might very well be made a matter of record. 

I also have here a release issued by the Office of Defense Mobiliza- 
tion which deals with a request to the oil companies to participate in 
an amended plan of action. And I think that might very well go in 
at this point. 

Then in connection with that release, there are a whole series of 
letters from the various departments concerned. 

Senator O’Manonry. May I suggest that Mr. Kendall can file those 
and not take your time. We will note their entry at this time. 

(The release from the White House, Augusta, Ga., dated November 
30, 1956, was made a part of the record, and will be found in the 
appendix. ) 

(The release issued by the Office of Defense Mobilization dealing 
with a request to the oil companies to participate in an amended plan 
of action, referred to above, was made a part of the record, and will 
be found in the appendix.) 

Mr. Fremmine. Mr. Chairman, in my own mind there is little 
doubt but that the device of implementing this existing voluntary 
agreement is the best way under existing law to deal with the kind of 
situation that confronts us as far as the Middle East is concerned. 

Because of the complexity of foreign oil operations and the necessity 
for coordination between the United States and foreign oil abroad, it 
is clear that the knowledge and skills to be found in the oil industry 
are essential under any plan that might be worked out to meet an 
emergency of this kind. 

And it seems to me that this provides, this particular amendment to 
the Defense Production Act, a method for dealing with the situation 
which on the whole and on balance is probably the best way of deal- 
ing with it unless the Government wants to get much more deeply 
into the operation of the oil industry than it has ever been. 

I think in this connection it is very important to keep this in mind, 
that this is a voluntary agreement, entered into on the part of these 
companies, calling for voluntary action. The Government is not in a 
position to direct these companies to do certain things, but the Govern- 
ment has said, if you propose to do certain things in order to deal 
with the emergency, you may submit your proposals to us—to the 
Government—and if the Government approves your proposals, then 
you are immune from prosecution under the antitrust laws. 

This is not a carte blanche delegation of authority to this committee. 
The committee by itself cannot take any action whatever. All the com- 
mittee can do is to recommend to the Government that certain steps be 
taken. And then it is up to the Government to determine whether or 
not those steps should be approved. If those steps are approved and 
carried out by the members of the committee, then of course under 
the law they are immune from prosecution under the antitrust law. 

Mr. Chairman, that briefly is the way in which this particular plan 
of action came into operation. That briefly indicates the assignments 
of responsibilities to the various departments and agencies. And I 
have indicated in conclusion my own feeling that the Congress has 

given us a very good law here, and that if we operate under this law 
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carefully, that we can make a contribution to dealing with an emer- 
ency situation, and can do it at all times in such a way that the 
ret Ae retains control of the operations. 

Senator O’Manoney. In that, I think, we are probably all in agree- 
ment. I know of no disagreement on the poi.t that the Government 
should be in control all the time. 

Mr. Fiemmine. That is right. 

Senator O’Manoney. There will be references—I state it now not 
because I want to interrogate you about it, but because I want the rec- 
ord to show that it is not being overlooked by the committee—to the 
amendments to the Defense Production Act of 1955 containing this 
provision in the amendment of section 708, in defining the sort of vol- 
untary agreements to be written: 

Relating to equipment used primarily by or for the military which is being 


procured by the Department of Defense, or any department thereof, and the 


exchange of materials, equipment, and personnel to be used in the production of 
such equipment. 


Now, obviously, the plan under which you are acting was not drawn 
under this section. 

Mr. Fiemmuine. That is correct. 

Senator O’Manonry. It was drawn under the previous law of 1950. 

Mr. FLeMMIN«G. Well, it was approved under—I don’t know whether 
this is subsection 2 or not—I mean, what follows right after the lan- 
guage that you have just read “2, to acts and omissions,” and so on, it 
was approved under that. In other words, just briefly, as I under- 
stand it, just to summarize that particular part of the amendment, it 
said, if there was in existence prior to the passage of these amendments 
a voluntary agreement, it can continue to be—it can remain in exist- 
ence provided the Attorney General makes the kind of certification 
called for. 

Senator O’Manonry. Let me ask you, if in your opinion, or the 
opinion of your counsel, such a plan of action as is now operating 
could be put into effect now under the existing law. I wanted to avoid 
the legal debate at this time, to postpone that to the future when the 
Department of Justice will be here. 

Mr. Fremminc. Mr. Chairman, let me respond to it in this way, be- 
cause it does go to my basic authority, and obviously I have hhad 
advice on this which I consider to be sound. If the Attorney General 
had refused to make the certification that he did make relative to the 
voluntary agreement relating to foreign petroleum supplies, as amend- 
ed, that voluntary agreement would have lapsed, and there would be 
no authority under existing law to bring such voluntary agreement 
into existence. 

Senator O’Manonry. There was another question I would like to 
ask you, Mr. Flemming—you have done well, you don’t need to look 
at your counse]—— 

Mr. Fitemmine. I want to be careful. I have got good counsel here. 

Senator O’Manoney. I know it. And I congratulate you on having 
such good counsel; it is important. 

Mr. Fitemmine. Thank you. 

Senator O’Manonry. The other question is this: When I addressed 
an inquiry to you as to who prepared the agreement, you conferred 
with your excellent counsel. And then you said in your answer that 
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you accepted the responsibility for what was done. Now, obviously, 
that wasn’t a direct answer to my question. 

Mr. Fiemmine. Mr. Chairman, so that we are clear here, you are 
now talking about the voluntary agreement as amended on May 8, 
1956? 

Senator O’Manoney. Now I am talking about the August 10 docu- 
ment. 

Mr, Fiemmine. You are talking about the plan of action that was 
presented to us on August 10. The Department of the Interior pre- 
pared it, and submitted it to us. 

Senator O’Manoney. I just wanted to fix the responsibility. And 
we have taken it off of your shoulders now, and put it on the Depart- 
ment 

Mr. Firemmine. To a certain extent you have. I approved it. 

Mr. McHveu. I wonder if you could tell us, Dr. Flemming, when 
that plan was submitted to the Attorney General for his approval ? 

Mr. Fiemmine. Mr. Chairman, the Attorney General and his 
representatives began to partiticpate in the discussions involving this 
plan of action the latter part of July, I would say the last 2 or 3 days 
of July 1956, and was kept fully apprised of all developments in con- 
nection with the consideration of the plan of action, and I am sure 
that his representatives would testify that they made suggestions rela- 
tive to the plan of action which were incorporated in it. The formal 
letter from me to the Attorney General was transmitted, as well as 
the formal letter to the Chairman of the Federal Trade Commission, 
on August 10,1956. And I received on the same day a letter from the 
Attorney General approving the plan. 

Mr. McHvueu. Does that mean that the Attorney General on that 
same day had to study and analyze this plan to determine whether or 
not the needs of national defense outweighed the consequences from a 
competitive point of view? 

Mr. Firemmine. It does not, Mr. Chairman, because I have very 
clearly pointed out that the Attorney General was in on this matter 
dating back toward the latter days of July, and was a full participant 
in what was going on from that time until the time that there was 
the formal exchange of letters. In other words, this was a case where 
the Government decided to do its consulting by a method other than 
writing a lot of letters back and forth—which I found to be a pretty 
good way of operating anyhow—and then when you finally enter into 
a formal exchange of letters you have already had a pretty good meet- 
ing of minds on the part of the interested parties. 

Mr. McHveun. In this connection, I wonder if you could furnish 
for the benefit of the committees here the various letters that you have 
received from the Attorney General approving the plan of action, and 
approving the previous agreements relating to petroleum ? 

Mr. Fiemmrnec. I would be very happy to. We will give you the 
whole file on that. 

(The material referred to may be found in the appendix.) 

Senator O’Manoney. Have you completed your statement ? 

Mr. Fiemmine. I do not have anything further. I am prepared 
to respond to questions. 

Senator O’Manonry. Do you intend to respond to the question of 
Senator Neely now about imports? 
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Mr. FitemMine. If you would like to have me, I would be very happy 
to at this point. 


Senator O’Manonry. You may proceed. 


OIL IMPORTS 


Mr, Fremmine. Mr. Chairman and Senator Neely, I might make 
just a preliminary comment on the oil-import situation. I will say 
very frankly that I don’t have all of my dates, and so on, here. with 
me, of the various communications that I issued to the oil, companies, 
because I wasn’t aware we were going to go into this at this time. But 
I can tell you the story, I think, without that technical information. 

The chairman read into the record the provisions of section 7 of the 
Trade Agreements Act. And I am acquainted with the legislative 
history back of section 7. 

As you recall, Senator Neely, some time prior to the Senate’s con- 
sideration of section 7, a Presidential Advisory Committee on Energy, 
Supplies, and Resources had issued a report. It was my privilege to 
serve as the Chairman of that Committee, It was in reality a Cabi- 
net Committee. It was a committee that was set up to take a look at 
the whole energy field, and they considered not only the question of 
oil but also the ‘question of gas and coal, and so on. But we did spend 
a great deal of time on the oil-import problem. And as a committee 
we arrived at the conclusion that the o1l-import situation was moving 
in a direction which presented a very serious issue as far as national 
defense was concerned. We felt that if it continued to move in that 
direction that it would remove the incentive for exploration and dis- 
covery in this country, or certainly seriously undermine that incentive, 

And so we said that we felt that the oil i imports should be related to 
the domestic production, and we suggested that the proportionate 
relationship that existed in 1954 should be the goal and the objective 
of the Government and of the industry. 

We appreciated the difficulties that are involved in taking a histori- 
cal base for approaching a problem of this kind, but after considering 
a great many other ap yproaches we decided that this would be the best. 

We urged the companies to accept this on a voluntary basis. We 
said, however, that if companies did not accept it on a voluntary basis, 

we felt that the Government would be under obligation to consider 
what appropriate action could or should be taken. 

Senator Nrerty. May I interrupt you? 

Mr. FLemmina. Surely. 

Senator Neety. You doubtless recall that such outstanding admin- 
istration spokesmen as Senator Millikin, of Colorado, and Senator 

Carlson, of Kansas, said in response to inquiries on the floor of the 
on when the amendment was under consideration, that if the oil 
companies did not reduce their imports, in accordance with the law 
we were then endeavoring to pass, they were certain that the adminis- 
tration would take vigorous action in behalf of reduced importations. 

Mr. Fiemme. I think, Senator Neely, that that is an accurate 
summary of the views that were expressed on the floor of the Senate 
when this amendment was under consideration. 

Senator Nreety. It may not be important, but may I add that if it 
had not been for this assurance given in behalf of the administration, 
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in my judgment my amendment, which would have very definitely 
reduced these imports would have been adopted. 

Mr. Fiemmine. If I might, Senator, complete the account of this 
Cabinet Committee report, there is just one other point I want to make 
on it. In the report we did say that we felt that this question of the 
proportionate relationship between imports and domestic production 
should be reviewed from time to time. But nevertheless we were very 
firm in our conclusion and in our conviction that there was a definite 
relationship between the oil import problem and the national defense. 

I think we ought to point out at this time, because this is a matter 
that is oftentimes misunderstood by people—we didn’t recommend— 
and I don’t know of anyone who nit recommended this—we didn’t 
recommend that imports should be held at the 1954 level. We said 
that the proportionate relationship that existed in 1954 between im- 
ports and domestic production should be maintained. And of course 
we know that domestic production has been moving up, and therefore, 
of course, that recommendation made provision for oil imports to move 
bit This wasn’t an effort to freeze the oil imports at a particular 
evel. 

Now, after the passage of section 7 of the Trade Agreements Act, 
you will recall that I took various steps in an effort to determine 
whether or not we could obtain voluntary action on the part of the oil 
companies that would result in maintaining that proportionate rela- 
tionship. The chairman in his opening statement referred to the fact 
that we had a voluntary agreement. I am afraid I will have to say 
that I never obtained an agreement on the part of the oil companies 
in this particular instance. But we did start on what we thought was 
an orderly procedure. 

First of all, we issued a letter stating that we were going to ask 
them to file reports with us regularly so that we would have the basic 
information on which we would determine what action should be 
taken. 

In the second place, after getting some of those, or getting the initial 
reports, we wrote to them and indicated that their reports indicated 
that they were not going to achieve this objective of the 1954 propor- 
tionate relationship. We made specific suggestions as to what they 
could do to reach that particular objective. We asked them to let us 
know whether or not they would do that. 

Senator Nreety. Did they make any commitments in response to 
that letter ? 

Mr. Ftemmine. Well, some of the companies, Senator Neely—and 
I certainly want to be perfectly fair about this—some of the companies 
did respond very quickly and very promptly, and indicated a willing- 
ness to follow the suggestion made by the Government. 

Senator Neety. Would you object to stating how many of the 15 
companies listed by the chairman this morning, and also by others here 
responded to that appeal ? 

Mr. Fremmine. If I might, I would like to have the opportunity 
of checking my records on this so that I would be absolutely accurate 
in responding to your question. But I will be very glad to furnish 
it for the record at this particular point. As I say, some of them have 
been very cooperative right along the line in connection with requests 
that we have made of this nature. 
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(The information referred to is as follows :) 


The various letters from the Director of the Office of Defense Mobilization to 
oil importers concerning the rate of importation were sent to varying mailing lists, 
one of them to as many as 48 companies. Of the total companies to which any 
letter was sent, eight are members of the MEEC. Of these, the reports from five 
indicated positive cooperation with the request for limitations on imports. 

Senator O’Manoney. May I ask you if any of the conferences were 
held with Standard of New Jersey ? 

Mr. Fiemuinc. Mr. Chairman, I did not confer with any of the 
companies. I did this by correspondence. 

Senator O’Manonry. Were any of these letters addressed to Stand- 
ard of Jersey ? 

Mr. Fiemaina. Oh, yes, they were addressed—I would have to re- 
fresh my memory as to just what response I received from it. 

Senator O’Manoney. The record of your answers now makes it 
clear that the Chairman of the Middle East Emergency Committee is 
a vice president of Standard of New Jersey, which did not make a 
satisfactory answer to your plea about imports. 

Mr. Fiemnuine. Mr. Chairman, I didn’t say that. 

Senator O’Manoney. I know you didn’t, but I interpreted it. 

Mr. Ftemmine. Well, Mr. Chairman, I am afraid that that would 
not be a correct interpretation. I would hope that the committee 
would let me refresh my memory on the individual companies, but in 
view of the fact that this has come in, my recollection is distinctly that 
Standard of New Jersey has cooperated with us completely on the 
oil import problem. Now, again, I would like to check the record 
to make sure of the accuracy of my statement. But that is my dis- 
tinct recollection, that Standard of New Jersey is one of the companies 
that cooperated with us in this particular area. 

Senator O’Manoney. The committees, of course, and the chairmen 
want only the facts. 

Mr. Fremmrine. That is right. And so if you will give me a chance 
to dig into the files on that I will give you the facts on it, I assure 
you. 

Well, without trying to indicate the exact dates, one or two other 
communications of a similar nature were sent to the oil importing 
companies. 

Finally, however, the response was such that I decided to hold a 
formal hearing under the provisions of section 7 of the Trade Agree- 
ments Act on the oil import problem. 

As you appreciate, Senator Neely, the amendment does not require 
me to hold a formal hearing, or to hold a hearing—I won’t call it 
formal in the sense of an administrative proceeding, but a public hear- 
ing. I have decided, however, that it is just good public policy in 
situations of this kind before I take any action to hold a public hear- 
ing so that anyone who wants to appear and express a point of view 
can do so. That public hearing was held in November 1956. And 
representatives of both sides of this particular issue did appear, and 
we have a very voluminous record. However, soon after that hearing 
closed, the Suez crisis developed. And obviously the factual infor- 
mation which had been presented to us at the hearing was out of 
date—I mean, as soon as we knew 
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Senator Nrety. What, if any, cooperation have you had from the 
Independent Oil Operators Association, which is headed by Mr. 
Walter Hallanan, a very distinguished man from West Virginia ? 

Mr. Ftemminc. Mr. Robert Wood is the head of the Independent 
Association. Mr. Hallanan is the present Chairman of the National 
Petroleum Council, Senator Neely. 

I would say, speaking as a Director of the Office of Defense Mo- 
bilization, that my relationships with the independent domestic pro- 
ducers have been very fine. 

Senator Nreety. They have been very cooperative in this matter? 

Mr. Fiemminc. They have been cooperative. They have been will- 
ing to let the Government attempt to work this out on a voluntary 
basis. But it is only when they arrived at the conclusion that the re- 
sponse to our efforts was not sufficient or not adequate that they filed a 
petition under section 7. And it was in response to the petition that 
they filed under section 7 that we held the public hearing. 

I think, just to round it out, I should say this, that because of the 
fact that the factual situation changed completely as a result of the 
loss of the Suez Canal and the loss of the Iraq pipeline, I suspended 
action on the petition in December, but indicated very clearly that as 
soon as the situation began to settle down again we would again call 
for information and determine whether or not the plans of the import- 
ing companies were in harmony with our objective, and if not, we 
would be prepared to take appropriate action under section 7. 

Senator Neety. Thank you very much, Mr, Flemming. 

Senator O’Manoney. Are there any questions ? 

Senator Barrerr. I would like to ask a question. 

Senator O’Manonry. Senator Barrett. 

Senator Barrerr. Dr. Flemming, you indicated that you had no 
authority to require these various producers to increase their produc- 
tion. Do you have any authority insofar as refining is concerned, as 
relating to refined products ? 

Mr. Fremminc. Mr. Chairman and Senator, in our judgment the 
Defense Production Act does give us authority as far as refinery runs 
are concerned—and I am speaking now simply of the legal situation 
and not touching on the policy issue involved. I stated that, and that 
is the best judgment of my general counsel and of others who are 
acquainted with the Defense Production Act and the history of that 
act. 

Senator Barretr. Now, having in mind 

Mr. Fremmine. Mr. Chairman, if I might, I would like to have the 
opportunity at this point of inserting in the record the relevant pro- 
vision of the Defense Production Act which I feel gives us that 
authority. 

Senator O’Manoney. It isso ordered. 

(The provision of the Defense Production Act referred to may be 
found on p. 49.) 

Senator Barrerr. Having in mind your authority in that regard, 
nevertheless you attempted to work out this plan on a voluntary 
basis with the producers of the company; did you not? 

Mr. Fremmina. Yes, sir. Every step that has been taken up to the 
present time has been on a voluntary basis. 

Senator Barrerr. Now, I did understand you to say that the pro- 
ducers themselves based the application for relief under the provisions 
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of the Defense Production Act, or did the Government initiate that 
proceeding ? 

Mr. Fiemmine. Senator, I said that the domestic producers initiated 
action under section 7 of the Trade Agreements Act, which is the sec- 
tion dealing with imports. They did not initiate any action which in 
turn led to the bringing into existence of the Middle East Emergency 
Committee. But as far as the action under which I held a hearing on 
the oil-import situation in November is concerned, that was done on 
petition of the domestic producers. 

Senator Barrerr. Yes, I understand that, but the point that I have 
in mind was the implementation of the work under the amendment 
and the understanding of May 8 last whereby the Attorney General 
proceeded to give an approval to the understanding that was reached. 
Now, was that understanding initiated by the Government of the 
United States, or by these various oil companies? 

Mr. Fiemmine. Senator, as I indicated in response to an earlier 
question of the chairman, the plan of action under which we were 
dealing with the Middle East emergency situation was initiated by the 
Department of the Interior, and that of course was considered by the 
other departments which I have named, and finally approved by the 
Attorney General on my recommendation. That was entirely an ac- 
tion on the part of the executive branch of the Government acting 
under the authority of the Defense Production Act. 

Senator Barrerr. And the Attorney General issued his concurrence 
and approval, then, at the request of the Department of the Interior 
and yourself; is that right ? 

Mr. Fiemmrne. Technically at my request. The flow is, it comes 
from the Department of the Interior to the Director of Defense Mo- 
bilization, and then I in turn ask the Attorney General for his ap- 
proval and ask for the Federal Trade Commission to comment—the 
law distinguishes between the Attorney General and the Federal Trade 
Commission—the Attorney General must give it his approval, and we 
must give the Federal Trade Commission the opportunity of coop- 
erating. 

Senator Barrerr. And these cooperators, then, are working at the 
instance of the request of yourself and the Department of the Interior ? 

Mr. Fremminc. That is correct. Once the Attorney General ap- 
proved the plan, I then issued letters of invitation to the oil com- 
panies inviting them to participate under this, or to participate under 
the terms of this voluntary plan of action. And of course they were 
under no obligation, legal obligation, to respond affirmatively to that 
request. 

Senator Barrerr. Now, when you issued these invitations and the 
‘alls, I assumed that you endeavored to get the companies that con- 
trolled the most production in the country; is that not right? 

Mr. Fremmrinc. The test was to get the companies that were par- 
ticipating in the foreign trade, that was your test, to get all of the 
companies into it that were participating in foreign operation, big and 
little. 

Senator Barrerr. You would have to get the companies that had the 
oil at their command, however, in order to supply Western Europe; 
would you not? 

_Mr. Fremmine. Well, Senator, the test was, does the company par- 
ticipate in foreign operations? If it participated in foreign opera- 
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tions, then it was invited. Now, these companies that are on the com- 
mittee did not control all domestic production by any means. 

Senator Barrerr. That is quite true. But it so happened, I assume, 
that there are big concerns that have at their command sufficient oil 
that is available to export; is that not right? 

Mr. Fiemmine. Well, many of them are big, I can go along that far 
with you—and, of course, just looking at the list makes that perfectly 
clear. But they do not control all of the oil that they would need for 
export—I mean, they do have to buy oil from other sources. 

Senator Barrerr. That is a part of their operations? 

Mr. Fremmine. That is right, as a part of their regular operations. 
In this case, of course, they would have to find additional domestic 
sources of supply. 

Senator Barrerr. The fact that a company like the Standard of 
New Jersey is the biggest oil producer and the biggest exporter in the 
world would not subject itself to any criticism by reason of the fact 
that you found it necessary to really get them into the program if it 
was going to succeed, isn’t that a fact, Mr. Flemming? 

Mr. Fiemmine. Senator, that is right. I mean, these companies 
were invited by the United States Government to become a part of a 
plan of action which the United States Government believed was es- 
sential and necessary to carry out an important aspect of its foreign 

olicy. 
. aE Barrett. And that would be the only way you could work 
out the plan, would be to get the people who have the oil for export 
to send it over to Western Europe; isn’t that right? 

Mr. Fiemmine. Again I would say that we needed to get into the 
plan of action the pepe who were engaged in foreign operations, that 
is right, and that we have no directive authority within the executive 
branch that would be anywhere comparable to the area that can be 
covered by a voluntary agreement of this kind. 

Senator Barrerr. You have no authority at all to increase the pro- 
duction in the several States; that would be up to the regulatory bodies 
of the States; is that not true? 

Mr. Fitemmine. That is generally the case, that is right. 

Senator Barrett. That is all, Mr. Chairman. 

Mr. McHvueun. Dr. Flemming, don’t you have the authority under 
the Defense Production Act actually to direct the movements of oil 
directly to the countries and to the persons whom you think would best 
suit the purposes of the Government’s program ? 

Mr. Ftemminc. American oil and American ships only. 

Mr. McHueu. Was there any consideration given to the use of these 
powers before the plan of action of August 10 was adopted ? 

Mr. Fremmine. Yes. In my judgment, if you tried to deal with 
this kind of a problem simply by dealing with United States oil and 
United States Ehips, you couldn’t come anywhere near making as fa- 
vorable a contribution to the solution of the problem as you could or 
can by bringing into a plan of action those who are engaged not only 
in United States oil operation but in foreign operation, and those who 
have access not only to United States tankers but to foreign-flag 
tankers. And the latter is a very important part of my answer, because 
T think we are all acquainted with the fact that a pretty large percent- 
age of the tanker capacity, the free world tanker capacity, is under 
foreign flag. 
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And we felt, I would say very frankly, as we worked on this in the 
planning stage we felt that the limiting factor in this would be trans- 
portation facilities, tanker facilities, and that it was essential to put 
ourselves in a position where we could get a pool of the tanker facili- 
ties so that we could move (a) some of this oil from the gulf over to our 
east coast and (b) from the gulf to Western Europe. And I think it is 
very important to keep that in mind, that that was our basic objective 
in the beginning here, to take care of what we felt would be a shortage 
of transportation and a shortage of tankers. 

Mr. McHuen. You are speaking of foreign oil companies or tankers 
controlled by foreign nationals over which the United States would 
have no jurisdiction ; is that correct ? 

Mr. Fitemmine. That is right. 

Mr. McHvuen. Do I understand, then, for this plan to be effective 
it contemplates participation by the members of the Middle East 
Emergency Committee in some type of arrangement or agreement 
with these foreign companies ? 

Mr. Firemmine. That is correct. 

Mr. McHven. And is that the way the plan has been, in fact, car- 
ried out today ? 

Mr. Fiemmine. Mr. Chairman, if I might, I would like to ask Mr. 
Stewart to respond to that specific question, because it does deal with 
the day-by-day operations of the plan, but the question having been 
raised, I think this is a very good time to get the answer into the rec- 
ord on it. 

Senator O’Manonery. In view of the fact that it is almost 12 o’clock 
and time to take a recess, and in view of the fact that many members 
of the committee will be tremendously interested in your response, I 
am sure that you would like to have a little time to confer about it. 
Suppose we postpone that until this afternoon’s session. Is it agree- 
able to you to come this afternoon ? 

Mr. Fitemmrinc. I will be very happy to come, Mr. Chairman. 

Senator O’Manonry. Let me ask you this question. You spoke in 
your testimony of the planning stage of this complex problem, and | 
assure you again that | sympathize with the complexities of this prob- 
lem as presented to you. Did you consider any alternative plan of any 
kind 4 

Mr. Fiemmrine. I think it is fair to say that, having thought this 
thing through pretty carefully in connection with the development 
of the amendment to the voluntary agreement of May 8, 1956, from 
that point on we assumed that if we were confronted with this kind of 
a situation we would proceed in the manner in which we have pro- 
ceeded. In other words, that became a basic plan, as far as we were 
concerned, to deal with this kind of a situation. 

Senator O’Manoney. Do I understand, then, that the answer to my 
question is “No”? 

Mr. Fiemmine. That is right, because, Mr. Chairman, when I ap- 
peared before the Senate Banking and Currency Committee in con- 
nection with these 1955 amendments, in effect I was asked to consider 
whether or not there were alternative plans of action that could be 
utilized in dealing with problems of this kind. And I said, in our: 
judgment, there were none. And I was backed up in that by the De- 
partmentof Interior, the Department of Defense, and the Department 
of State, who felt that something like that was necessary. 
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Senator O’Manonry. When did you appear before the Banking 
and Currency Committee ? 

Mr. Fiemmine. That would have been back—those were the amend- 
ments of 1955—that was back in, I would say, May, June 1955—it was 
near the end of the session, of that particular session. 

Senator O’Manoney. Over a year ago? 

Mr. Ftemmine. That is right. 

Senator O’Manonry. And long before Nasser blockaded the Suez 
Canal ? 

Mr. Ftemoine. That is correct, Mr. Chairman. 

Senator O’Manonery. Now, the calendar shows that you had these 
three plans. One was approved in 1953, one was approved in 1954, 
another was amended on May 8, 1956, and finally a plan came out 
in August 1956, and then that later was amended. Now Nasser block- 
aded the canal, as I recall it, sometime in October 1956. So that the 
crisis of making it necessary for the United States to provide sub- 
stitute oil for our allies in Western Europe for that which they lost by 
reason of the blockade, that crisis did not arise until long after the act 
of 1950 had been passed, and long after the first plans which you have 
worked on were written ? 

Mr. Fiemmine. That is correct. Mr. Chairman, I would like just 
to read, in connection with the question the counsel has raised and your 
comment, one paragraph from my letter of November 30, 1956, ad- 
dressed to the Attorney General, in which I said: 

Under existing statutory authority this Government may allocate materials 
in the interests of national defense without the consent of the industrial con- 
cerns involved, and it would therefore be theoretically possible for the Govern- 
ment to direct the movement of all oil subject to American jurisdiction without 
involving the companies in any joint action having antitrust implication. Such 
a procedure would, however, have several deficiencies, any of which would make 
it ineffective in the relief of the existing stoppage. Notably, the shipments of 
American oil which must be coordinated are less than one-half the total of such 
shipments, so that similar authority would have to be exercised by a number 
of other governments in order to make a mandatory system effective. This 
would certainly require an international body to integrate the actions of the 
various governments into a single scheme of distribution. Further, it would 
require the creation of advisory bodies made up of oil-company representatives 
who would themselves be required to work out an interchange of information 
adequate to the preparation of considered advice to their governments. Since 
the net effect of this would be the working out of the tentative programs by indus- 
try for implementation by governmental authority, it might serve only to delay 
action by the addition of substantial administrative machinery with the result- 
ant orders conforming substantially if not precisely with the recommendations 
of the industry representative. It is not entirely clear that even such an arrange- 
ment would avoid infringment of the antitrust laws in the necessary process of 
information gathering. 

If I haven’t already done so, I will insert the whole letter to the 
Attorney General in the record. But it seemed to me that particular 
paragraph is relevant to the point we have just discussed. 

Senator O’Manoney. It may be received as an executive exhibit. 

(The letter of Mr. Flemming to the Attorney General dated Novem- 
ber 30, 1956, was made a part of the record, and will be found in the 
appendix.) 

Mr. McHven. Dr. Flemming, isn’t it true that, under the arrange- 
ments you have just referred to, there would be power, however, to 
compel companies to take action which the Government thinks is nec- 
essary pursuant to the objectives of this plan of action ? 
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Mr. Fiemmine. Within the limitations outlined in that letter. 

Mr. McHveu. But under the present voluntary plan of action there 
is no way to compel companies to take action which they are unwil- 
ling to do even though the Government believes that action would be 
necessary to meet the objectives of the program ? 

Mr. Fiemminc. That is a very fair statement of the situation, be- 
cause this says it is a voluntary agreement, and it is a voluntary opera- 
tion all. the way through. Youare absolutely right on that. 

Mr. McHueu. Dr. Flemming, do you feel that the plan of action, 
since the Middle Eastern Emergency Committee was activated ap- 
proximately the early part of December last year, has been effective 
in meeting the objectives of the Government in getting oil to Western 
Europe? 

Mr. Fitemoinea. Mr. Chairman, I am afraid I will have to make a 
speech on that one. I don’t know whether you want to do that now or 
this afternoon. 

Senator O’Manoney. We are always glad to listen to you talk, Dr. 
Flemming. Obviously, it is a question asking for the opinion of the 
witness, and if this were a court, where perhaps we would 

Mr. Fiemmine. You wouldn’t want me to just state my opinion 
without giving my reasons for my opinion, I am sure. 

Senator O’Manonry. We will postpone that until this afternoon. 

Mr. Ftemmine. Whatever you want; I am perfectly willing to do 
it now. 

Senator O’Manoney. You are the most willing and cooperative wit- 
ness we’ have had to date. 

Senator Dirksen, Mr. Chairman, I have one question. 

Senator O’Manoney. Senator Dirksen. 

Senator Dirksen. Dr. Flemming, the data that was adduced at the 
hearing in November with respect to the importation of oil, was that 
sufficient to give some hint as to how far there was a departure from 
the 1954 historical basis, and would those figures have any value for the 
record ¢ 

Mr. FLemmina. Senator Dirksen, I stated in a public statement that, 
with the facts that have been presented to us at the hearing, if there 
had been’ no intervening developments, such as the Suez Canal and 
the Lraq situation, I would have no alternative but to certify to the 
President that the import situation constituted or threatened to impair 
our national security. I would be very happy to supply for the rec- 
ord—it might be a summary of the type of information that was pre- 
sented at the hearing. I would say this, they are obviously outdated, 
and I doubt that we will ever again get a pattern comparable to that 
pattern, because of the intervening developments. But I would be very 
happy to supply it for the record. 

Senator Dirksen. Well, recognizing the fact that the data may be 
rather archaic by now, I still believe it would be useful, because it 
would give us some hint of what the situation was as late as November 
of 1956. So a summary statement, Mr. Chairman, I think, might be 
useful for the record. 

Mr. Fiemmina. Senator Dirksen, we will take information pre- 
sented at the hearing and submitted subsequent to the hearing by the 
companies, and will summarize it in an exhibit and make it available 
for the record. 
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Senator Dirksen. Very well. 

Senator O’Mauoney. Any other questions? 

(No response. ) 

Senator O’Manonry. The committee will stand in recess until 2 
o’clock this afternoon. 

(Whereupon, at 12:10 p. m., a recess was taken until 2 p. m. of 
the same day.) 


AFTERNOON SESSION 


(Present: Senators O’Mahoney (presiding); Barrett, Carroll, 
Dirksen, Dworshak, Wiley; and Mr. McHugh, cocounsel.) 


STATEMENT OF ARTHUR S. FLEMMING, DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION, ACCOMPANIED BY FELIX E. WORMSER, 
ASSISTANT SECRETARY OF THE INTERIOR; AND HUGH A. 
STEWART, DIRECTOR OF THE OFFICE OF OIL AND GAS, DEPART- 
MENT OF THE INTERIOR—Resumed 


Senator O’Manonry. Let me say, gentlemen of the committee and 
those of you who represent the executive departments, that we are 
assembled here to discover whether or not the voluntary plan—by 
which the United States is attempting to substitute oil to our allies 
in Western Europe—is operating without injury to domestic producers 
and domestic refiners, and whether or not the special committee of 
16 originally appointed which consists of the largest oil companies 
in the industry can actually be expected to carry out a program of 
this kind in the public interest and in the interest of the defense of 
the United States. 

The committee will now come to order. I think that we should 
proceed, Dr. Flemming. Are you ready to respond to certain ques- 
tions that were asked this morning ? 

Mr. MeHugh, are you ready to restate those questions? 

Mr. McHveu. I think, Dr. Flemming, we inquired at the conclu- 
sion of the morning session as to whether or not you think the plan of 
action, set up under the August 10 plan of action creating MEEC, 
has been successful in accomplishing the Government’s objective in 
getting oil to Western Europe? 

Mr. Fiemmrne. Mr. Chairman, I will be very happy to respond to 
that question. In responding to the question, I would like to say 
this: That it is a little bit early to make a complete and fair evaluation 
of the results of the actions taken under this plan of action. Some 
evidence is available to us, however, and I think it is very fair for all 
of us to take a look at that evidence and see just what it points to in 
the way of conclusions. 

First of all, I would like in responding to the question to give a 
brief summary of what the Committee has done. In September and 
early October of 1956 the Middle East Emergency Committee and 
the various subcommittees prepared and analyzed information on all 
phases of foreign petroleum operations to determine what measures 
might be taken to redistribute petroleum supplies in the event that 
either the Suez Canal or the Middle East pipelines were closed. 

Apparently as a result of these analyses, the individual companies 
were able to move rapidly after the closure of the Suez Canal-and the 
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stoppage of the Iraq pipelines to reform their own patterns of supply 
and redeploy their own tankers in an effort to achieve maximum utili- 
zation of tanker capacity available to them. 

During the month of November, as we all appreciate, the individual 
companies, on the basis of the information collected by the Committee, 
were able to do a great deal toward moving supplies to Europe in 
substitution for the supplies that had been cut off. Then, within a 
few days after its reactivation, on December 3—and I think it is im- 
portant for us to keep in mind the fact that the Committee was not 
put into action on an operating basis until December 3, which is just 
about 2 months ago—the Committee as a result of its previous analysis 
and study—all of this preliminary work began to pay dividends—was 
able to forward to the Administrator, that is, the Secretary of the 
Interior, the schedules or programs for cooperative action to make 
available additional supplies to Europe. 

When these schedules were issued by the Administrator on the 7th 
of December, the members of the Committee immediately began mak- 
ing cooperative arrangements to implement them. The result of these 
arrangements is demonstrated by the statistics as to movements during 
the month of December. 

On the first statement as to estimated December movements, which 
was based upon information submitted prior to the reactivation of 
the Committee and, therefore, assumed that there would be no Com- 
mittee schedules, movements to Europe from all sources, normal and 
abnormal, were estimated at 1,997,000 barrels per day. The final state- 
ment prepared by the Committee as to December movements showed 
a total movement of 2,427,000 barrels per day. 

These statements also show that loadings for import from the 
Middle East to the east coast of the United States and Canada in 
December were first estimated in early December at 211,000 barrels 
per day. That was the estimate of what would come from the Middle 
East to the east coast of the United States and Canada. That was an 
estimate as to what would happen. 

The final estimate of these loadings for December was 73,000 
barrels per day, and they have shown some further reduction since 
that time. This reduction is a result of the diversion of these sup- 
plies to Europe and the substitution of supplies from the Western 
Hemisphere. 

Now, the speed of such action in realining world supplies and 
involving in many cases diversions of ships at sea would not have been 
possible without the mechanism of the Committee. The magnitude of 
these accomplishments, particularly the cooperative actions that were 
necessary to effect the diversion to Europe of supplies normally moved 
to the Western Hemisphere, could only have been accomplished 
through these provisions of the Defense Production Act under which 
we are working. 

Senator Wirey. May I interject, Mr. Chairman, and ask one ques- 
tion to get this in balance? What did we ship per day to Europe 
before Suez ? 

Mr. Fiemmine. About 50,000 barrels. 

Senator Witey. Per day? 

Mr. Fitemmrine. Yes; per day. 

Senator Dirksen. What was that figure again ’ 


| 
| 








34 EMERGENCY OIL LIFT PROGRAM 


SHIPMENTS TO EUROPE 


Mr. Fiemminc. About 50,000 barrels per day shipments of—this 
was not erude, of course; these were products. We shipped about 
50.000 barrels per day of products to Europe prior to the Suez crisis. 

The Committee organization also, it seems to me, had served to facil- 
itate the carrying out of these actions by affording quick access to the 
detailed kind of information that is needed and by making available 
the combined judgment of petroleum experts from all the companies. 

For example, I was told about 1 company that had a complicated 
tanker movement of about 25,000 barrels per day halfway around the 
world, which is considered to be the best way to use its tonnage. This 
movement was referred to the Supply and Distribution and Tanker 
Subcommittee of the Middle East. Emergency Committee for detailed 
analysis. Their studies showed that, while the movement in question 
was an efficient utilization of tankers by the individual company, it 
could be markedly improved upon from an overall industry stand- 
point by developing an exchange, and this illustrates how greater flex- 
ibility of the industry as a whole can be substituted for an individual 
company’s limited flexibility in the case of an emergency. 

Now, of course, it is difficult to appraise mathematically the extent 
of the Middle East Emergency Committee’s assistance. The Depart- 
ment of the Interior informs me that, in their judgment, without the 
Middle East Emergency Committee, the oil assistance to Europe 
would have been 30 to 50 percent less, and much of it seriously delayed 
during this critical period. 

Now the Department of the Interior is in a position to give you the 
reasoning that lies back of that particular conclusion. ~ They have 
given me the conclusion and I am just simply presenting it at this 
point, but they will be able to give the details on it. 

Senator Wirry. When you said 50,000 barrels per day, you meant 
that was the average per day over months previous to Suez? 

Mr. Fremmine. The answer is “Yes.” Over a period of months and 
prior to Suez. 

Senator Wirry. All right. Now then that has gone up under the 
Committee to 2,027,000 barrels per day ? 

Mr. Fremmina. No, Senator Wiley. Let me go back now and give 
you these figures that you are now referring to. I said that on the 
first statement as to estimated December et euahiiis which was based 
upon information submitted prior to the reactivation of the Com- 
mittee, and therefore assume that the Committee wouldn’t be in opera- 
tion, movements to Europe from all sources, normal and abnormal, 
were estimated as 1.997,000 barrels per day, just under 2 million. That 
is from all sources, Western Hemisphere, Middle East, and every place 
else. 

The final statement prepared by the Committee as to December 
movements showed a total movement of 2,427,000 barrels per day, again 
from all sources. Most of that undoubtedly came from the gulf-coast 
area or the Caribbean, one or the other. In other words, you have 
got an increase there of about 430,000 barrels per day following the 
reactivation of the Committee. 

Let me give you the figure that I think you are interested in, and 
this figure is subject to further check, but it is the best figure that has 
been made available to me up to now. 
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From the first of November until January 23, it is estimated that 
475,000 barrels per day have been moving to Western Europe. Now 
that is of both crude and products, and approximately 258,000 of that, 
as I understand it, has been crude. 

Mr. McHvuan. What period of time does that cover, Doctor? 

Mr. Ftemmine. That is from the Ist of November until January 23, 
an average for that particular period. 

Mr. McHven. During that period of time, what were the Govern- 
ment’s objectives concerning the per-day barr el shipment of crude? 

Mr. Fiematinc. We had estimated in our prior plan that it should 
be possible to move approximately 300,000 barrels per day from the 
gulf coast to our own east coast, and to the Canadian east coast, to re- 
place the shipments from the Middle East. We had also estimated 
that it should be possible to move about 500,000 barrels per day from 
the gulf coast, Caribbean area, to Western Europe. Those were our 
rough estimates based on the best information that was available at 
that time. 

Mr. McHvueu. Do I understand you to say now that the Govern- 
ment’s goal was 500,000 barrels per day to Western Europe from this 
period of time, December 3, approximately, to the end of January ? 

Mr. Firemuine. I wouldn't like to state that as a goal. It was our 
estimate as to what could be done during the—if the resources were 
pooled, and so on; I mean, particularly the tanker resources. 

As you know, even with that shipment to Western Europe, the esti- 
mate was that Western Europe would be meeting only about 75 per- 
cent of its requirements. So certainly if it were possible to move more 
than 500,000 barrels per day, we would want to do it. But the best 
estimates we had at that time were that it would be possible to move 
about 500,000 barrels per day. 

Mr. McHvuen. And do I understand, then, that between December 3 
and the end of January, our total shipments of crude to Western 
Europe were only a little over half that amount ? 

Mr. Fiemmine. No. Our actual shipments from the first of No- 
vember until January 23 averaged 475,000 barrels per day of both 
crude and products. 

Mr. McHvuen. Iam speaking of 

Mr. FLtemmine. The crude shipments were 258,000 barrels per day. 
Now we never assumed when we took that 500,000 figure that all of it 
would be crude. But I think it is fair to say that we assumed that a 
larger percentage of it would be crude than has proved to be the case. 
And the fact that we haven’t been able to ship a larger percentage of 
crude is one of the reasons, as you know, that has created the fuel oil 
problem in Western Europe, and that is really the serious problem 
confronting Western Europe at the present time. 

So, I w ouldn’ t want to say that we were just 25,000 barrels short of 
what we thought we could do. Overall that is a correct statement, 
but actually we estimated a much larger proportion of products—I 
mean, a much larger proportion of crude to products. 

Senator Dirksen. Mr. Chairman, may I ask at this point—I just 
want to get these figures in mind. 

There was a movement of 211 000 barrels a day from the Middle 
East to our east coast ? 

Mr. Fiemminea. That is right. 
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Senator Dirksen. And the purpose of the 300,000 barrels to be 
moved from gulf ports and elsewhere to our east coast was to make 
possible the diversion of those 211,000 barrels to European users? 

Mr. Ftemane. That is right. 

Senator Dirksen, I think probably I should back up there. Before 
this committee started to operate at all and before the Suez crisis, the 
movement of Middle East oil to our east coast was about 300,000 
barrels per day and to the Canadian east coast it was about 50,000 
barrels per day. 

Senator Dirksen. So that is 350,000? 

Mr. Fiemmine. That is 350,000. Now early in November, before 
this committee was reactivated but after the Suez Canal had been 
closed and the Iraq pipeline was out of commission, it was estimated 
that there would be a movement of about 211,000 barrels per day to 
our east coast. In other words, already there was a cutback in the 
movement from the Middle East to our east coast without the com- 
mittee being reactivated. 

After the Committee was reactivated, then the estimate was that 
the movement from the Middle East to our east coast would go down 
to 73,000 barrels per day. 

Senator Dirksen. Now then how successful have you been in mov- 
ing petroleum to the east coast to take care of that deficiency ? 

Mr. Fiemmine. Well, the east coast does not face—I mean, the 
refineries on the east coast do not face any deficiencies. The fact of 
the matter is one of the provisions of the plan of action is that these 
movements must be worked out and rearranged in such a way as to 
insure the fact that we will not have less than our requirements in 
this country. 

Now if I take the next logical step, it brings us into another phase 
of the problem and I think I might, Mr. Chairman and Senator 
Dirksen, if it is agreeable, just complete my evaluation of this tenta- 
tive evaluation, and then you undoubtedly will want to come back 
and ask me questions about it because I certainly don’t want to 
create—let me put it this way: 

I feel that what has happened up to the present time has demon- 
strated very clearly that we could not have made the contribution that 
has been made in dealing with the problems in Western Europe with- 
out having this plan of action in operation. And I also want to again 
stress the fact that this plan of action is in operation because these 
companies have voluntarily agreed to function under it. So I think 
we have made progress. But I do think in evaluating, again, that it 
is very important for us to keep in mind the fact that this is a volun- 
tary program. We are not talking about Government directives of 
any kind at this point. This is a voluntary program. 

All the Government has done here is to make it possible for com- 
panies to participate in a voluntary program with their action sub- 
ject to approval or disapproval by the Government. But the Govern- 
ment has not initiated what might be called a program that would be 
characterized by directives of any kind. This is a voluntary action all 
the way along the line. 

Senator Wier. Has there been any evidence of foot-dragging ? 

Mr. Ftemmine. Well, Iam coming to that. I won’t avoid that. 

Now this voluntary program, I think it is clear from the informa- 
tion that I have already given to the committee, has produced certain 
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favorable results. There has been an effective pooling of tanker fa- 
cilities and I think we do need to keep in mind the fact that that was 
one of our basic objectives. We felt right from the beginning that the 
limiting factor here in terms of being able to deal with this kind of 
situation would be transportation, and I think that by and large the 
results to date indicate that there has been an effective pooling of the 
tanker facilities. 

And then, as I have already indicated, certainly it has helped 
to make possible the shipment of oil to Europe that otherwise would 
not have been shipped to Europe or would not have been available 
to Western Europe. The quantities of crude are not as high as we 
had hoped that they would be, and because they are not as high as 
we hoped that they would be, Europe faces a very serious situation. 
The countries of Western Europe, as far as fuel oil is concerned, 
particularly. 

Senator O’Manonrey. What is your goal? 

Mr. Fiemmine. Well, Mr. Chairman, as I indicated earlier, I don’t 
think that we have really established anything that would be regarded 
as a goal. What we tried to do was to estimate what could be done. 
And in the statements that we made prior to the activation of the 
Committee, we did indicate that we felt it would be possible to move 
an additional 800,000 barrels per day, 300,000 barrels per day to our 
east coast and Canadian east coast and 500,000 barrels per day to 
Western Europe. 

Senator O’Manoney. I was looking at the release of Secretary 
Wormser dated January 27, which is reasonably recent. I quoted it 
this morning in the opening statement, but I find here this statement 
which I think is significant at this point in determining how far 
this program has succeeded and whether or not we are actually lagging 
in the delivery of oil abroad. 

Mr. Wormser said: 

The reduction in supply of oil for power and heat, namely, distillates and 
fuel oil, threatens to have the most severe impact. This is true because, (1) 
from a barrel of crude oil Europe makes and uses only one-half as much 
gasoline as we do in the United States. We consume about six times as much 
gasoline as Europe does, but the United States uses only about twice as much 
distillates and residual fuel oil. 

(2) With oil in short supply, gasoline can be rationed in Europe with less harm 
to essential activities. With tanker transportation in short supply, any move- 
ment of gasoline must be made at the expense of the more essential fuel oils or 
crude oils from which fuel oils may be made. 

(8) Shortages of distillates and fuel oils directly and adversely affect vital 
health, industrial and employment activities. European inventories and esti- 
mates of Europe’s first quarter of 1957 oil requirements indicate that gasoline 
supply will be ample under rationing but that there will be a shortage of 25 to 30 
percent of fuel oil. 

That is the situation, isn’t it, summarized? 

Mr. Fiemminea. That is right. Mr. Chairman, I, of course, share 
completely in the statements that have been made and all 

Senator O’Manonry. You feel that more has to be done? 

Mr. Fiemoine. That is right. All I have been doing up to the 
present time has been—I have been trying to accentuate the positive 
aspects of this because I feel that there are positive aspects to it. 

Now, on the other hand, I am not satisfied. I am not nappy about 
the total results and I will point up now the points at which I am not 
happy about it and the reasons I am not happy. 





; 
{ 
' 








38 EMERGENCY OIL LIFT PROGRAM 


Senator O’Manoney. Before you go to that, I want to read to you 
a report which has just come to me concerning Secretary Dulles. He 
is quoted on the tickers this afternoon as having said at a press con- 
ference that oil shipments from the United States are lower than 
expecied, largely because of the reluctance of the Texas Railroad Com- 
mission to cooperate. But, he said, oil is moving to Europe in sub- 
stantial quantities as of now and he does not believe the situation calls 
for an appeal by President Eisenhower for increased shipments. 

Now, I probably would agree with him that it isn’t necessary to 
urge President Eisenhower to issue an appeal, not while this commit- 
tee is operating, surely. But the appeal that was made by Secretary 
Wormser is being emphasized by this hearing, that there should be at 
least 25 percent more crude shipped to Europe to provide the distil- 
lates, the heat fuel that is essential there, 25 to 30 percent in Mr. 
Wormser’s words, and with that you agree? 

Mr. Fiemmina. There will be a shortage of 25 to 30 percent of fuel 
oil as contrasted with their normal requirements. 

Senator O’Manonry. Yes. 

Mr. Fiemmine. Of course, we didn’t at any time, as you appreciate, 
Mr. Chairman, hold out that we would be able to work out shipments 
that would take care of all of their normal requirements. But I join 
with Secretary Wormser in feeling that we should be able to do better 
as far as this fuel oil situation is concerned than we have done up to 
the present time. 

If I may, I will indicate to you some of the things that disappoint 
me a little bit about the way in which this has operated. But I would 
like to say this, Mr. Chairman. I think we have got to keep the time 
sequence in mind here and the time factor in mind because we are deal- 
ing with something that has only been in peration 2 months, and we 
are dealing with a very complex industry, as all of us appreciate. 

Senator O’Manonry. Yes. I have stated that over and over again. 

Mr. Fiemmine. That is right, and it is not easy to turn things 
around rapidly, so that I think we do have to keep that perspective 
in mind in fairness to everyone concerned. 

Senator O’Manoney. I was going to say that in reciting those 
factors of the program with which you are not too happy, I hope 
you will discuss your view as to why the program has not done better 
than you intended it to do. 

Mr. Fremmine. Yes. Well, about the middle of January it became 
apparent that the trend in shipments of oil to Western Europe was 
such as to create a real problem for Western European countries as 
far as fuel oil is concerned, and the quotation that you have just read 
from Secretary Wormser’s statement bears that out. 

Now, I would be less than frank if I did not say that we were 
disappointed over certain developments or lack of developments. 

In the first place, I have been disappointed over the fact that there 
has not been what I would regard as an adequate adjustment of 
refinery runs to reduce the amount of gasoline and to make available 
additional amounts of crude which, of course, if they were available 
for shipment to Western Europe, in turn could be processed into fuel 
oil. 

Senator Witry. Who isto blame for that ? 

Mr. Fiemmine. Secretary Wormser in his statement, to which refer- 
ence has already been made, made an appeal to the American com- 
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panies who operate these refineries to make adjustments that would 
reduce the amount of gasoline, and that would make available addi- 
tional amounts of crude. I notice some stories in the newspapers to 
the effect that some steps have been taken and are being taken in this 
direction. It is too early for the Government to get official reports 
back from these companies so that we could give actual statistics indi- 
cating whether or not the trend is in what we would regard as the 
right direction. 

But, certainly looking at it from the standpoint of our overall ob- 
jective, we think that it would make sense to reduce the amounts of 
gasoline in connection with these refinery runs and in that way to make 
available additional amounts of crude. The companies themselves, of 
course, must make that decision. 

I responded to a question earlier from Senator Barrett as to whether 
or not we had the authority under the Defense Production Act to 
issue some orders along this particular line. I responded that we did. 
But I am sure that you can appreciate that if we moved in that direc- 
tion, we would be setting into motion forces that would lead us down 
a pathway to additional controls in order to keep everything operating 
in an equitable way. 

I understand that there are those in the industry who question 
whether or not we have that authority. Of course, that is debatable. 
I mean, I can fully appreciate that persons could have different points 
of view on this. 

Senator O’Manonry. We want to keep out of the courts, however. 

Mr. Fiemmine. That is right. Our best judgment is that we do 
have the authority. But our best judgment up to the present time is 
that as a matter of policy it would be unwise to exercise that authority. 
In other words, to take hold of one segment of what is an interrelated 
problem and deal with it in one way and then try to deal with every- 
thing else on a voluntary basis would lead to complications that we 
think would be unfortunate. 

Now. I appreciate the fact that that also is debatable, but that is our 
best judgment as of the present time. 

That is the first one. In the second place 

Senator Witry. Is there any answer to the position you have just 
taken?’ In other words, do the companies take the position that they 
are justified in doing what they are doing ? 

Mr. Fremmine. No. I don’t understand that they do, Senator 
Wiley, and as I have indicated, there are indications pointing to the 
fact that they will respond affirmatively to the kind of suggestion 
that Secretary Wormser made in his statement a week ago Sunday, 
and I hope they do, and on a voluntary basis. 

I think it would be tremendously helpful all the way around be- 
cause it—well, it would improve the picture over what it is at the 
present moment. 

Now, the second thing is this. I have been disappointed to note an 
increase in shipments of crude oil from Venezuela to the United States. 
The reason I have been disappointed to note that is that I know that 
the run from Venezuela to Western Europe is shorter than the run 
from our gulf coast to Western Europe. 

Consequently, to the extent that the needs of Western Europe are 
met by shipments from Venezuela as contrasted from our gulf coast, 
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additional tanker capacity is made available and it would certainly 
make good sense to get just as much moving from Venezuela to West- 
ern Europe as it is possible to move. 

I want to be perfectly fair on this issue because this is a controversial 
one and people will argue it both sides, and I am sure you will have 
witnesses here from the industry who will indicate to you their reasons 
for finding it necessary to make these shipments from Venezuela par- 
ticularly to our east coast. They will point out that when they re- 
duced the shipments as drastically as they have been reduced from 
the Middle East to our east coast and to the Canadian east coast. it 
became necessary to find substitutes for those shipments. In fact, 
they point out that our plan states that nothing must be done here in 
the rearrangement of shipments of oil that would mean that our 
country would not be able to meet its requirements. 

The question very naturally arises in the mind of anyone, why 
do they need to ship from Venezuela to our east coast? Why can’t 
they get shipments from our gulf coast to our east coast? And then 
you get into a real debate because they say we would do it but it 
hasn’t been made available to us. The domestic producers will say, 
all you have got to do is ask for it and it will be made available. 

And on the other side the companies will say, well, some of us 
have recommended and nominated increases in allowables in various 
States, particularly the State of Texas, and that hasn’t been granted. 
If that were granted, then we would have crude oil that we could move 
from the gulf coast to the east coast and we could cut down on the 
imports from Venezuela. 

Now, I am not going to draw any conclusion on that particular 
argument because I frankly haven’t arrived at a conclusion as to that 
particular argument. I just don’t think that at the moment I have 
enough evidence to form a conclusion. I am disturbed about it; (1) 
from the point of view that if these Venezuelan shipments to our 
east coast could move to Western Europe, we would have more tanker 
capacity available. 

So, I am disturbed about it from the standpoint of Western Europe. 

Earlier this morning I had a rather long discussion with Senator 
Neely about the problem of oil imports and I am disturbed about this 
from that particular point of view, whether or not we are developing 
some patterns here that are going to be very difficult to live with when 
we move into a more normal period, namely, when the Suez Canal 
is opened and when the Iraq pipeline is available to us again. 

Senator O’Manoney. When do you think the Suez will be opened 
and the Iraq pipeline available? 

Mr. Fiemmine. Could I hold that for just a minute? I was going 
to reach that in just a minute. 

Senator Wizey. I hope you will be positive. 


VENEZUELAN SHIPMENTS 


Mr. Fiemmrne. I will be positive. I will try to lay it out. 

Well, under these circumstances I think this Venezuelan situation 
does present us with a rather puzzling situation and one, as I say, 
that on the basis of the evidence that is now available does not make 
ine too happy. On the imports, I was mentioning the import situation, 
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I want to say this, that as a result of my own contacts with this total 
problem over a period of the last few years, I am absolutely con- 
vinced of the fact that we do have to get a reasonable balance between 
imports and our domestic production if we are going to maintain 
an incentive for exploration and discovery. 

I am not going to be dogmatic as to what that balance has to be. 
I don’t thinks anybody can afford to be dogmatic about it, but cer- 
tainly the experiences of the past few months have indicated to us 
more clearly, possibly, than any experiences that we have had as a 
nation, the fact that we just can’t afford as a nation to destroy or to 
minimize incentives for exploration and discovery in this country. 
We need to discover all of the reserves that we can. We can’t let 
ourselves get in a position where we become partially dependent upon 
sources, certainly, such as the Middle East. And I don’t think I 
need to underline that or emphasize it any more. It is something that 
is clearly in the minds of all of us. 

Senator O’Manoney. Would you permit me to interrupt here? 

Mr. Firemmine. Surely, Senator. 

Senator O’Manoneyr. Am I not correct in assuming that by this 
testimony you mean that the preservation of the existence of our 
domestic independent producers and refiners, their ability to continue 
to operate, is in the first line of national defense as well as the supply 
of oil to Europe? 

Mr. Fiemmine. Mr. Chairman, you have summarized very effec- 
tively what I have been trying to say here in the past few minutes. I 
agree with you. And that is why I personally hope that this present 
tendency in the direction of stepping up the imports from Venezuela 
could be reversed so that there could be additional shipments to 
Western Europe from Venezuela and so that our east coast and that 
the Canadian east coast could be taken care of by shipments from the 
gulf coast. 

Now, Mr. Chairman, I appreciate the fact that this brings me right 
down to the point that the Secretary of State was apparently asked a 
question about in a press conference earlier today. I want to say this, 
that I hope I have an appreciation of the type of problem that con- 
fronts those who serve as members of the State regulatory commis- 
sions. They are operating under laws which charge them with the 
performance of certain duties and responsibilities. I recognize, look- 
ing at it from their point of view, that increases in allowables by some 
of these commissions would constitute a calculated risk on their part. 

In view of the international situation, I had hoped that such a risk 
would be taken to a greater extent than it has up to the present time. 

The Department of the Interior, through Secretary Wormser in his 
statement that was issued a week ago Sunday, in effect has asked the 
State commissions to take further calculated risks along this line in the 
interests of achieving the objectives that Secretary Wormser so 
effectively set forth in his statement. 

Now, personally on this point I am confident that the State com- 
missions, including the railroad commission of the State of Texas, 
will reappraise their positions in the light of the facts that are develop- 
ing and are unfolding on a day-to-day basis because I have every con- 
fidence in the fact that they recognize the seriousness of this problem in 
terms of our foreign policy, and I have every confidence in the fact 
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that they will want to make whatever contribution that can be made 
in helping us deal with what is certainly one of the most difficult 
problems in the foreign-policy area that has confronted us in a 
considerable period of time. 

Now I am sure, Mr. Chairman, that the type of problems that have 
arisen, and I have dealt with three of them here, under this voluntary 
program, are almost sure to arise under any voluntary program. But 
on balance I am not at all sure but that the results may not be better 
right up to now and in the long run than the results that would be 
achieved by bringing a large governmental organization into being 
in order to deal with short-term emergencies of this kind. 

We are not in a shooting war. We are not dealing with all of the 
problems that are involved, that we become involved in when we get 
into a shooting war. We are dealing with what I am sure all of us 
believe, and certainly hope, is a short-term emergency. 

Now, this brings me to the question that the chairman asked just 
a few minutes ago. I think it is beginning to look as though this 
emergency may be shorter than we thought it would be. Looking at it 
from a strictly engineering point of view, it now seems clear that if 
would be possible or will be possible to clear the canal so that it can 
be used for transportation much earlier than had been anticipated. 
We begin to hear figures of March 1, March 15, somewhere along there. 

Now, you will note that I stressed looking at it from the standpoint 
of the engineering problems involved. I am not making any prophecy 
as to when the political—using that in its broad sense—issues that 
are involved in this situation will be solved. I don’t have any informa- 
tion that would give me a basis for making any such: prophecy. I 
recognize and we recognize that they are difficult problems and it 
may take some time for the United Nations and others who are work- 
ing on them to work them out. 

But all I am stressing is the engineering aspect of it. It looks as 
though that aspect of it can be cleared up much sooner than we had 
been told. 

Senator O’Manoney. Mr. Flemming, may I say this? 

Mr. Fiemmrine. Yes. 

Senator O’Manoney. Last night I was watching a television broad- 
east from Suez, or from Port Said. This was an interview between 
a television correspondent and the former Chief of Engineers of 
the United States who has been given the task of clearing the Suez 
Canal.’ He was asked.that. question, about when the canal would be 
cleared and whether it would be possible to expect it by the Ist of 
March. He didn’t say so. He said he couldn’t predict that. But it 
was clear from what he did say that all this talk about clearing the 
Suez Canal so far heard has been in relation to small shipping and 
apparently not in relation to big shipping. 

You gentlemen on that side of the table will probably know better 
than I whether small shipping would contain tankers of sufficient 
capacity to have any effective result on relieving the shortage in 
Western Europe. 

Mr. Fiemmine. Mr. Chairman, we have recognized that this would 
be taken in-two phases. I mean, the first phase under whieh it would 
be possible to move tankers—I mean to move ships with a draft of 
about 25 feet—it is my understanding that that would make it possible 
to move the tankers south in ballast and then you would have to load 
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them and to continue to move them around the cape. But, of course, 
you would gain quite a little even if that were all that you could do. 

But when we have also understood that the second phase, namely, 
when you would be able to move the tanker, the tanker of normal size 
through, would not be too far beyond the entering into of the first 
phase. 

Senator O’Manoney. We all hope that is true. 

Mr. Fremmine. That is right. 

Senator O’Manonry. How about the pipeline? 

Mr. FiemMine. On the pipeline, in terms of getting some move- 
ment through the pipeline, it is my understanding that that is essen- 
tially a political problem, again using it in the broad sense, that if you 
could get in to repair the pipeline at the points where these pumping 
stations were blown up, simply.to connect up the lines, that you could 
get a movement of about 200,000 barrels per day through this line. 
To get it back to its former capacity of 540,000 barrels per day will 
undoubtedly take several months because you have got a problem 
there of rebuilding these pumping stations. 

But, if the political problem could be solved, you could begin to get 
200,000 barrels per day through that pipeline that we are not getting 
at the present time. 

Now, Mr. Chairman, I will just complete this very long answer to 
a single question by saying that in the meantime I feel that as a Gov- 
ernment we have the responsibility of doing everything we can to 
bring the factual situation and our foreign policy objectives to the at- 
tention of all parties, and I am sure that the Department of Interior 
is doing and will continue to do just that. 

And, Mr. Chairman, I am sure that these hearings that you are con- 
ducting at the present time will serve a very useful purpose from that 
point of view because it will literally and ‘figuratively turn the spot- 
light on some basic facts that it seems to me the countr y should know. 

‘Senator Dirksen. Doctor F lemming, suppose it had been deter- 
mined that this should be a Government operation instead of a volun- 

tary private operation? How long would it have taken to develop an 
effective force both in W ashington and in the field, prepare the neces- 
sary regulations, have them reviewed and made effective, and get into 
operat ion? 

Mr. Fiemmine. Senator Dirksen, I think we would even have to go 
back of that. In order to put this kind of a program into effect, we 
would have had to ask Congress for additional legislation. Portions 
of it, as I have indicated, could be put into effect without additional 
legislation, but a program of this magnitude encompassing all that it 
does we would have to have asked for legislation. 

Of course, this developed at a time when Congress was not in 
session and that would have complicated it. But, let’s put that one 
aside and let’s assume that the authority was in existence. How long 
would it take to bring an agency into being, develop the regulations, 
and so on? I have watched this happend on '2 or 3 different occasions 
over a period of the past 15 years, and it seems to me that if anyone 
estimated that’that could be done short of-a 6-months period, he w ould 
certainly be overly optimistic and he would not be tying his judgment 
into the experiences that we have had in the past. I think it would be 
at least that. 
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Mr. McHveu. Dr. Flemming, wasn’t it almost a 6-month period 
that elapsed between the time you began making negotiations for 
adopting this — and the time when, on December 3, it was actually 
put into effect 

r. Fiemmina. There was a lapse of time, but that lapse of time 
was not due to the fact that we were not ready to move into operation. 
We did not move into operation until the President decided that we 
should move into operation on policy grounds. But we could have 
moved into operation much earlier had it been necessary to do so. We 
didn’t know, of course, any of us from day to day, how soon we would 
have to move into operation. If you take a chronological table, a list- 
ing of what happened here, you will notice that there was considerable 
activity in August simply because of the fact that we thought that 
maybe we might find it necessary to put the plan of action into op- 
eration. We wanted to be ready. But as matters developed and as 
things worked out, the President did not tell us to put it into operation 
until December 3. 

Senator Witey. I assume, Mr. Flemming, from what you have said, 
from an engineering viewpoint you are an optimist. From a political 
viewpoint you are not a pessimist, are you ? 

Mr. Fitemmine. No; I didn’t express either optimism or pessimism 
on the political side of it because I am not in a position to do that. 

Senator Wry. That wouldn’t be as a neutralist? 

Mr. Ftemmine. Well—— 

Senator Wry. Well, I want to compliment you, sir, from the 
standpoint of giving the Senators as well as the public an analysis of 
a situation which many of us knew very little about. We comprehend, 
I think, the situation better now, that there are difficulties. You have 
given us a pretty good—let us say a fair evaluation in the sense that 
you are fair, of the problems that have confronted the oil companies. 
You have ciabeubtedliy made out a case, I believe, to the effect that if 
we hadn’t had this agency, conditions would have worsened instead 
of being better. 

There is one angle of it that I would like to get your view on. 
You have told us that there were probably different facts that might 
justify or not justify the action of the oil companies in shipping, as 
they have done, to the United States from Venezuela instead of 
Europe. Is there anything in this picture that justifies the treatment 
that John Q. Public has gotten ¢ 

Mr. Fiemmine. I assume you refer to price. 

Senator Witey. To what? 

Mr. Fiemme. I assume that you are referring now to the prices? 

Senator Winey. Yes. 

Mr. Fiemminc. Let me say this. I expected I would get a question 
along that particular line. In fact, I have had questions along that 
line from the press and it is perfectly appropriate that they should 
be addressed to us. 

I think it is clear to all of us that we do not have any authority in the 
price field, that there are no standby laws dealing with price controls 
on the statute books. It is an issue that Congress has faced from time 
to time along with the executive branch, and the decision has been not 
to put on the books standby laws in the price field. 

That being the case, I have felt, Senator Wiley, that it was not ap- 
propriate for me as an official in the executive branch of the Govern- 
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ment to comment on the price situation, in view of the fact that the 
Government is not in that business. It means that the Government has 
not brought together the factual information on which it would base 
its judgments if it were in the business of setting prices. And not hav- 
ing that evidence in front of me, I felt that, as a representative of the 
executive branch, I should not comment one way or another on the 
price situation. 

Senator Witey. Well, if you don’t want to give us your judgment— 
as I understand it, the price has been raised domesti cally and also in 
Europe; correct ? 

Mr. Fitemmrine. That is right. I mean, I am sure of the domestic. 
I am checking on the Europe. 

Senator Witry. That is what? 

Mr. Ftemmrina. I am sure on the domestic. Yes; it is true as far as 
Europe. That is the price of crude, I assume, you are talking about 
now. 

Senator Witry. Yes. In other words, do you see anything in the 
picture that would justify that raise ? 

Mr. Fitemmrna. Senator, I still feel that I should not comment on 
that aspect of it. 

Senator Wier. Then, have you heard any justification for it? 

Mr. Fremmrine. Well, not having been looking for arguments on 
either side, except what I have read in the newspapers, I think the 
answer to that is, I have read stories in the newspapers complaining 
about the price increase and I have read some statements designed to 
explain it. But I feel that the best people, the best witnesses on that, 
obviously are the people who decided to put a price increase into effect. 
And I am sure from what the chairman said in opening the hearing 
that they will have the opportunity of indicating to the committee 
why they put it into effect, and I am sure that other groups will have 
the opportunity of indicating why they felt it shouldn’t be put into 
effect. 

But that kind of evidence, frankly, is not in the record at the pres- 
ent time, and it certainly is not in the record within the executive 
branch, and now, as a citizen, I would say it is a very healthy process 
for this committee or the committees that are cooperating in this hear- 
ing to make inquiry as to the reasons for it. 

Senator Winey. I have heard the term “astuteness” applied to wit- 
nesses, sir. It applies to you. 

May I say that in pursuing this, it is not with any idea of arriving 
at any judgment on the subject. It is, rather, that our people have 
been considerably aroused, and also Europe has been aroused, and it 
is a matter that does require a little light. Give the people light and 
they will generally find the way. That is what we are looking for now. 
So, I return to what I said before. I want to compliment you, sir, for 
a very fine statement that has given me light. 

Mr. Ftemmine. Thank you, sir. 

Senator Barrerr. Mr. Chairman, I wonder if I might ask a aues- 
tion. I want to join with my colleague in complimenting Dr. Flom- 
ming on the presentation he made here today. In fact, all of your 
public service, I think, has been a great credit to yourself. 

Now, there are just two questions T would like to ask you. On the 
matter of imports, apparently you came to the conclusion that they did 
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impair the capability of our domestic industry to produce for national- 
defense purposes. Now, I call your attention to the fact that, having 
taken that position, I assume that most of those imports came from 
the Middle East area at that time, at least a great deal of them. Now, 
has our industry been impaired to the extent that they were unable 
to meet this contingency that came up here on an emergency basis? 
In other words, is our domestic industry put in a position, because 
of the imports, that when the necessity came to help Western Europe, 
that they didn’t have the capability by reason of a lack of exploration 
and development occasioned by the competition from foreign imports? 

Mr. Fremmine. Senator Barrett, may I say first of all that the 
finding which I indicated publicly I was prepared to make, on the 
basis of the fact that existed prior to Suez, would be a finding that 
imports threatened to impair the national security, and in using that 
expression I am quoting from section 7 of the Trade Agreements Act 
itself. 

In response to your specific question, I don’t think that the domestic 
situation is such now that it is not possible for us to deal with the 
present crisis. I think that that capability does exist. The fact of 
the matter is. sometime prior to putting the plan of action into opera- 
tion, I think it was Mr. Stewart, the head of the Oil and Gas Division 
of the Department of Interior, who invited representatives of the vari- 
ous State commissions to Washington to evaluate their capabilities, 
and my recollection is that together they informed him that, for a short 
pera of time, anyhow, it would be possible to step up production 

y 214 million barrels per day. So that, just taking the evidence 
peers by the State commissions, I would say that our present capa- 
vility is O. K. But we assume that we are in an age of peril. I use 
that expression of the President—at times he has been asked just 
what he meant by that in terms of years, and he has talked about 35 or 
40 years. 

So, it seems to me that in looking at all of these defense problems, 
it is absolutely necessary for us not just to think of our immediate 
situation but to project ourselves into the future. And our Cabinet 
Committee in projecting itself into the future said that, unless we 
maintain a reasonable relationship between imports and domestic pro- 
duction, there will be an impairment of our ability to deal with these 
problems in the future. 

Senator Barrerr. Well, I quite agree with that summary of the 
situation, but what I would like to ask you, is there any feeling among 
the industry that if they did expand their production in this country 
to the amount of, say a million barrels a day, and then the situation in 
the Middle East would clear up and the Middle East oil would be 
available for Western Europe and also for import into this country, 
that then they would find themselves in a rather weakened condition 
because of that fact? 

Mr. Fitemmine. I am sure, Senator. that there is that feeling, and 
it is understandable that there would be that feeling upon the part of 
the domestic producers, and certainly that is why I stressed earlier 
the importance that I attached to the import problem, and that is why 
I stressed my disappointment over the fact that instead of some of this 
Venezuelan crude moving to Europe, it is moving to the United States 
at the present time. 

Senator Barrer. ‘Thank you very much, Mr. Flemming. 
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Senator CarRon. Me, Chairman, may I follow the price question 
put by Senator Wiley 

If you thought thot the pricing of oil interfered with a 

and shipping, “would you consider that a part of your authority a 
Defense Mobilizer ? 
Mr. FLtemmina. Senator, if we reached the place where we felt that 
the price situation was impairing our national-defense position, we 
wold certainly have an obligation under those circumstances to come 
to Congress and present the matter to the Congress with recommen- 
dations. 

However, I will say this, that I personally have always felt that, 
looking at it from a regulatory point of view, it was very difficult to 
single out a particular commodity. If we have to at any time get 
bi ack into price controls, I think we would find it difficult to deal with 
it on a piecemeal basis, that whatever we might gain, say, in a partic- 
ular area, would be more than offset by the complications that would 
develop 1 in other areas. 

So it seems to me that, as we look at the price problem, our respon- 
sibility is to look at it across the board and determine w hether or not 
we need authority that we do not now have to control prices. And as 
things stand at the present time, it is our judgment that we do not need 
such authority. 

Senator Carrotu. I notice in Senator O’Mahoney’s excellent state- 
ment his observation that the Attorney General and the Federal Trade 
Commission were called upon to give their opinion concerning the 
antitrust laws. What were they considering if it was not the price 
situation ? 

Mr. Fremminea. Well, Senator, I am afraid that I would have to 
refer to the Attorney General or his representatives or the Federal 
Trade Commission for the thoughts that went through their minds 
and the factors that they considered in arriving at the conclusion. As 
you know, the law itself places upon the Attorney General the respon- 
sibility of reviewing the agreements and programs and it says: 

“And if he finds after such review and after consultation with the 
Director of the Office of Defense Mobilization and other interested 
agencies that the adverse effects of any such agreement or program 
on the competitive free-enterprise system outweigh the benefits of the 
agreement or program to the national defense, he shall withdraw his 
approval.” 

Senator Carroii. That is the quotation I had in mind. 

Mr. Firming. That is the basis on which he would disapprove. 
Now, he very obviously decided that the interests of national defense 
were such as to make it necessary to approve the plan that was sub- 
mitted to him. 

Senator Carroiu. Were there any discussions either i in conference or 
in the so-called plan of action as to the possible price of the sale of 
crude oil being shipped to Western Europe? 

Mr. Ftemmine. To my knowledge there were not any discussions 
on that particular point. 

Senator Carrou. Is there any indication in your mind that the 
shipment of the Venezuelan oil is influenced by the price of oil on 
the eastern market ? 

Mr. Ftemmuine. Senator, I tried to present the arguments that have 
been advanced by the companies for these shipments from Venezuela 
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to this country, and I tried to present the arguments that have been 
advanced on the other side. Those are the arguments that have been 
brought to my attention. 


CRUDE PRICE INCREASE 


Senator Carrott. The reason I ask these questions—it occurred to 
me as I was seated here this morning—and this is again contained in 
Senator O’Mahoney’s statement—the Humble Oil Co. increased the 
price of crude oil on January 3, and this in turn has been followed by 
sncreases in fuel oil, gasoline, and other oil products, and I wondered 
what effect if any that may have on the production of crude oil and 
the shipment of Western Europe. And at the same time I would like 
to ask, what price increase if any has been made in the shipment of 
crude oil to Western Europe? 

Mr. Fixmmine. If I may take the first part of your question to 
link it up with the other questions, I think I should—this is a part of 
the public record—I think in all fairness I should say that the At- 
torney General has announced that he is investigating this question of 
price increases. In other words, he is the appropriate official in the 
executive branch of the Government under existing law to look into a 
matter of this kind, and he is doing it. And I am sure that some of 
the factors that I have identified here already were taken into 
consideration by him. 

Now, as to your factual question as to what the increase—is your 
question what the increase was in the price of crude that is moving to 
Europe ¢ 

Senator Carrott. Yes. What I have in mind is, as you initiated 
this—you call it your plan of action—on the basic agreement, since it 
was initiated, since the beginning of the shipment, has there been a 
change in the price of oil being shipped to Western Europe, and if so, 
when did that manifest itself, how recently ? 

Mr. Fiemmina. The increase, Senator, was an average of 35 cents 
a barrel. 

To give you the date, the shipments to Europe of course started 
early in November—not under this plan of action, but on the basis of 
the actions of individual companies. The plan of action went into 
effect on December 3. This price increase, as I understand it, was 
posted on January 3. 

Senator Carroti. The price increase was posted on January 3% 

Mr. Fiemmine. That is my understanding. 

Senator Carroti. As I recall Senator O’Mahoney’s statement, the 
increase in the price of the Humble Oil Co. was on January 3. Are 
you familiar with that price increase ? 

Mr. Fiemmine. I am sure that is what—— 

Senator Carroti. The reason I asked this question is because you 
expressed your disappointment that the companies have not lived 
up to estimate that you wanted to have them send to Western 
Europe. The question is, they are not sending sufficient crude, as 
I understand your statement, based upon your estimate of the 
situation ? 

Mr. Fiemmine. That is correct. 

Senator Carrott. Then the question, it seems to me, occurs as to 
whether or not this price increase made it more profitable for them 
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to refine in this country rather than to ship the crude under this volun- 
tary agreement, whether that economic situation exists ! 

Mr. Fiemmine. Senator, I am frankly not in a position to answer 
your question. I think it is a question that would deserve very care- 
ful study. I agree with you completely on that, but I am sure you 
would agree with me that it would take a rather careful and detailed 
study to establish whether or not there was a correlation between 
the two. And I assume that some of the evidence that will be pre- 
sented to this committee will have a bearing on that, and certainly we 
will be interested in it. But again it is an area that I am sure is 
being examined and explored by the Attorney General in connection 
with his current investigation. 

Senator Carroiy. Once these major oil companies have breached 
a part of the voluntary agreement, what sanctions can you impose 
under the law? 

Mr. FLemminc. Senator, the way to approach that is this: When 
these oil companies agreed to participate in the plan of action, that 
does not give them as individuals or as a company authority to do 
anything other than to make proposals to the United States Govern- 
ment. If they do not make their proposals to the United States 
Government, and if they are not approved by the United States Gov- 
ernment, then they have no immunity as far as antitrust prosecution 
is concerned. So that if they are going to enjoy the immunity that 
the act gives, they have got to be very careful to make sure that what 
they do is in the way of recommendations to the Government, and 
then the Government must put its stamp of approval on it. 

Senator CarrotL. May I ask one further question? You have ex- 
pressed your approval in a number of cases, and your disappointment 
in a few. You said you have authority, but you don’t really want 
to use it. What is the authority that you can use under the law, if 
this condition should worsen ¢ 

Mr. FLemminc. You mean on this question of refinery runs? 

Senator Carroti. That is right. 

Mr. FirmMine. I will read it into the record at this point. It is 
title I of the Defense Production Act, giving us priorities and allo- 
cations authority : 


Section 101. The President is hereby authorized (1) to require that perform- 
ance under contracts or orders (other than contracts of employment) which 
he deems necessary or appropriate to promote the national defense shall take 
priority over performance under any other contract or order and, for the pur- 
pose of assuring such priority, to require acceptance and performance of such 
contracts or orders in preference to other contracts or orders by any person he 
finds to be capable of their performance, and (2) to allocate materials and 
facilities in such manner, upon such condition, and to such extent as he shall 
deem necessary or appropriate to promote the national defense. 


And just this one amendment: 


No restriction, quota, or other limitation shall be placed upon the quantity of 
livestock which may be slaughtered or handled by any processor. 


Senator Carroti. Thank you very much. 

That is all. Mr. Chairman. 

Senator O’Manoney. May I ask, Dr. Flemming—I don’t think the 
record was quite clear—I think it "should be made clear that the in- 
creased price announced on January 3 by Humble Oil Co., subsidiary 


of Standard Oil of New Jersey, was equally applicable to the United 
States and abroad. 
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Mr. Fremnine. Right. 

Senator O’Manonry. Foreign purchasers as well as domestic pur- 
chasers had to pay the increased price? 

Mr. Firemmine. That is correct. 

Senator O’Manonry. It also ought to be made a part of the record, 
I think at this point, that there have been increased prices all along 
the line—indeed, inflation has become so effective throughout the 
country that former President Hoover only last night announced that 
unless the Government controls prices or controls inflation, that we 
may have some very serious consequences. 

The price of crude oil was lagging behind the price of many other 
commodities—notably steel, for example. I have no doubt that many 
producers in the United States were unwilling to produce at the price 
that existed before Humble increased the price. Maybe it has in- 
creased some production since. That is a subject we will have to go 
into later. But this all revolves around the situation in Texas. 

It is interesting to note that in the State of Oklahoma the oil 
authority there, and the oil authority in New Mexico, raised no ques- 
tion at all about increased production. And I think there have been 
some increases in production in those States. It has been stated to me 
that in Texas the larger companies had huge quantities of crude oil 
above ground which they were refining and taking a lot of gasoline 
at the very time that the United States as a whole was, to use the 
dramatic phrase of Barney Majewski at the meeting of the National 
Petroleum Council: “The refiners were swimming in gasoline.” 

They had more gasoline than they could sell. Rationing in Great 
Britain and France of gasoline you appear to accept as a ‘condition. 
And you are concentrating on the shipment of crude and distillates 
and fuel and the like. Therefore it occurs to me that since you spoke 
a little while ago about the nominations which were made to the Texas 
Railroad Commission, which has jurisdiction overall, whether or not 
you have the specific information as to what companies made the nomi- 
nations for an increase, who was asking for additional allowables, 
who was resisting additional allowables, and what steps did the Gov- 
ernment take in seeking to increase the production in the State of 
Texas. 

Mr. Fiemmine. Mr. Chairman, as far as your request for specific 
information as to what the companies nominated is concerned, I do 
not have that with me, but we certainly can supply it for the record, 
because that is a matter of public record in terms of the proceedings 
before the Texas Railroad Commission. 

I think the record as far as the Government’s, that is, the Federal 
Government’s, contact with the Texas commission is concerned, I think 
the record is clear. It has not made any official contact with the Texas 
commission. That represents a considered judgment on our part as 
to the proper way in which to proceed. 

Personally, as the head of a Department in the executive branch 
of the Federal Government, I always have felt that proper procedure 
on my part in dealing with the quasi-legislative or judicial commissions 
of the Government was not to make contact directly with them but 
to be available to supply to them any relevant information which 
would help them make up their minds on a matter pending before 
them. 
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It seems to me that if that is good practice—and I appreciate that 
it is debatable, people might have different views on it-—but if it is 
good practice, it is certainly good practice on the part of the Federal 
Government in relations with regulatory commissions of our State 
Governments. We have endeavored through press conferences and 
in other ways to make available the basic information which we feel 

should be considered by everyone who is concerned with this problem, 

whether it is companies or State regulatory commissions or anyone 
else. And I feel that that has been the proper procedure. As I indi- 
cated earlier in response to counsel’s question, I personally am con- 
fident that the Texas Commission and the other commissions that 
may have this matter pending before them will evaluate this informa- 
tion as it unfolds in the light of the best interests of the United States 
as a whole. 

Senator O’Manoney. Thank you very much. 

Mr. McHvuen ? 

Mr. McHvueu. In connection with the imports from Venezuela that. 
you referred to, was any effort made by the Middle East Emergency 
Committee specifically to request the companies importing from 
Venezuela to cease those shipments and to ship directly from Venezuela 
into Western Europe ? 

Mr. Fiemmine. It would not, Mr. McHugh, in our judgment be 
within the authority of the Middle East Emergency Committee to 
take up such a matter at the meeting of the Committee—when I say 
within the authority, within the framework of the plan of action 
under which they are operating. 

Mr. McHvueu. But it would be—— 

Mr. Fiemmine. So the answer is that it hasn’t been taken up. The 
direct answer to your question is, it hasn’t been taken up, and that is 
the reason. 

Mr. McH{ven. I am trying to work out here, then, how could we 
expect that these companies pursuant to the Government’s plan would 
adopt methods of getting the oil to Western Europe in the shortest 
possible time and with the greatest saving in tanker space ? 

Mr. Fiemmine. I certainly get the point that you are driving at. I 
think we are getting TE Sabie a fairly sharp line of demarcation here. 
I would say this: That as I indicated to you earlier, it would not be 
within the authority of the Committee to put, shall I say, pressure 
on the various companies to divert movements from Venezuela to 
the United States to Europe. 

But certainly where companies indicated their willingness to do 
so—where the companies indicated that they had arrived at a con- 
clusion to do that—then it would be within the purview of the Com- 
mittee to work out a pooling of transportation resources that would 
make that possible. 

It seems to me that that is your line. Now, may be there shouldn't 
be that line, but my understanding from Mr. Stewart, who of course 
has watched that very carefully, is that the matter has not been taken 
up in the way in which you indicated, and that the reason would be 
that it is not within the purview of the plan itself. 

Mr. McHven. If it appeared that imports from Venezuela were on 
the increase, would the MEEC or its chairman call it to the attention 
of any of the companies who were importing into the United States, 
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or make any suggestions or recommendations that there be a redirect- 
ing of those shipments ? ’ 

Mr. Fiemmine. I think the line of demarcation is that the Com- 
mittee is in no position to put pressure on, to force, the companies to 
divert. But I think it would be appropriate for the matter to be 
discussed in the way implied by your last question. I don’t see any- 
thing wrong with that, because of course this schedule 2 does talk 
about the diversion to Western Europe and the other affected areas 
of petroleum supplies moving, and which would otherwise move, from 
the Caribbean to the United States and Canada’s east coast, to the 
extent that there may be available for substitution there for petroleum 
supplies from the United States gulf. 

So that to the extent that these companies are willing to do that, it 
is permissible under schedule 2 of the plan of action. But I don’t 
think that there is any authority within the Committee to in effect 
force a realinement of that movement. But I would like to modify my 
prior answer by saying that I do believe, in response to your last ques- 
tion, that it would be possible for it to be discussed at the meeting 
itself. 

Mr. McHveu. In implementing the purposes of this schedule, 
doesn’t the Government have some responsibility in attempting to 
induce the companies to take action pursuant to these objectives ? 

Mr. Fiemmine. Well, as I see it, you would be getting over into 
pretty dangerous ground here, when this essentially is an operation 
where a committee looks at the total problem, makes recommendation 
to the Government, and the Government decides whether or not to 
approve those recommendations. You get over into the realm of the 
Government going to the committee with a lot of specific proposals, 
and you get very close to a directive situation. It is true that the 
Government couldn’t enforce a request, but the total power of Govern- 
ment being what it is, I would think that we would want to at least 
think twice before we move it into a specific form of proposal of the 
kind that you have in mind. 

Mr. McHvueu. Dr. Flemming, is it true that under the plan of 
action it is not contemplated that the companies would be required 
to take any action which would be detrimental to their own financial 
or economic interests ? 

Mr. Fitemmine. Would you give me that again, I am sorry. 

Mr. McHven. Is it true that under the plan of action it is not con- 
templated that the companies participating in the plan would take 
any action which would be detrimental to their own economic or 
financial interests ? 

Mr. Fiemmine. They certainly don’t have to under the plan. Now, 
they may do it, but they don’t have to, because there is nothing in the 
plan to force them or compel them to do anything. The only thing 
that the Government can do is prevent them from doing certain things. 
But there is nothing in the basic agreement or in the plan of action 
which makes it possible for the Government to compel them to do 
anything. 

Mr. McHuen. In other words, if their own profit motive dictated 
otherwise, the companies could take action wholly inconsistent with 
the objectives of the plan ? 





EMERGENCY OIL LIFT PROGRAM 53 


Mr. Fiemminc. They could. It doesn’t necessarily follow that they 
would by any means, but they could. 

Senator O’Manonry. Are there any other questions to be asked of 
Dr. Flemming? 

Senator Winey. That last question and answer doesn’t imply, I pre- 
sume, that they have? 

Mr. Ftemminea. That is correct, sir. 

Senator Witry. You are not passing judgment on them? 

Mr. Fiemine. I am not passing judgment in any way at all. It is 
simply that they could do it, that is all, but I am not saying that they 
have. 

Senator Witry. But you would agree that, facts being as they are 
internationally and domestically, that in the matter of public rela- 
tions a great deal of study should be given to the subject ? 

Mr. Fiemmine. That is right. And I also feel this: I proceed on 
the assumption that all responsible citizens have a very deep concern 
about our foreign-policy situation. And I certainly assume that that 
applies to these oil companies as well as to certain other citizens, and 
that that is one of the things that they are going to weigh in the balance 
of arriving at any decision that they may arrive at. 

Senator Carroti. One further question, Mr. Chairman, if I may get 
something in the record. 

Senator O’Manonry. Yes, Senator. 

Senator CARROLL. Directing your attention to a letter addressed to 
vou as Director of the Office ‘of Defense Mobilization on December 3, 
1956, it says: 

“Dear Mr. Flemming”—this is by John W. Gwynne, Chairman of 
the Federal Trade Commission 





Your letter dated November 30, 1956, advising that the Acting Secretary of 
the Interior under the date of November 29, 1956, has requested approval of an 
amendment to the “plan of action under the voluntary agreements relating to 
the foreign petroleum supply”— 
from that I assume that you addressed a letter to the Chairman of the 
Federal Trade Commission on November 30, asking for his coopera- 
tion or his consideration. 

Mr. Fiemmine. Asking for his comment, that is correct, and asking 
for his comment as called for by the law. 

Senator Carroti. And that was with reference to the antitrust pro- 
Visions ? 

Mr. Fiemminea. With reference to the matters that the Federal 
Trade Commission has within its purview. 

Senator Carroti. Concerning antitrust ? 

Mr. Fiemmine. Yes, as contrasted with the Department of Justice. 

Senator Carrotu. In the sixth paragraph of that same letter Chair- 
man Gwynne says: 

Not having had the benefits of participation in the preliminary conferences on 
the amendment, our action has to be taken in the absence of more complete 
explanation of the need for several of the provisions of the amendments, and how 
they are going to be interpreted and applied. 

Tam wondering if you would give us for the record when you directed 
a letter, or if you know, when ‘the Secret tary of the Interior directed 
a letter, to the Attorney General for his consideration in connection 
with his duties under the antitrust provisions of this act ? 
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Mr. Fiemmine. I would be very glad to give it to you for the record, 
Senator. 

(The letter referred to may be found in the appendix.) 

Senator Carrott. Do you know from memory about when that 
letter was directed? Was that directed about the same time? 

Mr. Fiemmine. About the same time. 

Senator Carrott. Do you know from memory about what time 
you received the letter from the Attorney General / 

Mr. Fiemmina. December 3. 

Senator Carroii. December 3 ? 

Mr. Fiemmine. That is right. 

Senator Carroiu. Now, as I glean from this letter, there were no 
conferences with the Chairman of the Federal Trade Commission with 
reference to the antitrust provisions of the act. Were there confer- 
ences with the Attorney General ? 

Mr. Fiemmina. There were. 

Senator Carroitzu. There were? 

Mr. Fiemmine. Yes. 

Senator, I would say this, that I noted that paragraph in Chairman 
Gwynne’s letter, and I think that he pointed out a defect in our pro- 
cedure. The other agencies involved had participated in preliminary 
conferences. But I think it would have been appropriate for us to 
have had him or a member of his staff participate in those same 
conferences. 

Senator Carrott. Do you know when the Attorney General wrote 
you in reply to your letter of November 3, giving approval ? 

Mr. Fremmine. December 3. 

Senator Carrott. On December 3? 

Mr, Fiemmine. That is right. 

Senator Carrott. You mean to say for the record that he approved 
on December 3 this voluntary plan? 

Mr. Fiemmuinc. The amendments to the voluntary plan we are talk- 
ing about now. 

Senator Carroity. That is to say, to exempt them from the antitrust 
provisions? 

Mr. Fremmrine. I have a chronology here. Let me get at it. 

On December 3 the Attorney General addressed a letter to me ap- 
proving the amended plan and acknowledging the fact that we had 
consulted with him. And he approved the plan again on the basis 
of his judgment that the interests of national defense outweighed any 
other consideration. 

Senator Carrot... I don’t want to press you on this, but it isn’t clear 
to me. I understood from your previous statement to me—the 
Gwynne letter was addressed to you on the 3d 

Mr. Fiemmine. That is right. 

Senator Carroti. And I understood you to say that on the 3d it was 
»0inted out to you the weakness of the policy in not conferring with 

ywynne. 

If you didn’t know about it until the third, how could you have con- 
ferred with the Attorney General by virtue of Gwynne’s comment to 
you? 

Mr. Fremmine. I am sorry, Senator; we did not. We had been con- 
ferring with the Attorney General on the plan of action for some time 
prior to the time that he submitted his letter of approval to me. The 








EMERGENCY OIL LIFT PROGRAM 55 


law, I think, is clear. The plan of action cannot go into o apeutives 
unless it receives the specific affirmative approval of the Attorney 
General. 

Senator Carronu. I understand that. 

Mr. Friemmina. As far as the Federal Trade Commission is con- 
cerned, we simply receive their comments. 

Senator Carrot. Frankly, what I am trying to find out, Mr. Flem- 
ming, is this. How much time, what period of time, how many con- 
ferences did you have with the Attorney General? I believe you testi- 
fied here—you can certainly correct the record if you care to—I was 
under the impression that you directed your letter to him, to the At- 
torney General, on November 30. And that is the same dz ite that you 
direct ted your letter to the Chairman of the Federal Trade Commis- 
sion ? 

Mr. Fitemmine. That is right. And the difference, Senator, is that 
in the case of the Attorney General there had been prior consultation 
before I directed a letter to him. In the case of the Chairman of the 
Federal Trade Commission there had not been prior consultation. 

Senator Carrot. I see. In other words, there had been conferences 
with the Attorney General before this letter went out ? 

Mr. Ftemmina. That is correct. 

Senator O’Manoney. Off the record. 

(Discussion off the record.) 

Senator O’Manoney. Back on the record. 

Dr. Flemming, you were testifying about the disappointment you 
suffered because of the increased importation of Venezuelan oil to 
eastern ports, is that right ? 

Mr. Fremnine. Yes. 

Senator O'Manrionry. You felt it was not your function to appeal 
to the companies involved to divert that oil to E urope. But obviously, 
any Venezuelan oil that was brought to the United States in company- 
owned tankers over and above what had been coming in was a depriva- 
tion of the Western European nations who needed that oil, is that not 
a fact? 

Mr. Ftemminea. That is correct. 

Senator O’Manuonery. Can you tell the committee what Venezuelan 
companies were doing it, or what companies operating in Venezuela 
were doing it / 

Mr. Fiemmine. I cannot, but working with the Department of the 
Interior I can put it in the record at this point. 

Senator O’Mationry. At this place ? 

Mr. Ftemnine. Yes. 

Senator O’Matonry. Please name the companies, all companies. 

Mr. Femina. We will be glad to put it in the record. 

Senator O’Manonry. You don’t have it now ? 

Mr. Fitrmmine. As I understand it, that information is available 
through the record of the Texas Railroad Commission in connection 
with the filings that are made there each month. We will get it and 
insert it in the record at this point. But we do not have it at the mo- 
ment. 

Senator O’Manonry. That will show the shipments from Ven- 
ezuela to the east coast ? 

Mr. Fremmine. That is right. 

(The material referred to may be found in the appendix.) 
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Senator O’Mauonry. Does the Interior Department not have it, 
Mr. Stewart? 

Mr. Srewart. No; that is one fact of information that we do not 
collect. We have, however, the reports from the State of Texas, but 
we have no mechanism for collecting imports by companies. 

Senator O’Manonry. I am afraid I haven’t made myself clear. 
What I am trying to find out is whether any corporation which is a 
member of the MEEC, some of whom do operate in Venezuela, was in- 
creasing its shipments in its own tankers into the eastern ports of the 
United States anytime when, if that shipment had gone to Europe, 
crude from other points in the United States might have been avail- 
able. That isthe purpose of my question. 

Mr. Fiemmrine. Mr. Chairman, we will be very happy to supply 
that information. I think it is important to point out that up to the 
present time, these shipments—at least the allegation is—have been 
made as a replacement of the Middle East oil that was coming to the 
east coast and which had been made available to Western Europe. 

Also I would like to say this. I do not want to create the impres- 
sion by anything that I have said that I don’t feel that the Govern- 
ment has no obligation to talk with the individual companies about 
this particular problem. I see no reason why as this picture unfolds 
we should not talk to individual companies. My exchange with coun- 
sel dealt primarily with the operation of the Middle East Emergency 
Committee itself. But even there I think it is perfectly proper for 
the matter to be discussed on the basis of the factual information that 
is available, and I think it is perfectly proper for us to express disap- 
pointment over the fact that that can’t be moved to Western Europe 
instead of to our east coast. I do think it is fair, to keep the record 
in balance, to point out that when they step up their shipments from 
Venezuela to the east coast, that crude is taking the place of crude that 
was coming from the Middle East to the east coast, and because it is 
no longer coming from the Middle East to the east coast, is now avail- 
able to Western Europe. 

Senator O’Manoney. I quite agree with you that these companies 
may have had a defense for doing it. I don’t know why the Director 
of the Office of Defense Mobilization should undertake to make that 
defense when the companies are not named. I assume you have got 
a pretty good, educated guess as to whether or not the Venezuelan 
companies were in fact members of MEEC. That is a simple question. 

Mr. Fiemmine. I am sure that some of them are—TI assume that all 
of them are—because I said earlier today in response to some ques- 
tions that we put on the committee everybody that was engaged in 
foreign operation, so there isn’t any doubt about the fact that they are 
there. The only thing I can’t do is to name them—in other words, pick 
out of the fifteen the ones that are engaged in Venezulean operations. 

Senator O’Manoney. But you will name them? 

Mr. Ftemmrne. Sure. 

Senator O’Manoney. And there were members of the committee, 
corporations who were members of the MEEC, who were shipping 
Venezuelan oil to the United States for reasons of their own which 
you knew about, is that right ? 

Mr. Ftemmine. Sure. 
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Mr. Chairman, I tried, as you know, earlier this afteroon to give 
you their arguments and to give the arguments on the other side. 

Senator O’Manonry. Dr. Flemming, I still say, you are the best 
witness that we have had before us. 

Mr. FLemMinG. See what you say 3 weeks from now. 

Senator Wirry. You are the first witness, sir. 

Mr. Ftemmine. I appreciate the point all right. 

Senator O’Manoney. The committee will stand in recess until 10 
o'clock tomorrow morning. 

(Whereupon, at 4 p. m., the committee adjourned, to reconvene at 
10a. m., Wednesday, February 6, 1957.) 
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WEDNESDAY, FEBRUARY 6, 1957 


Untrrep Srares SENATE, 
SUBCOMMITTEE ON ANTI-TRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE JUDICIARY 
AND SUBCOMMITTEE ON Pusiic Lanps, OF THE 
CoMMITTEE ON INTERIOR AND INsuLAR AFFAIRS, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 10 o’clock a. m., in 
the caucus room, Senate Office Building, Senator Joseph C. 
O’Mahoney presiding. 

Present: Senator Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly) ; Senator O’Mahoney presiding; and Sena- 
tors Wiley and Dirksen of the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary. 

Senator O’Mahoney (chairman of the Subcommittee on Public 
Lands), Senators Carroll and Barrett, of the Subcommittee on Public 
Lands of the Committee on Interior and Insular Affairs, and Senator 
Smith of Maine. 

Committee and subcommittee staff members present: Donald P. 
McHugh, co-counsel, Antitrust; James De Maras, Jr., research 
consultant, Public Lands; Gareth Neville, assistant counsel, W. B. 
Watson Snyder, consultant; Peter Chumbris, counsel for minority, 
Antitrust; Carlile Bolton-Smith, counsel, to Senator Wiley; Louis 
Rosenman, attorney, Paul Banner, economist, Wilbur Sparks and 
George Clifford, attorneys, Antitrust. 

Also present: Robert Murphy, professional staff member, Senate 
Interstate and Foreign Commerce Committee; and Stewart French, 
chief counsel, Committee on Interior and Insular Affairs. 

Senator O’Manonry. The committee will come to order, please. 

The first witness is Mr. Wormser, the Assistant Secretary of the 
Interior for Mineral Resources, who has been under the Administrator 
having direct charge of the Government participation in this plan 
for the shipment of oil to Western Europe. 


STATEMENT OF FELIX E. WORMSER, ASSISTANT SECRETARY OF 
THE INTERIOR, ACCOMPANIED BY HUGH A. STEWART, DIREC- 
TOR, OFFICE OF OIL AND GAS, DEPARTMENT OF THE INTERIOR 


Senator O’Manonry. You may proceed, Mr. Secretary. 
Mr. Wormser. Thank you, Mr. Chairman. 
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I deeply appreciate the opportunity to outline for you recent ac- 
tivities of the Department of the Interior to meet a serious oil shortage 
in Western Europe. 

The American people want, more than any other thing on earth, 
eace. Our every activity in this Western European oil crisis has 
een based upon the security interests of the United States and the 

firm realization that our security is best achieved by a peaceful world 
and that the economic and industrial security of our friends in West- 
ern Europe is necessary for the preservation of peace. 

The policies that have guided us in recent months were established 
by this Government and have been carried out since World War II 
in the bipartisan determination that the economic rehabilitation of 
Western Europe and its industrial stability were essential to the secur- 
ity of our Nation. I want briefly to review this background for you 
because it is the setting in which our recent determinations with 
respect to the European ‘oil crisis caused by the Middle East situation 
had to be made. 

The personal interest of the President in this matter is directly 
attributable to its impact on world peace, and his burning desire for 
progress toward a firm and lasting peace. This Department had long 
recognized that the world is engaged in an ideological struggle on the 
outcome of which may determine the future freedom of the peoples 
of the world not yet enslaved. In one part of the globe are the Com- 
munist countries bounded by an [ron Curtain. In another part of 
the globe are the free peoples of the world now mebilized to preserve 
their freedom. These areas of conflicting basic philosophy of govern- 
ment meet, geographically, in the Middle East. 

The United States Government long ago recognized the security 
implications for ourselves in a healthy Western E uropean economy. 
On November 6, 1951, the President transmitted to C ongress a report 
of the Economic Cooperation Administration that said in part: 

It is the aim of the ECA to help Western Europe rearm within the framework 
of an expanding economy while preserving and maintaining the gains that have 
been made through the help and economic assistance since 1948. 

Public policy of the United States as expressed in 1950 by the 
Congress, in passing the Defense Production Act that year, is: 

It is the policy of the United States to oppose acts of aggression and to promote 
peace * * * The United States is determined to develop and maintain whatever 
military and economic strength is found to be necessary to carry out this 
purpose * * * It is the intention of the Congress that the President shall use 
the powers conferred by this act to promote the national defense, by meeting, 
promptly and effectively, the requirements of military programs in support of 
our national security and foreign-policy objectives. * * * 

The United States has long been committed to the free world security 
inherent in the economic and military rehabilitation of Western 
Europe. In the 6 fiscal years of 1948 through 1953, Congress appro- 
priated $25 billion for economic and military assistance to free, 
friendly foreign nations allied with us to preserve the security of the 
free world. Most of this has gone to Western Europe. 

Following World War II, we concluded that the economic rehabili- 
tation of Western Europe and its industrial security were essential! 
to stopping the spread of communism. 

In the postwar era, including not only congressional appropria- 
tions but the investments of our citizens, we have invested close 
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to $50 billion in the economic and industrial rehabilitation of our 
friends in Western Europe. That investment will be lost if our friends 
in Western Europe cannot be supplied with petroleum products; for 
this rehabilitation is based upon an economy in which the postwar 
increases in energy have been largely met by petroleum. 

There has been in these postwar years a marked increase in the mech- 
anization of Western Europe, in the use of tractors on the farms, diesel 
engines on the railroads, and petroleum-powered equipment in their 
industrial plants. This winter the absence of adequate petroleum sup- 
plies in Western Europe could have meant cold homes and dark fac- 
tories with unemployment and its inherent destructive result on the 
economy of Western Europe. This we could not permit. 

Further, we have given Western Europe large quantities of tanks, 
combat. vehicles, motor transports, and aircraft. All the implements 
of defense from the submarines under the water to the airplanes in the 
sky are fueled by petroleum, indispensable to every military operation. 
Petroleum products not only move men and machines for the military, 
but the transportation systems that carry workers to the factories. 
move food from the farms to the cities, and transport manufactured 
goods from the factory to the consumers. 

The essentiality of petroleum to security is indicated by the fact 
that over 60 percent of the tonnage the United States moved overseas 
in both World War II and the Korean conflict was petroleum or its 
products. ‘This essentiality is further shown by the fact that oil 
tankers were the primary target objective of German submarines; 
and that the collapse of Japan followed soon after United States sub- 
marines operating in the Far East were able to seal off Japan from 
the petroleum of the East Indies. 

Of course, it was futile to mechanize Western Europe if petroleum 
could not be made available to it. ‘The demand created by this me- 
chanization is indicated by the fact that in the postwar years the 
demand for petroleum products in Western Europe increased at the 

rate of approximately 14 percent a year compared w ith an increase of 
approximately 7 to 8 percent a year in the United States. The Euro- 
pean demand for petroleum products continues to increase, with the 
further mechanization of their economy, at about double the rate of 
increase in the United States. 

The committee will be interested, I believe, in the quantities repre- 
senting this European demand. At the close of World War II, 
foreign petroleum demand—outside the United States and excluding 
Russia—was 2.2 million barrels a day. By 1952 this demand had in- 
creased to 4.2 million barrels a day and is currently about 6 million 
barrels a day. The demand in free Europe and west Africa exceeds 
3,200,000 barrels per'day. Crude-oil production in Western Europe, 
however, is insignificant. In 1952 total Western European crude oil 
production was 60,000 barrels a day. 

At present, 196,000 barrels a di ay are produced—still a very small 
amount—as follows: 

Western Germany, 75,000 barrels; Austria, 45,000 barrels; France, 
25,000 barrels; Netherlands, 22,000 barrels; Italy, 15,000 barrels; Tur- 
key, 7,000 barrels; Yugoslavia, 6,000 barrels; and the United King- 
dom, 1,000 barrels, a total of 196,000 barrels. 
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Western Europe’s supplies, over the long run, must come largely 
from that great reservoir of crude oil in the Middle East. 

The United States crude oil reserves are estimated at approximately 
33 billion barrels; 1956 consumption in the United States was in excess 
of 8.8 million barrels a day, or 3.2 billion barrels a year. 

In 1949 Middle East proven reserves were estimated at about 36 
billion barrels, a little more than our current domestic reserves. By 
1952 the estimated reserves in the Middle East had increased to 
64,000 billion barrels—there is a misprint in the type; that should be 
64 billion barrels instead of 64,000 billion barrels. 

In 1955 an estimate of Middle East reserves prepared for the Joint 
Committee on Atomic Energy estimated 230 billion barrels of Middle 
East crude oil reserves. 

The magnitude of these facts is indicated in a realization that only 
7 percent of the oil thus far located in the Middle East has been taken 
out of the ground—and many experts say that the oil thus far located 
is probably no more than half of what is there. Middle East pools 
are now believed to hold about three-quarters of the total world’s 
known reserves. On the other hand, the United States, with about 
10 percent of the known reserves, is estimated to have used up as 
much as 60 percent of its already proven oil reserves. 

The significance of the Middle East oil reserves can be seen by com- 
paring them with the oil that petroleum engineers estimate will be 
found in North and South America. If we add to the known petro- 
ileum reserves of the United States and Canada, all the oil we expect is 
to be found in Venezuela, Columbia, Peru, and elsewhere on this 
hemisphere, the total will be only half that known in the Middle Fast. 

We are confident that the American petroleum industry will con- 
tinue to find adequate new reserves to supply our domestic needs in- 
definitely. The fact remains that each year we continue to find more 
new domestic reserves than our current consumption. I am not con- 
cerned over the continued ability of the domestic industry to supply 
our domestic needs. And we can be confident that other Western 
Hemisphere reserves, particularly in Venezuela and Canada, can 
supply remaining Western Hemisphere demands. But our friends and 
allies in Western Europe must look principally to the oil reserves of 
the Middle East for their supplies. 

I visited the Middle East oil regions in 1955 and saw for myself 
the huge petroleum developments which American enterprise, risking 
large capital and using a high order of technical skill, had made avail- 
able to the free world. 

Just a few days ago, Mr. Chairman, I had the pleasure of seeing 
Cinerama, its Seven Wonders of the World, and I noticed that one of 
the scenes depicted were these developments that have taken place in 
Arabia. They were so impressive that apparently Cinerama, in dis- 
closing the wonders of the world, thought it significant to include 
them. 

It is understandably difficult for Americans to grasp the enormous 
influence which these oil discoveries, being so remote from our shores, 
will have on the future not only of the United States, but also the 
entire world. 

The Sheikdom of Kuwait, an independent sovereignty about the 
size of Delaware and with a population of 200,000 people, alone has 
petroleum reserves larger than those of the United States. Saudi 
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Arabia, an independent kingdom with a population less than that of 
New York City, had reserves in 1949 estimated at one-third of the 
United States reserves, but today that kingdom’s reserves are esti- 
mated to exceed our own. Oil wells in the United States produce an 
average of about 12 barrels aa day per well; in the Middle East, the 
average is better than 6,000 barrels per well per day. Iran, Iraq, and 
other Middle Eastern countries likewise have very large reserves. 

In 1950 total free-world crude-oil production was about 10 million 
barrels a day. By 1955 free-world production had risen to approxi- 
mately 13.5 million barrels a day. The Chase National Bank estimates 
that by 1960 free-world production will be approximately 18 million 
barrels a day and will reach 23 million barrels a day by 1965. 

This estimate places Western Hemisphere production in 1965 at 14 
million barrels a day and Eastern Hemisphere production at approxi- 
mately 9 million barrels a day, 8 million barrels a day of which will 
come from Middle East oilfields. Current estimates of domestic and 
Western Hemisphere demands clearly indicate that future Eastern 
Hemisphere demands must be met from Middle East production. 

Last fall, we were met with these basic facts: 

(1) The Suez Canal, through which a large part of the oil for 
Western Europe flowed from the Middle East, had been closed to 
traffic. The flow of oil through the Iraq pipeline stopped. 

(2) Western Europe faced a crisis resulting from inadequate petro- 
leum supplies. The security interests of the United States were clear. 
Our NATO associations were basic to that security. The investment 
we had made in rehabilitating and strengthening the economy of 
Western Europe was in danger of being dissipated. The peace of the 
free world required maintenance of the strength and vigor of the Eu- 
ropean economy. 

(3) Time was not available to work out long-range plans to supply 
Western Europe’s petroleum needs for next summer or even next win- 
ter. Cold weather was approaching and the homes of our European 
friends and their factories required fuel promptly if a serious crisis 
was to be averted. We needed a mechanism that could, if necessary, 
divert. tankers in the middle of the Atlantic Ocean from their destina- 
tions of origin to ports crying for petroleum requirements. 

(4) In the circumstances and guided by the customary United 
States policy of interfering as little as possible with the operations of 
our commercial enterprises, we called upon our oil industry engaged in 
foreign operations as the best equipped immediately to contribute to 
the solution of this problem. We asked it, in the interest of the se- 
curity of the free world, to work under Government direction and 
supervision. 

(5) It is obvious from even a cursory examination of the problem 
that developed from the closing of the Suez Canal and interruption 
of the flow of oil through the Iraq pipelines, that the difficulty of fur- 
nishing as much petroleum as possible to Europe resolved itself into 
one of marine transportation, on the most efficient basis possible. We 
have prepared a chart to show the normal petroleum requirements 
of the European economy and the normal sources for petroleum sup- 
plies, and how it was proposed to increase sharply the flow of petro- 
leum from the United States while facilitating the most efficient use 
of tankers through the establishment of the Middle East Emergency 
Committee, 
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Just as soon as I have completed my statement, I am going to ask 
Mr. Hugh Stewart, Director of our Office of Oil and Gas, with your 
permission, Mr. C hairman, to explain this problem to you. 

The Suez Canal was closed to traffic October 31, 1956, and on No- 
vember 3, 1956, oil ceased to flow through the Iraq pipe ‘lines from the 
oilfields of Iraq to the eastern Mediterranean. 

As a. result of developments in the Middle East during the summer 
of 1956, on July 31, the Director of the Office of Defense Mobilization 
wrote the Secretary of the Interior expressing concern over possible 
stoppage of the flow of oil through the canal and the Levant pipe- 
lines. ‘To pepe for such an emergency as might arise with respect 
to Middle East oil, it was concluded to use the existing voluntary 
agreement between American oi] companies operating abroad, similar 
to the one that had been initiated in 1951 to meet the Iranian oil crisis. 
This voluntary agreement is authorized by section 708 of the Defense 
Production Act of 1950, as amended. 

On August 7, the Foreign Petroleum Supply Committee, for which 
the voluntary agreement relating to foreign petroleum supply pro- 
vides, was requested to prepare one or more plans of action designed 
to deal with the contingencies mentioned. The committee prepared 
and submitted a plan of action, which was revised after discussions 
among the Department of Justice, the Office of Defense Mobilization, 
the Department of State, and the Department of the Interior, and 
which was approved on August 10. 

The plan of action authorized the immediate creation of a Middle 

Fast Emergency Committee composed of certain American petroleum 
companies engaged in foreign petroleum operation. Upon a written 
request—furnished to the Attorney General 72 hours in advance— 
from the administrator of the voluntary agreement; either the Sec- 
retary of the Interior or the Assistant Secretary of the Interior, 
Mineral Resources, or the director of the voluntary agreement, an of- 
ficial of the Office of Oil and Gas—the Committee was authorized 
to make surveys and investigations relating to foreign petroleum op- 
erations, requirements, and supplies. 

Mr. McHvuen. Are you speaking there of the Middle East Emer- 
gency Committee ? 

Mr. Wormser. Yes, sir. 

Mr. McHven. At that time did the Foreign Petroleum Supply Com- 
mittee have authority to make such reports, and were they gathering 
that type of information for the Government ? 

Mr. Wormser. As I recall it, their activities had been suspended. 
and they were asked to carry on—no; the Middle East Emergency 
Committee was asked to carry on some of the background efforts to 
acquire information, but I don’t recall whether the Foreign Petroleum 
Supply Committee had any activity there. 

Mr. Srewarr. Under the amendment to the voluntary agreement of 
May 8, the Foreign Petroleum Supply Committee could not collect 
the information for the Government. That collecting had to be done 
by the Government, with the Government staff. And, under this 
emergency situation, where so much information had to be collected 
and analyzed so quickly, the cumbersome procedures provided under 
the amended voluntary agreement were inadequate, and we had to 
set up in the plan of action this method whereby the committee itself 
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could again resume the collection and anlysis of information dealing 
with the for eign petroleum problems, 

Senator O’Manonry. May I say, Mr. Stewart, that a question arises 
over the interpretation of the first sentence on page 10 of Secretary 
Wormser’s statement. It reads as follows: 

On August 7, the Foreign Petroleum Supply Committee, for which the volun- 


tary agreement relating to foreign petroleum supply provides, was requested to 
prepare one or more plans of action designed to deal with the contingencies 


mentioned. 

The question, therefore, is: On August 7, 1956, were you dealing with 
this old Foreign Petroleum Supply Committee, the operations of 
which Mr. Wormser has just stated have been suspended, or were 
you dealing with the new Middle East Emergency Committee? 

Mr. Srewarr. We were dealing with the old Foreign Petroleum 
Supply Committee which, as a committee, was still in ‘existence, but 
whose activities were considerably hedged by the amendments of the 
agreement 

"Senator O’Manoney. Do you want to say “hedged” or “suspended” ? 

Mr. Srewart. In effect, the use of the worc eee ended” is entirely 
correct. 

Senator O’Manonry. So that, actually, the Foreign Petroleum 
Supply Committee on August 7, 1956, was actually merely a com- 
mittee in name ¢ 

Mr. Stewart. Substantially a committee in name. But it was the 
committee to whom we had to appeal to prepare 

Senator O’Manoney. To get behind the act of 1955? 

Mr. Stewart. Yes, sir. 

Mr. McHvuau. Mr. Stewart, are you saying that it was suspended 
because of the fact that its powers were restricted by the amendments 
urged by the Attorney General on May 8 to the foreign petroleum sup- 
ply agreement ¢ 

Mr. Srewarr. The committee itself was not suspended, in fact, but 
its activities were so limited under the amendments that it could no 
longer freely collect, as a committee, the foreign information which we 
needed, nor could it analyze any of that information. Consequently, 
for active work, the Government had to do it, and the Government 
was in no way equipped to handle it. 

Senator O’Manonry. Mr. Stewart, yesterday Dr. Flemming testi- 
fied very specifically in answer to one of the questions that came from 
this side of the table—I think it was in answer to the questions of 
Senator Carroll—that, as a matter of fact, the Government was ne- 
gotiating with the Department of Justice and the Federal Trade Com- 
mission, but particularly the Department of Justice, for a long period 
before the Attorney General was asked to approve the plan. 

In other words, the picture that was drawn yesterday was that the 
request. for the Attorney General’s action came so close to the actual 
approval on August 10 that it was obvious, without an explanation 
being made, that the Attorney General had to act with extraordinary 
speed. And here the Secretary says “on August 7’”—that is, 3 days be- 
fore the approval by the Attorney General. 

It is clear that, if you were in fact negotiating with the oil companies 
and with the departments long before the 10th of August, there seems 
to be a little discrepancy here as to whether you were dealing with the 
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companies that composed the MEEC, or whether you were dealing 
with the old Foreign Petroleum Supply Committee, the activities of 
which had been suspended and which was, as you have just stated in 
response to my question, merely a committee in name only. 

Mr. Srewart. Your statement is a good review of the entire situa- 
tion, Mr. Chairman. We called on the members of the Foreign Petro- 
leum Supply Committee to meet with us in New York and prepare a 
plan of action which they considered would meet the emergency which 
then we were afraid might come to pass. 


DRAFTING PLAN 


Senator O’Manonry. Who were the members of that committee ? 

Mr. Stewart. Substantially the members of the Middle East Emer- 
gency Committee, all of those that I could get together for that one 
meeting. There were 8 or 9 of them. 

Senator O’Manoney. They were requested to prepare the plan, and 
they did prepare the plan ‘ 

Mr. Srewart. They did. Now, I brought that plan back with me 
from New York that same day. 

Senator O’Manonry. And what day was that? 

Mr. Srewart. That was on August 7. 

Senator O’Manoney. You want the record to convey the impression 
that you asked for the plan on the 7th of August and got it, and vou 
brought it back from New York on the 7th of August ? 

Mr. Stewart. Yes, sir; that isexactly what happened. 

Senator O’Manoney. Had there been some prior work done on the 
plan, or did it just spring from the brow of Jove? 

Mr. Srewarr. We had the plan of action which had been in etfect 
during the Iran crisis as a framework on which we could start. And 
we had the best minds of the representatives of the-companies work- 
ing continually on that plan for the 1 entire day. And when peo- 
ple try, they can certainly accomplish some wonders. 

Senator O’Manonry. Was 1 entire day sufficient for the best minds 
of these companies to produce this plan ? 

Mr. Srewart. They produced the draft, Mr. Chairman, the one 
which TI brough t back. But that draft was then discussed with repre- 
sentatives of the Department of Justice, the Office of Defense Mo- 
bilization, the Department of State and the Department of Defense, 
and the following 3 days were spent in those discussions. 

During some of them we called for and got some of the attorneys 
from oil companies which were members of the committee. We got 
them into Washington, and they sat down for further refinement of 
the plan. It took the 3 full days to get that plan into the shape which 
the Attorney General could approve. The speed, I will grant you, is 
fast; it is far faster than I expected that the Government itself could 
work. But, it was the result of the pressure of an impending emer- 
gency, the threat. 

Senator O’Manonry. Then Director Flemming was mistaken when 
he testified to this committee yesterday that the pl: An Was prepared by 
the Government? 

Mr. Srewarr. I don’t understand, Mr. Chairman, that he testified 
the plan was prepared by the Government. The plan was prepared 
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jointly by the members of the committee, the representatives of the 
committee, and the Government. 

Senator O’Manoney. I suppose he was thinking of the Department 
of the Interior. So shall we say that this plan was prepared by the 
Department of the Interior and the oil companies and their lawyers ? 

Mr. Srewarr. That is correct, so far as the draft is concerned. 

Senator O’Manonry. Now, then, you explained the speed between 
the 7th and the 10th as designed to make the plan satisfactory to the 
Attorney General. When did you know of the objections of the At- 
torney General ? 

Mr. Srewarr. The following day, on August 8. We presented a 
draft to the Attorney General and asked that it be reviewed care- 
fully, and any comments or criticisms noted. And at the same time, 
Mr. Chairman, the drafts were presented to Dr. Flemming, the Direc- 
tor of the Office of Defense Mobilization, and copies went to State and 
to Defense, so that it would resolve itself into a concerted action on the 
part of all of us in the Government to review, modify and perfect that 
plan just as rapidly as we possibly could. 

Senator O’Mauoney. Were all the objections of the Attorney Gen- 
eral repaired and met ? 

Mr. Stewart. I understand so, because on the 10th the Attorney 
General approved the plan. 

Senator O’Manoney. Reluctantly ? 

Mr. Srewarr. Well, he approved it, at least, and he has represent- 
atives here who can testify to that with more assurance than I can. 

Mr. McHveu. Mr. Stewart, I wonder if you would explain again 
for the committee why the old Foreign Petroleum Supply Committee 
was not adequate to obtain the necessary information which the Gov- 
ernment needed concerning production, capacity, refineries, and tank 
conor 

Mr. Srewarr. Under the amendments of May 8, the Foreign 
Petroleum Supply Committee was limited to advising the Government 
on how information could be collected. The Government, thereupon, 
had to collect that information from the sources where it could be ob- 
tained. When that information was collected, the Government had 
to consolidate the information into a finished statement, and it could 
then present the finished statement to the committee and ask for 
opinions as to its adequacy or inadequacy. But the committee, as 
such, could not examine any of the materials that went into the 
statement. 

Mr. McHvuen. Do I understand that this was a limitation placed on 
the May 8 amendment to the original foreign petroleum supply 
agreement for the purpose of preventing disclosure of individual com- 
pany operations to the other members of the committee ? 

Mr. Stewart. That was what it was designed to do. 

Mr. McHvuen. Was that an amendment which the Attorney General 
urged in order to impose some additional antitrust safeguards upon 
the operation of this petroleum supply agreement and the Foreign 
Petroleum Supply Committee. 

Mr. Stewart. So I understand. 

Mr. McHven. Now, isn’t it true, Mr. Stewart, that in February of 
1956, in reviewing the effect of this voluntary agreement as required 
by law, the Attorney General stated that he would have to withdraw 
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his approval of this plan unless these safeguards were written into 
the foreign petroleum supply agreement ? 

Mr. Srewartr. As I remember the Attorney General’s report to the 
Congress, it said substantially that. 

Mr. McHvuen. And these amendments then were accepted on May 8, 
is that correct ? 

Mr. Stewart. That is correct. 

Mr. McHven. Now, did the various companies, which were part of 
the Foreign Petroleum Supply Committee, agree to participate in this 
arrangement upon the basis of these amendments ? 

Mr. Stewart. Yes. 

Mr. McHvuen. But nevertheless when it was decided it was necessary 
to create the plan of action which provides the means for getting oil 
to Western Europe, these safeguards were ignored, is that correct? 

Mr. Srewarr. I think the proper answer to your questio’ is substan- 
tially this: When the Attorney General set up what he considered to 
be the safeguards that were finally built into the amendments of May 8, 
we were faced with no positive emergency. It was suggested in 
the discussions at that time—the discussions we had with the Attorney 
General—that, if an emergency should arise that required emergency 
treatment, the restrictions would then be reconsidered. It was on the 
basis of that, when an emergency did arise, we immediately went to the 
Attorney General to get his approval of a plan that under those con- 
ditions would be acceptable to him and which he could approve. 

Now, we are dealing with two different phases: One, if you wish, 
with the normal peacetime phase that we were in in the early part of 
the past year. When the Suez Canal was nationalized by President 
Nasser, it raised questions on the continuity in movements of oil. We 
believed it was absolutely essential that we have a mechanism by 
which we could cope with any interruption of oil flow from the Middle 
East. With that in mind, we went to this plan of action—which, as 
I say, was discussed in detail among the several Government depart- 
ments concerned, and which was approved by the Attorney General in 
final form on August 10. 

Mr. McHuven. Isn’t it true that the Attorney General stated that 
this disclosure of individual company information to the other mem- 
bers of the committee had the possibility of permitting the com- 
panies to continue the illegal agreements to divide the world market, 
as charged in the Department of Justice oil cartel suit? 

Senator Wirry. What was the date? 

Mr. McHven. The date of the Attorney General’s report as re- 
quired by law to review the voluntary agreement was in February 
of 1956. February 28, 1956, is the date of the report on the review 
of the voluntary agreement program under the Defense Production 
Act. 

Senator Wirry. Mr. Stewart, would you mind reading the state- 
ment the Attorney General is supposed to have made at that time ? 

Mr. McHvuen. This is from pages 55 and 56. The Attorney Gen- 
eral said: 


First, as I have indicated, this Department felt operations under the agree- 
ment raised real antitrust problems. Careful examination of committee reports 
and minutes of meetings disclose that members discussed, on at lenst a country- 
by-country basis, storage facilities, estimated petroleum requirements of each 
country, estimated crude production, estimated refinery output, consumption in 
relation to refinery output, aviation gasoline stocks, and pipeline facilities. 
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Interior urged that individual company figures and estimates regarding re- 
quirements and production generally were not discussed, except with respect 
to aviation gasoline. However, the committee’s staff, appointed by members 
of the committee, and made up largely of oil company employees, often, if not 
normally, received individual company figures and estimates. Contrary to In- 
terior’s apparent view, we felt this in effect meant communication of one com- 
petitor’s production estimates to another. 


This procedure takes on meaning in light of the fact that the 14 agreement 
members include 5 of the principal defendants, and 6 more of the alleged co- 
conspirators, affiliates or subsidiaries of departments in the Government’s oil 
cartel suit. The prime offense, there alleged, is a division of world markets, 
aided partially at least by information not unlike that discussed at this com- 
mittee’s meetings. 

Senator Witry. Mr. Chairman, may I get this clear. In the first 
place, that is a statement made, you claim, on February 28, 1956, in re- 
lation to what discussion, and where? 

Mr. McHvueu. Mr. Stewart, wasn’t this a comment of the Attorney 
General concerning the manner in which the Foreign Petroleum Sup- 
ply Committee operated under the voluntary agreements relating to 
foreign petroleum supply ? 

Mr. Srewarr. I think, Mr. McHugh, that in going into this Attor- 
ney General’s report of February 1956, that I am not a competent wit- 
ness as to what the Attorney General may have had in mind, or what 
he was seeking to accomplish. I would like to stress this, that he was 
then talking about the situation that this Government faced at that 
time. And that was normal peacetime—to the extent that we have any 
normal peacetime any more. I stated just previously that when the 
Attorney General required these amendments which were built into 
the agreement approved May &, it was understood that, if or when 
an emergency should arise that would make the mechanisms of the 
voluntary agreement as then amended too cumbersome or inoperative, 
the Attorney General would consider the necessary plan to make the 
operation effective. And, that is exactly what was done when the plan 
of action was worked up and, in the final analysis, approved by the 
Attorney General. 

We are dealing with two entirely different situations. 

Senator O’Manonery. In fairness to the witnesses, I am inclined to 
agree with what Mr. Stewart says—that the Attorney General is the 
best. witness upon this matter. Mr. A. Victor Hansen is absent from 
the country. He will be back on the 15th, as I stated yesterday, and it 
is our plan to go into that matter on his return. 

Nevertheless, it is very important, now that the situation has arisen, 
from the statement of Mr. Wormser, to be clear as to what the issue 
seems to be. 

Mr. Wormseer in his prepared text on page 8 makes this statement : 

In the circumstances and guided by the customary United States policy of 
interfering as little as possible with the operations of our commercial enter- 
prises, we called upon our oil industry engaged in foreign operations as the best 
equipped immediately to contribute to the solution of this problem. 

That is a plain and truthful statement, as I have kept in touch with 
the development of facts here, as to what the policy of the Department 
of the Interior has been. When the question arose in 1953 as to whether 
or not the Bureau of Mines should continue to operate the plan which 
the Government had built in accordance with the law at Rifle, Colo., to 
test the possibilities of refining shale into liquid fuel on the great naval 
reserve In the State of Colorado, the question was submitted by the 
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(xovernment to the National Petroleum Council, that is to say, to the 
industry, with a request for their recommendations. In accordance 
with their recommendations, the refining at Rifle was suspended. The 
plant still is there. 

And then in this situation again when the Government was con- 
fronted with clearly an emergency situation, the Government referred 
to the National Petroleum Council, seeking its recommendations as to 
what should be done. 

As testified yesterday, and now today, the Government was con- 
ferring with the oil companies which were very prominent in handling 
Middle East oil. 

THE SIMPLE ISSUE—CARTELS 


This is the simple issue. The oil companies have operated in Europe 
in times past under a system recognized and accepted by foreign 
governments, which we call the cartel system. A cartel system is 
utterly opposed to the basic American system of free competition. 
The policy of our Government has been directed against the develop- 
ment of the cartel system in the United States. That is why we 
defend the antitrust law. That is why every administration, no matter 
what its political name may be, seeks to defend the antitrust system. 

But now we have a situation which embraces the whole world. 
The question that this committee and this Congress and this country 
has to decide is whether or not we are going to step out on the paths 
of cartel operation to carry out Government policies, because by so 
doing the inevitable result would be the destruction of the free com- 
petitive system. 

That is the great issue, if there is any issue here at all, as I see it. 

The witnesses from the Government have testified this morning 
and yesterday that they were confronted with an emergency, and they 
thought that this was the best way to get the deliveries going. But 
it is quite clear that the deliveries have not been going well. They 
may be close to it, but at least at January 27 Secretary Wormser 
issued an appeal to the companies to increase the production. If I 
may say so, I am reminded of the fact that before the crash of 1929 
President Hoover called the leaders of big business to Washington 
and pointed out to them that unemployment was growing, that a 
depression was on its way, and would they please put people to work. 
They yessed the President, but they went back to their offices and 
they didn’t act, because, though their will was good enough, they 
were bound by what they conceived to be the best interests of the 
corporations they represented. 

Do we not have the same situation here? President Hoover is my 
authority for the opinion that conditions at the present time are 
such that we are on the verge of another depression. The Secretary 
of the Treasury appeared before the Joint Economic Committee, of 
which I am a member, only last Monday, and there again testified 
that our budget is out of balance, and that we have got to take steps. 

To me the whole significance of this hearing and other hearings 
that are going on is whether or not we are going to be driven into 
a cartel system which is absolutely opposed to the American system, 
of which we are so proud, in developing opportunity in industry by 
competition. 
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I think, Mr. McHugh, we can proceed. Let Secretary Wormser 
complete his statement, ‘and then we will take up the view of the 
Department of Justice later when Assistant Attorney General Hansen 
returns. 

Senator Kerauver. Mr. Chairman, before we proceed, is the make- 
up of the old Foreign Petroleum Supply Committee in the record, 
and how that differs from the makeup of the Middle East Emergency 
Committee ? 

Senator O’Manonry. No, it is not, Senator Kefauver, and I think 
it ought to be in. 

Senator Krrauver. I wonder if Mr. Stewart could explain the dif- 
ference in the companies represented in the makeup of the old Foreign 
Petroleum Supply Committee and the Middle East Emergency Com- 
mittee—or is that something you would have available now? 

Senator O’Manonry. Mr. Stewart, you have a list of the names 
available ? 

Mr. Srewarr. We have a list of the present committee. We have 
that available here. That has been presented to the committee. 

Senator O’Manonry. If it is agreeable to you, we will ask Mr. 
Stewart to supply that list of the Foreign Petroleum Supply Commit- 
tee mentioned on page 10 of Secretary Wormser’s statement. 

Senator Keravuver. Are they generally the same oil companies? 

Mr. Srewarr. Generally, with 2 additions and 2 coming up. Two 
members have been appointed who were not, as I remember, on the 
old committee. 

Senator Krrauver. Who are the 2 that have been added, and which 
are the 2 which came out / 

Mr. Stewart. The Superior Oil Co. was not included, and they had 
been a member of the previous Foreign Petroleum Supply Commit- 
tee. The Tidewater Associated Oil Co. was added, and the American 
Independent Oil Co. There may be others that I can’t quote to you 
offhand, but I will supply for the record the previous membership, the 
members of the previous Foreign Petroleum Supply Committee and 
the membership of the current Middle East Emergency Committee. 

Senator Keravuver. I would like to have that this afternoon. 

Mr. Srewart. Wecan supply it. 

(The information aie to is printed on p. 138.) 

Senator Carroti. Mr. Chairman, I wonder if I might put a few 
questions in at this time ? 

Senator O’Manonry. Senator Carroll. 

Senator Carrouu. I personally want to thank Mr. Stewart for a 
very full and frank disclosure of the information which I was trying 
to elicit from Dr. F lemming yesterday. 

I would like to get this in its chronological sequence. As I under- 
stand it, the letter from the Director of “Mobilization was mailed to 
the Department of the Interior on July 31. 

Mr. Stewart. Yes, sir. 

Senator Carroii. I am not sure about the date, but the seizure of 
the Suez Canal was about July 26. 

Mr. Stewart. That is right. 

Senator Carron. Then on August 7—and you correct me if I have 
the wrong impression—the Department of the Interior, or its repre- 
sent atives, went to New York to confer with certain oil companies and 
their attorneys to formulate this plan of action. 
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Mr. Stewart. Yes, sir. 

Senator Carroti. And then on August 8, they submitted the plan 
to the Department of Justice. 

Mr. Stewart. Yes, sir. 

Senator Carroti. And it was repected at that time, or taken under 
consideration on August 8. 

Mr. Srewart. On August 8, Senator, the draft was submitted by 
Dr. Flemming to the Department of Justice. And the Department 
has representatives here who can tell you better than I what actions 
they took on that date. 

Senator Carrot. I am thinking of the date now, the sequence. 

Mr. Srewarr. On the date of August 8. On August 8, August 
9, and August 10, discussions were underway almost continuously be- 
tween representatives of the Office of Defense Mobilization, the In- 
terior, and in some of them, State and Defense. 

Senator Carroii. The plan was then set up on August 10? 

Mr. Srewarr. The plan was finally set up on August 10, and was 
then approved by the Director of the Office of Defense Mobilization, 
presented to the Attorney General for his approval, and to the Chair- 
man of the Federal Trade Commission for his comment. 

Senator Carroii. And the plan did not contain those amendments. 
which were originally insisted upon by the Department of Justice, as 
contained in the original basic agreement of May 8, 1956? 

Mr. Stewart. That is correct. 

Senator Carrot. That is all. Thank you. 

Senator O’Matronry. Secretary Wormser, you may proceed. 

Mr. Srewarr. Senator Carroll, I am not too sure of just the implica- 
tion of that last comment. 

Senator O’Manonry. Let the reporter read the question and your 
answer. 

(The last question of Senator Carroll and the answer of Mr. Stewart 
were read. ) 

Senator Carrot. In other words, your plan of action agreed upon 
on August 10 did not contain the protection of the antitrust provi- 
sions that were contained in the basic ¢ agreement of May 8, 1956. 

Mr. Srewarr. The specific restrictions that were built into the 
amendments of May 8 were in turn built into the plan of action, but 
under certain provisos that would permit under special approval cer- 
tain actions to be taken that could not have been taken under the 
amendment of May 8. 

But on the specific points, Senator, I think that the Department of 
Justice would make the best witness. 

Senator Carrot... We will go into that later. 

Senator O’Manonry. Let me remark at this point, with a smile, that 
the phrase “built in” seems to be a phrase of art. It was used yester- 
day by Dr. Flemming, and used again by Mr. Stewart as a substitute 
for “written.” One would find it difficult to know what the difference 
was between building it in and writing it in. I take it it wasn’t writ- 
ten in, because you hope it was implied. 

Mr. Stewart. I will accept it. 

Senator O’Manonry. I wouldn’t accept anything; wait until the 
Attorney General comes. 

Mr. Wormser ? 
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Mr. Wormser. Mr. Chairman, may I state that I share your ringing 
endorsement of free enterprise. 1 consider myself a stanch free en- 
terpriser both outside of public life and in public life. LI-also have the 
strong antipathy that you have, sir, for cartels. 

Senator O’Manoney. Very good, sir. That is a welcome statement. 

Mr. Wormser. Thirteen American petroleum companies were there- 
upon invited to participate in the plan of action and were appointed 
to the Middle East Emergency Committee. Subsequently invitations 
were extended to four additional companies. 

Parenthetically, Mr. Chairman, you have expressed to Secretary 
Seaton and to me your belief that independent domestic producers 
and refiners should be represented on the Middle East E mergency 
Committee. We have found it very difficult to locate suitable indi- 
viduals who would be truly representative of and acceptable to so 
many independent groups and who at the same time would be willing 
to serve on the committee. 

We have made many appeals to individuals and have been turned 
down.repeatedly by independent domestic producers. "We have, how- 
ever, succeeded up to now in getting the consent of one independent 
who is primarily a refiner. Another independent operator with sub- 
stantial interests in production has expressed a willingness to serve. 
We have asked that this company be invited to participate. 

Senator O’Manonery. Let me interrupt you there, Mr. Secretary, 
— you and Secretary Seaton for your cooperation in that respect. 

I did say to you and to him that I felt that it would be much more 
acceptable if the whole petroleum industry were to be represented 
instead of only one segment of it, if the Government policy were to 
have the industry do the job instead of the Government do the job. 
And both the Secretary and you responded very speedily. An inde- 
pendent refiner representing the Frontier Refining Co. was appointed 
to the committee. Mr. Robineau of that company is the president of 
the Independent Refiners Association. And he recognized the diffi- 
culty in finding small producers and small refiners who have the 
fiseal ability, let me say, to give full time to a committee of this kind. 
Big companies can, and the big companies are, represented on MEEC 
by individuals and alternates—there are two names for each company, 
as I remember from reading the plan. 

Mr. Wormserr. I was in hopes, Mr. Chairman, we might persuade 
some representative of some of the independent associations to serve, 
that the association might take vare of any—— 

Senator O’Manonery. My feeling was based upon the concept that in 
matters affecting public policy the Congress of the United States, 
established by the Constitution for the purpose of legislating public 
policy, is the only real forum to decide what the public welfare is, 
rather than any industry or any segment of any industry. 

Mr. Wormsrr. I agree with you, sir. 

On August 22, 1956, the MEEC was requested to initiate investiga- 
tions and surveys and obtain, analyze, and keep current such informa- 
tion and data, all with reference to foreign operations, as would be 
necessary to forecast the effect of a stoppage of transportation in the 
Middle East on countries mentioned in the plan of action and to 
estimate the requirements of countries which might be affected and 
the supplies that would be available to meet such rquirements, The 





EEO 


; 
j 
: 74 EMERGENCY OIL LIFT PROGRAM 


Committee also was requested to make recommendations with respect 
to stocks of petroleum to be maintained in friendly foreign nations, 
with primary consideration for the maintenance of military stocks, 
and to prepare schedules, as provided in the plan, for arrangements 
and alterations in forging petroleum operations. 

No schedules actually were prepared until after the closure of the 
Suez Canal, but the MEEC promptly set about gathering and analyz- 
ing the data that would be fundamental to planning particular actions 
designed to alleviate shortages. 

As I have indicated, the provisions of the plan of action with respect 
to the gathering of information became operative at once. The plan 
also authorizes cooperative action in foreign-petroleum operations by 
the participants and other persons designated by the Administrator 
in schedules issued under the plan. 

This phase of the plan became operative only upon a finding by 
the Administrator that a substantial Middle East. petroleum stoppage 
existed. 

As Acting Secretary, I made such a finding on November 30, 1956, 
and at the same time put the Chairman of the MEEC on notice that 
the Committee would promptly be requested to prepare and submit 
schedules. 

This action was taken when the President, after consulting with the 
Secretary of State and the Acting Secretary of State, authorized the 
Director of the Otlice of Defense Mobilization to request the Secretary 
of the Interior to permit the United States petroleum industry to 
coordinate the efforts they had been making individually to assist in 
handling the oil-supply problem resulting from the closing of the 
Suez Canal and some of the pipelines in the Middle East. 

The Director of the Office of Defense Mobilization wrote to the 
Secretary of the Interior in this regard on November 30. On Novem- 
ber 29, I had submitted to the Director of the Office of Defense Mo- 
bilization proposed amendments to the plan of action and had sent a 
letter to the Attorney General reviewing the nature of the emergency. 
The amendments were approved on December 3, 1956. 

The principal purposes of these amendments were— 

(1) to provide greater flexibility and efficiency in operations under 
the plan and at the same time to retain full control by the Government 
through the procedure of scheduling programs approved by the Ad- 
ministrator, with actions by the participants in the plan under each 
program reported to the Government, as opposed to the cumbersome 
procedures initially contemplated ; 

(2) to include within the terms of the plan those actions within its 
scope that must be taken within the continental limits of the United 
States to make petroleum or petroleum facilities available to foreign 
areas affected by the emergency; and 

(3) to the extent desired by the Government, to enable participants 
under the plan of action to take part in programs or actions requested 
by the foreign governments or agencies of foreign governments. 

On December 7, 1956, I approved and issued schedule No. 1 and 
schedule No. 2 under the plan of action. The criteria which we 
adopted for passing upon proposed schedules are set out in my letter 
of December 10 to the Chairman of the MEEC as follows: 


1. That the program set forth in the schedule is reasonably calculated to reduce 
petroleum shortages in friendly foreign nations which have arisen as a result of 
the Middle East petroleum-transport stoppage. 
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2. That the program will not either by itself or in conjunction with actions 


taken under other approved schedules, cause a deficiency of petroleum supplies 
within the United States. 


3. That the program is in the public interest. 


SCHEDULES 


Schedule No. 1 provides for a program of— 

(1) the diversion to Western Europe and other affected areas of 
petroleum supplies which would otherwise move from the Persian 
Gulf to the United States east coast or the Canada east coast and the 
substitution of supplies from the Western Hemisphere ; and 

(2) the diversion to the Mediterranean region and other affected 
areas of petroleum supplies which would otherwise move from the 
eastern Mediterranean to the United States east coast or the Canada 
east coast and the substitution of supplies from the Western Hemi- 
sphere. 

Schedule No. 2 provides for a program— 

(1) for the diversion to Western Europe and other affected areas 
of petroleum supplies which would otherwise move from the Caribbean 
to the South America east coast and the substitution therefor of 
petroleum supplies from the Persian Gulf: 

(2) the routing of tankers to the Caribbean to move supplies from 
the Caribbean to the South American east coast on return voyages 
which otherwise would be made in ballast from Europe to the Persian 
Gulf; 

(3) the diversion to Western Europe and other affected areas of 
petroleum supplies which would otherwise move from the Caribbean 
to the United States and Canada east coast to the extent that there may 
be made available for substitution therefor petroleum supplies from 
the United States gulf; and 

(4) such rearrangements or combinations of the movements of 
petroleum supplies ‘mentioned or of movements under any other 
schedules as would make available transportation facilities to alleviate 
shortages resulting from the stoppage of transportation in the Middle 
Fast. 

Amendments to these schedules were approved on February 4, which 
state expressly that the term “United States east coast” includes the 
United States gulf coast. 

Schedule No, 3 and schedule No. 4 under the plan of action were ap- 
proved and issued by me on January 24, 1957. 

Schedule No. 3 provides a program for— 


the rearrangement of movements or supplies of petroleum in or between ports 
in the Eastern Hemisphere east of Suez so as to eliminate multiple-port discharges 
and cross hauls, or otherwise to conserve or to use in the most efficient manner 
the petroleum transportation facilities available in that area. 


Schedule No. 4 provides for a program consisting of— 


arrangements to change operations of pipelines and other transportation facilities 
within the United States to increase the volume of deliveries of domestic crude 
oils to the United States gulf coast for delivery to Europe and other foreign 
areas affected by the Middle East petroleum-transport stoppage, or for ship- 
ment to the United States east coast and Canada east coast in substitution for 


petroleum supplies diverted to Europe and other affected areas in accordance 
with schedules Nos. 1 and 2. 
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As I indicated earlier, the participants in the plan of action report 
the individual actions taken in furtherance of the programs contained 
in the schedules. 

A review committee has been established to go over these reports in 
order to assure that the individual actions are within the schedules and 
consistent with the plan of action. The committee is chaired by the 
director of the voluntary agreement, an employee of the Office of Oil 
and Gas, and is comprised of representatives of the Office of Defense 
Mobilization, the Department of Justice, the Department of State, and 
the Department of Defense. 

The overall problem of distributing the available supply of petro- 
leum equitably among the European nations has been assumed by the 
Organization for European Economic Cooperation. The OEEC, in 
turn, has an industry advisory committee know as the OEEC Petro- 
leum Emergency Group—OPEG. The State Department has been 
guiding this Government in its relations with OEEC. Representatives 
of the Department of State are here and will be glad to give you in- 
formation on this aspect of the problem. 

Senator O’Manoney. Mr. McHugh, do you have any questions? 

Mr. McHveu. How many members are there on the MEEC at the 
present time ? 

Mr. Wormser. There are 16 now, Mr. McHugh, and we have 2 in 
process, in the desire to have more independent representation. 

Mr. McHoueun. Are the two you have in process either independent 
refiners or producers, or their representatives ? 

Mr. Wormser. That is correct, sir. 

Mr. McHueu. Mr. Wormser, you have made reference to the fact 
that this most recent schedule, schedule No. 4, provided for the re- 
arrangements of pipelines in the United States, in order to get oil to 
the gulf coast in the most efficient manner. Is that schedule put into 
effect pursuant to the specific amendments of December 3? 

Mr. Wormser. I might explain, sir, that schedule was designed to 
enable some of the persons, who are able to utilize existing pipeline 
capacity, perhaps to reverse the flow so as to get more oil to the gulf 
coast. They felt that they ought to have antitrust immunity if they 
were even to discuss that with their competitors. 

In the meantime, I find that there is some question as to whether 
the Government would be partial to these companies and not to, per- 
haps, some independents or others. Yesterday I instructed the Vice 
Chairman of the MEEC not to take any action under this schedule 
until he has given us notice, at least 72 hours’ notice, so we will have a 
chance to disapprove it. Also, we are reviewing the schedule so that, 
if there is any intimation that this in any way damages any domestic 
interests, I can assure you, sir, we will suspend it. 

Mr. McHvueu. Mr. Wormser, what type of companies do you have 
in mind who would participate in any of the arrangements with refer- 
ence to these domestic pipelines? Are these members of the MEEC? 

Mr. Wormser. Essentially members of the MEEC; yes, sir. 

Mr. McHvuen. This wouldn’t include any arrangements with any 
other domestic producers or refiners ? 

Mr. Wormser. It might be, but I think it is a technical question. 
I would refer that to Mr. Stewart, here, to answer, sir. 

Mr. Srewarr. The schedules or the actions that might take place 
under that schedule 4 would be those actions basically taken by the 
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pipeline companies which were in a position to furnish transportation 
of petroleum to the gulf coast, and those companies, to the extent 
that they were members of the Middle East Emergency Committee, 
would be included. If, in turn, there were other pipeline companies 
that had to be brought in, they could be designated by the Administra- 
tor as a participant in this particular action. 

Independent refiners or independent producers who had no pipe- 
lines simply would not be in a position to make a contribution to pipe- 
line transport capacity. 

Mr. McHvueu. But, if there were other independent producers who 
had pipeline capacities, who entered into any of these arrangements, 
and they were not members of the Middle East Emergency Committee, 
could they also obtain this immunity from the antitrust laws? 

Mr. Srewart. To the extent they were designated by the Adminis- 
trator as an essential element in the individual transaction, they would 
get that immunity. 

Mr. McHveu. Isn’t it true, Mr. Stewart, that a large number of 
domestic producers and other people operating in the United States, 
even though they don’t actually own pipelines, might very well be 
affected by arrangements which could be made pursuant to this sched- 
ule. ? 

Mr. Srewart. If there were, and if that effect was adverse, the Ad- 
ministrator would have no choice except to disapprove such a trans- 
action. 

Mr. McHveu. How, under this plan or under these schedules, are 
we to know whether or not the interests of those persons may be ad- 
versely affected ? 

Mr. Stewart. That is the responsibility of the Administrator to 
analyze and reach conclusions. 

Mr. McHveu. But there is no provision now for representation by 
those persons in connection with the decisions which are being made 
in the rearrangements of these pipelines ? 

Mr. Stewart. To the extent that the independents whom we are 
trying to get on to the committee, to the extent that they will serve, 
they in themselves will or should furnish that protecion, which you 
seem to think is necessary. 

Mr. McHvuen. Did these independents know at all times when you 
were initially seeking to get their aid—either joining MEEC or par- 
ticipating with you in the development of these programs—did they 
know that arrangements could be made which involved the domestic 
pipelines ? 

Senator O’Manoney. Before you answer, let me interrupt to wel- 
come Senator Margaret Chase Smith, of Maine, who has just come into 
the room. Weare very happy to have you with us. 

Senator Smrru. Thank you, Mr. Chairman. 

Senator O’Manonry. Proceed. 

Mr. Stewart. I would be unable to answer that question. I do not 
know whether or not they would all understand all phases of the prob- 
lems which might face them. 

Mr. McHven. My question is this, Mr. Stewart: Isn’t it a fact that 
it was not until this fourth schedule, which you are speaking of, was 
put into effect that there was any specific action taken pursuant to the 
August 10 plan of action, which required specific action within the 
continental United States? 

90507—57—pt. 1-9 
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Mr. Srewart. We had one previous amendment which did. 

Mr. McHveu. An amendment, but not—— 

Mr. Stewart. One previous schedule. One previous schedule which 
did. 

Mr. McHueu. Which schedule is that ? 

Mr. Srewart. Schedule 2 in itself provides that arrangements can 
be made to substitute American production or American refinery use 
to the extent that that can be a to divert other oil to Europe, and do 
that under the plan of action. 

Mr. McHueu. Is this the first schedule that related to action taken 
under the August 10 plan of action, which contemplates action in the 
continental United States affecting various aspects of your domestic 
production or distribution of oil? 

Mr. Strewarr. You use the word “transaction,” and “action” two or 
three times there, and I am not sure I clearly understand just which 
you are referring to. 

Schedule No. 2 did, in itself, provide that oil owned by one domes- 
tic member of the Middle East Committee could be dealt to another 
member or to anyone else, if that transfer would result in movement 
of oil to Europe. 

Now, that had nothing to do with the production, per se. It had to 
do with the oil produced and available for the movement. 

Senator O’Manonry. Senator Barrett, I understand you want to ask 
a few questions. 

Senator Barretr. I didn’t want to interrupt the questioning of the 
counsel there, but I did want to ask Secretary Wormser a couple of 
questions, if I may, and it can follow the other interrogation here. 

Mr. Secretary, on page 9 you indicate that the problem of furnish- 
ing this oil to Western Europe is essentially one of marine transporta- 
tion. Is that a fact? 

Mr. Wormser. Yes, sir. 

Senator Barrerr. Now, it is not a question of the availability of 
crude supplies in this country, then, for that purpose ? 

Mr. Wormser. That is a very important collateral aspect of it, Sen- 
ator; yes. I didn’t want to imply that that is the sole problem. 

Senator Barrerr. Do I understand that if you had adequate marine 
transportation, that you could arrange the crude supplies, then, for 
Western Europe? 

Mr. Wormser. I would put it the other way, sir. I think if we had 
more petroleum in the United States, we could make certain it got to 
Europe. 

Senator Barretr. The production, then, is not adequate at the pres- 
ent time if it is all used for our own domestic purposes. That is, if 
domestic purposes are supplied in toto, it would not be available— 
half a billion barrels of crude oil for Europe. Is that right? 

Mr. Wormser. Well, according to our latest statistics, we do need 
more production if we are to shi P more oil te Europe. 

Senator Barrerr. Couldn’t the industry take the crude out of its 


stockpiles rather than producing additional crude at this time? 

Mr. Wormser. Well, sir, the stockpiles have been drawn down to a 
point which, I am informed, is precariously low. 

Senator Barrett. I see. 

So that it is going to require additional production, then, unless the 
use in this country is curtailed somewhat ? 
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Mr. Wormser. Well, another suggestion that the Department made 
about a week ago, sir, was that it might not necessarily require the use 
to be curtailed, but less crude utilized by the refiners so that more 
crude would be available for shipment abroad. 

Senator Barrerr. Now, there is one other question that I would 
like to ask you. It is in connection with your suggestion that was re- 
cently made, I think some time ago—it was on anuary 24 last—that 
the crude supplies in the Caribbean be diverted to Western Europe 
rather than coming into the east coast. What prospects do you have 
that that suggestion will be compiled with ? 

Mr. Wormser. I am getting a bit optimistic in the last 48 hours, 
Senator; perhaps it is not justified. But I think, in the light of the 
information which has become available to industry, that we can ex- 
pect some cooperation. 

But, in this case it looks to me like it is something like the chicken 
and the egg. You don’t know which comes first. If the crude sup- 
plies coming in from Venezuela are reduced, the refineries on the east 
coast, which had been deprived of the Middle East imports, would 
expect to have more domestic production to move from the gulf. 
There does not seem to be any immediate prospect of that. But, per- 
haps, if those imports are reduced, perhaps our friends in the Gulf 
States would increase their production and supply that deficiency. 

Senator Barrett. As far as increasing the production in this coun- 
try is concerned, it is primarily one that involves the Railroad Com- 
mission of Texas? 

Mr. Wormser. That is the largest single source of oil in the United 
States, the State of Texas, and the production is controlled, as you 
know, sir, by the Texas Railroad Commission. 

Senator Barrerr. Yes. I understand that. I think I asked Dr. 
Flemming this question yesterday, and I would like to ask you whether 
or not in your opinion the unwillingness on the part of the railroad 
commission in Texas and perhaps the industry at large to increase 
their production for this purpose is occasioned by the fear that they 
will be caught in a very serious predicament in the event the situation 
in the Suez is cleared up and the pipeline situation is cleared up in the 
Middle East so that there would be no further demands for crude ship- 
ments to Europe. 

Mr. Wormser. Of course, I can’t speak for the Texas Railroad Com- 
mission, Senator, but I should not be surprised if some such anxiety as 
that animates them in the decision. 

I know they have a very complicated problem to handle. I am very 
appreciative of it. I think that as facts are disclosed, I would ex- 
pect them to do the right thing. 

Senator Barrerr. Is it your opinion that not only in Texas but gen- 
erally throughout the country the allowables could be increased suf- 
ficiently so that the needs for Western Europe could be taken care of 
on a day-to-day basis? 

Mr. \Wornmser. Senator, some of our petroleum experts told me some 
time ago that the potential for increased production of crude oil in the 
United States is something of the order of 2 million barrels per day. 
Of course, that is far more than the tankers could handle even if all 
the valves were open and the oil were available. 
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Senator Barretr. Now, how much of this production that would be 
necessary for this purpose comes from, let us say, the small producers 
of America? 

Mr. Wormser. I would have to refer that to some of our specialists, 
ars I don’t know whether they can answer that, as a matter of 

act. 

Senator Barrett. Well, would it be a substantial amount? 

Mr. Srewarr. It would be a substantial amount, Senator. 

Senator Barrerr. If I recollect some figures, we have about five- 
hundred-and-some-thousand producing wells in this country and the 
average daily production is around 13 barrels a day. So on the aver- 
age the producers of this country are operating on a pretty limited 

asis. 

Mr. Wormser. Yes, sir. They have all very modest production on 
the average. 

Senator Barretr. Now, the question that I would like to interpose 
at this point to you, Mr. Secretary, is this: I appreciate the position 
that Dr. Flemming has taken with reference to the importation of 
crude in this country to the detriment of the small producers of 
America. I am wondering now if there are any assurances that the 
Administration can give the small independent producers of America 
that in the event the Suez affair is finally buttoned up and crude is 
coming through the pipelines for use in Western Europe, that they 
woutt be affected injuriously by imports along the line that they com- 
plained about so bitterly months and years back. 

Mr. Wormser. Well, Senator, as you know, the import matter is 
squarely on the shoulders of Dr. Flemming. He endeavored to give 
some answer to a similar interrogation yesterday. I thought, in 
listening to him, that he was not only sympathetic but determined to 
do all he could to solve that problem. 

Senator Barrerr. There isn’t any question in the world about that. 
I appreciate the splendid work that Dr. Flemming did in that respect, 
but he did not get the job done. That is what I am asking you now, 
and I think that some assurances could be given the smal] independent 
producers of America that if they open up their production here now 
and comply with your request for this oil for Western Europe, they 
won’t be caught in a bind when the situation is resolved and Europe 
does not need their oil any more and they will have production running 
out of their ears. How are you going to get around that? 

Mr. Wormser. Well, that is an extremely difficult question, Senator, 
because we don’t know how long the emergency will last, for one 
thing. And some assurances that might be given to the oil producers 
would, it seems to me, have to come from Congress itself. 

Currently, Dr. Flemming is trying it on a voluntary basis, but there 
seems to be considerable dissatisfaction as to whether or not that is a 
helpful approach. If that is not helpful, then I presume the question 
would have to go back to Congress for more authority for Dr. Flem- 
ming or for some permanent solution to this problem. 

Senator Barrerr. I am not very much for Congress taking any action 
on that. I think it can be done on a voluntary basis and I believe it 
would be done if the right people would make the request strong 
enough. And I assume that perhaps that has been a matter that has 
been discussed by your committee. Evidently that is not the case. 
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Mr. Wormser. No, sir. It has no part in this present Middle East. 
emergency. 

Senator Barrerr. I don’t think you are correct in that. I think it 
has got a big part in the inability that you are finding to supply this 
crude for Western Europe. I think that the lack of cooperation on 
the part of the industry is occasioned by reason of the fact that they 
are very fearful that if they comply with that request, they will find 
themselves in a very embarrassing situation and a predicament in 
the event the oil in the Middle East is again made available for use, 
particularly in Western Europe. 

So, it seems to me that some effort should be made to do something to 
offset that fear on the part of the small producers of America. 

Mr. Wormser. Do I gather from that, Senator, that we should solve 
the import problem for an indefinite period as well as this MEEC 
problem ¢ 

Senator Barrerr. I think you ought to solve the import problem, 
period. And this is a good time to do some effective work on it, in 
my judgment. 

Mr. Wormser. Well, that is not, of course, in my backyard at the 
moment, Senator. It is Director Flemming’s responsibility, sir. 

Senator Barrerr. I think you have got a certain amount of respon- 
sibility down in the Interior Department, too, because after all a lot 
of this production is coming from the public domain of the United 
States and that is your backyard, if I understand the situation. 

That is all I have tosay, Mr. Chairman. Thank you very much. 

Senator O’Manoney. Senator Dirksen ? 

Senator Dirksen. Mr. Wormser, I am afraid I am beginning to ap- 
preciate the plight of a very humble fellow who went to a fashionable 
church. It was a strange church to him and the sermon, the service 
was very formal, and when he came out, a friend said: 

“How did you like it?” He replied, “Well, I think God got lost in 
the machinery.” 

I am wondering whether Western Europe isn’t going to get lost in 
the machinery around here. So I just want to dispel my own con- 
— by getting some summary in mind as to how far we have gone 
thus far. 

You took an old voluntary agreement that had been bouncing 
around since May of 1955, as I understand it, and got it developed into 
some practical sort of a voluntary agreement effective in August 1956, 
with the approval of the Attorney General. And then you began to 
fill in the spaces by selecting some people to serve on this committee. 
You said you had 16 on now and you are going to have 2 more. 

Mr. Wormser. Yes, sir. 

_ Senator Drrxsen. When the committee was first set up, how many 
invitations were sent out to oil companies ? 

Mr. Wormser. Thirteen, sir. 

Senator Dirksen. Thirteen. Only that many were invited to be- 
come members of the committee. 

Mr. Wormser. Yes, sir. They had marine transportation available 
and foreign operations. 

Senator Dirxsen. Are there more than 13 that operate in the 
foreign field in an extensive way ? 

Mr. Wormser. I am informed not, sir. 
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Senator Dirxsen. So what you have actually done in connection 
with this committee is to get every large operator in the foreign field 
and to put him on the committee, is that right ? 

Mr. Wormser. With domestic connections. 

Senator Dirksen. With domestic connections, that is right. So that 
they became the voluntary vehicle for doing this job? 

Mr. Wormser. Yes, sir. 

Senator Dimxsen. Now, as I said, you had 3 jobs to do. One was 
to cut off and reduce the supply of 011 from the Middle East to our 
east coast and to Canada. 

Mr. Wormser. Yes, sir. 

Senator Dirksen. That was one of the first jobs. You have been 
reasonably successful on that, I gather, from the figures that were pre- 
sented yesterday. 

Mr. Wormser. As a matter of fact, I think, and perhaps my staff 
will correct me if I am wrong, the imports were of the order of 350,000 
barrels per day before the emergency and I believe they are now down 
to 23,000 barrels a day. 

Senator DimxseEn. 23,000. 

Mr. Wormser. From the Middle East. 

Senator Dirksen. Then your second job was to try to divert Carib- 
bean oil coming to our east coast and send it on to Europe. 

Mr. Wormser. Yes, sir. 

Senator Dimxsen. I believe Dr. Flemming said yesterday he was 
somewhat disappointed in the result, but you said this morning you 
felt more hopeful in the last 48 hours that there would be a larger 
diversion of that oil. 

Mr. Wormser. Yes, sir. 

Senator Dirxsen. Then, you have the job, of course, of getting oil 
from America, from the United States, to Western Europe. ‘ 

Mr. Wormser. Yes, sir. 

Senator Drrxsen. I don’t have the figures particularly in mind, but 
I thought you are up to 250,000 barrels a day. Is that correct? 

Mr. Wormser. I think it is even better than that, sir. Now, in fact, 
when Director Stewart presents his data, I am sure he will have an 
answer to that question, Senator, as well as others in relation to the 
international flow of these products. 

Senator Dmxsen. Now, generally speaking, the Oil and Gas Di- 
vision in the Interior Department is the focal center of this operation, 
isn’t it? 

Mr. Wormser. Yes, sir. 

Senator Drr«sen. In other words, the Department of Justice, the 
Office of Defense Mobilization, and others are advisory and they have 
some share in it, but the Oil and Gas Division is, after all, the core 
of this local operation, and you are responsible for it. 

Mr. Wormser. Precisely, but, so far as the overall policy is con- 
cerned, all of these agencies have worked very closely from the start, 
every single one of them. 

Senator Dirksen. But you are the administrative group. 

Mr. Wormser. Precisely. 

Senator Dirxsen. How large is the Oil and Gas Division in terms 
of personnel ? 

Mr. Wormser. Thirty-three persons. 

Senator Dirxsen. Altogether? 
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Mr. Wormsrr. Altogether. 

Senator Dirksen. That includes clerks and stenographers and the 
Administrator, I take it ? 

Mr. Wormser. Yes, sir. 

Senator Dirksen. What is the particular talent or capacity of the 
people in that Division for this complicated job that involves tanker- 
age, foreign supply, and goodness knows what ! 

Mr. Wormser. So far as the top personnel are concerned, they are 
all highly qualified, sir. But it is quite obvious from the limited num- 
ber they have that the Government must depend upon the talents of 
industry if a program as vast as this is to have any measure of success. 

Senator Dirksen. How many of the 33 serve in an administrative 
capacity and are so rated under the Civil Service Act ? 

Mr. Wormser.. Director Stewart, will you answer that ? 

Mr. Stewart. By administrative, Senator, do you mean executive ? 

Senator Dirksen. Well, there is the GSA classification that makes 
them administrative. 

Mr. Srewarr. Administrative—we have only two, if I remember 
right, who are what you would call administrative under the GSA 
civil-service classifications. 

Senator Dirksen. How many perform administrative functions? 

Mr. Stewart. The two. 

Senator Dirksen. Only two? 

Mr. Srewart. Yes. 

Senator Dirksen. What I am trying to get at is this: During the 
war, of course, the Government felt so free to dip into the reservoirs of 
industry and bring talent down here to help the war production show, 
no great questions were asked about it. If you got such a small residual 
group in Interior for this big job, what I want to know is, where would 
you have gone to get this job done even in its present dimensions unless 
you had utilized the talents and the abilities in the oil industry? I 
am just curious where you would have gone. 

Mr. Wormser. It could not have been done, sir. 

Senator Dirksen. That is the answer ? 

Mr. Wormser. Yes, sir. 

Senator Dirksen. You have tried to be just as selective as you could 
within the limitations of the problem and the availability of companies 
and people, and, even if you had to place some companies on the list 
who are in the Department of Justice shop right now under anti- 
trust allegations, that is one of those things, I take it. 

Mr. Wormser. Yes, sir. 

Senator Dirksen. Of course, alleging antitrust violations doesn’t 
make them guilty until they are found guilty. But let us assume you 
combed all those to one side, everybody whose name is registered down 
here in Mr. Brownell’s shop. Then, how many would you have to 
draw on? 

Mr. Srewart. In the foreign field we would have almost none. 

Senator Dirxsen. Almost none. Then what would you do in order 


Senator O’Manoney. Is that the picture you call a big business? 

Senator Dirxsen. I am just searching here because here is a prob- 
lem. It is emergent in character. Somebody had to deal with it. 
You had to do the best you could. You can’t pick somebody up down 
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on Pennsylvania Avenue who has never had any talent or ability or 

background in the petroleum field. You can’t expect him to go out 

and do a job and to carry out those schedules that you have been recit- 

ing tousthismorning. Iam just wondering what the alternatives are. 
r. Wormser. None have been sugge to us so far, Senator. 

Senator Dirksen. That isthe point. I have been waiting for some- 
body to suggest an alternative, and we have to do with what we have 
got. Thats all, for the moment, I suppose. 

Mr. Wormser. That is how we felt, sir. 

Senator Dirxsen. And it doesn’t frighten me that these hydra- 
headed cartels are going to take over the United States of America. I 
am not too disturbed about that for the moment, but I think, in the 
face of all these difficulties and measured against the backdrop of the 
short time, you have done a reasonably creditable job. 

Mr. Wormser. Thank you, sir. 

Senator Dirksen. ‘And I think you are entitled to hear about it. 

Mr. Wormser. It has only been 60 days, sir, that we have been 
engaged in this tremendous undertaking. 

enator Dirksen. And I trust we will not make the road too tortu- 
ous or too difficult, because then the people of Erope are going to get 
lost in the machinery when they will clamor for petroleum in order 
to keep their industries going and also to warm their firesides in the 
middle of the winter. That is all, Mr. Chairman. 

Senator O’Manoney. The Senator from Illinois and the chairman 
are of the same mind. I don’t want the United States to get lost in 
the machinery of the cartel system. If he is willing to take a risk, that 
is his responsibility. 

Senator Witey. Mr. Chairman—— 

Senator O’Manonery. Senator Wiley? 

Senator Wuey. I have listened this morning with profit, as usual, 
and I notice on page 8 of the statement you read, Mr. Secretary, the 
issue which has now been restated by the distinguished Senator from 
Illinois, and I quote: 

Under the circumstances and guided by the customary United States policy 
of interfering as little as possible with the operations of our commercial enter- 
prises, we called upon our oil industry engaged in foreign operations as the best 
equipped immediately to contribute to the solution of this problem. 

From the testimony yesterday and today I gathered that it has 
various facets. 

First, which is not connected directly with the matter we are now 
considering, is to see to it that foreign oil does not flood American 
markets. That is in good shape now and you have got some 15,000 
barrelsadaycomingin. Thatisall. 

Mr. Wormser. About 23,000 barrels from the Middle East. 

Senator Witey. Twenty-three thousand. 

Mr. Wormser. From 350,000. 

Senator Witey. The big problem caused by the world crisis, and it 
was a world crisis, was to get oil to our allies, so that they would not 
become part of the wreckage, in order to carry on as well as possible. 

Now, I ask this question and it is along the lines suggested: Was 
there any other agency, was there any other group that could have 
done as well in handling this European supply problem ? 

Mr. Wormser. I don’t know of any, sir. 











or 
ut 
it- 
re. 


ie- 
ve 


en 


‘et 


er 
he 


an 
in 
at 


yw 
an, 
00 


it 
ot 
le. 
as 
ve 


EMERGENCY OIL LIFT PROGRAM 85 


Senator Witry. Now, the next is, because it was set up the way it 
was, do you see any justific ation for the increase in price to Europe 
as well as the increase in price to the American consumer ? 

Mr. Wormser. Senator, on the question of price we have felt that 
is completely out of our province. We have nothing to do with prices, 
sir. We have no statutory authority. 

Senator Wirry. You eae t see, in other words. 

Mr. Wormser. I don’t know, sir, what you mean by “see.” But be- 
ing a free enterpriser, I am for free competitive markets, and I hope 
we have a free competitive market operating today. 

Senator Witey. We all agree to that. 

Now, there is one other question. Is there any danger that you see, 
and this time I think you can answer, in the setup that has been ar- 
rived at that would cartelize, you might say, the oil industry ? 

Mr. Wormser. Well 

Senator Witey. After further cartelization, if there is any. 

Mr. Wormser. Senator, from the Tey inception of this program 
we have worked like, you might say, man and wife with the Depart- 
ment of Justice. We have put every iaaned that we could think 
of in the way of protec ting us from any cartelization. ‘The Depart- 
ment of Justic e officials have participated or have been present at all 
meetings. They are up at the MEEC meetings, and I don’t know 
what else we can do, sir, beyond what we have done to protect the 
United States from any cartelization of the oil companies. 

Senator Winey. Supposing that within 6 months the oil flows freely 
through the Suez and Europe gets its main supply from the Suez. 
What will happen to this arrangement ? 

Mr. Wormser. Well, we expect that—we would like to terminate 
this arrangement just as speedily as is possible. 

Senator Witey. Then, you have the power to terminate it? 

Mr. Wormser. Oh, yes. Tomorrow, if we decided to. 

Senator Wiiey. That answers the other question, I think, that there 
is no danger from cartelization, then, if you have the power to termi- 
nate. 

Do you see any resulting danger to the flooding of American mar- 
kets by import oils supposing that the situation is as I ; said I in my pre- 
vious question, because of this action that you have taken ? 

Mr. Wormser. Yes,sir. There isa danger that, after the emergency 
is over, Middle East oil will pour into the United States. I am quite 
conscious of that. 

Senator Wier. It won’t be the result of this particular arrange- 
ment. 

Senator Wormser. Not as a result of this action here; no, sir. That 
will be the force of economic events, I would say, all over the world. 

Senator Wirey. Yes. That will be due to the fact that the Kuro- 
pean market can no longer be supplied in part by ourselves, and that 
our own oil will be more than sufficient for ourselves and the great 
product of the Middle East will be looking for markets. 

Mr. Wormser. Well, as a matter of fact, Senator, if I may correct 
you there, we are on an import basis in our petroleum requirements. 
Our requirements in this country are now so vast that imports have 
come into the country, as you probably know, for some years. 

Senator Wirey. Yes; I realize that. 
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Now, I wanted to get this straight. I notice from what you said 
on page 5—what do you figure that the total discovered oil reserves 
in America amount to? 

Mr. Wormser. My experts tell me it is about 33 billion barrels of 
crude oil, Senator, that is, in reserves, but I wouldn’t have you believe 
that is all the oil that is to be found in the United States because I am 
_ optimistic that a lot more than the 33 billion barrels will be 

ound. 

Senator Winey. We are producing a little over 3 billion a day? 

Mr. Wormser. No, sir. Consumption is about 3 billion barrels a 
year. 

Senator Wier. Three billion a year. Thatis what I mean. That 
would mean that if the reserves are correct, there is only a 10-year 
reserve in oil in this country, approximately. 

Mr. Wormser. Approximately 10 years’ supply, yes; 10 years’ 
reserve. 

Senator O’Manoney. If the Senator will permit me, I have been 
presiding at petroleum hearings for some years now, and I find that 
it has been the common practice for 25 years to predict the speedy ex- 
haustion of the domestic petroleum resources. As the years go by, the 
reserves pretty steadily increase. Of course, we have to drill deeper. 
It costs more to drill for them, and we do have new production. But 
this is true: The United States has done far more to develop its petro- 
leum resources than any other country in the world, and we still have 
a large reserve which has not yet been tested. That is a reserve of 
liquid fuel from coal and from oil shale. 

The geologists tell me that the reserves of shale are capable of pro- 
ducing approximately the same amount of oil as the proved reserves of 
the Arabian Peninsula. 

Senator Witzy. You mean, then, in spite of our committee hearings 
we haven’t had any particular influence on this prediction habit ? 

Senator O’Manonty. No. No influence on the prediction habit. 
But I do think that the spotlight of this committee hearing yesterday 
may have had something to do with the optimistic results which Secre- 
tary Wormser has obtained with respect to the imports of Venezuelan 
oil, and the diversion of some of that oil to Europe. 

Mr. Wormser. May I also, with your permission, Mr. Chairman, 
express my pleasure at receiving a telegram yesterday from the Con- 
tinental Oil Co., of Houston, Texas, notifying me that they are reduc- 
ing quite substantially their refinery runs as the Government had sug- 
gested. It shows a distinct effort of cooperation on their part, and I 
am delighted to receive that. I hope it is the straw indicating how the 
rest of the industry will cooperate. 

Senator Wiey. I realize fully the accuracy of the chairman’s state- 
ment—and your statement, sir—as to the potentialities of oil and of 
coal and finding other reserves and, of course, there is another source. 
If we really get going, we will be using atomic energy for pretty nearly 
everything. 

Thank you. 

Senator O’Manonry. I am very happy, Mr. Secretary, that you read 
that telegram. What was the date of the telegram ? 

Mr. Wormser. February 4, sent from Houston on February 4 at 
4:15, received in my office—well, it was at my desk when I left the 
hearing yesterday. 
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Senator O’Manoney. The announcement that this hearing would be 
held was made on February 1, asI recall it. 

Senator Kefauver ? 

Senator Keravuver. Mr. Chairman, I was interested, and I think I 
should say to Mr. Wormser, somewhat distressed to hear him say that 
the matter of price increases to the American consuming public was not 
a matter in his jurisdiction or in the jurisdiction of his Department. 
Did I understand you correctly, Mr. Wormser ? 

Mr. Wormser. Yes, sir. It is nothing 

Senator Keravver. Well, sir, if you are going to control production 
and divert production, that necessarily influences price, doesn’t it? 

Mr. Wormser. Sir, we are not controlling production. 

Senator Keravver. You are diverting use and you are 

Mr. Wormser. Purely on a voluntary basis. 

Senator Keravuver. I know. That is what I am getting at. If it is 
not in the jurisdiction of your Department, whose jurisdiction is it in? 

Mr. Wormser. There is no statute that I know of that requires any 
department of the Government to control or establish prices of any 
commodity, outside of agriculture. 

Senator Kerauver. The MEEKC being on a voluntary basis, why 
didn’t you get a voluntary agreement from these big oil companies that 
they weren’t going to increase the price to the American consumer, 
while you were getting all these voluntary agreements ? 

Mr. Wormser. As I said, that is not in our province to do. 

Senator Krravver. I submit, sir, on page 13 of your statement, you 
say: 








On December 7, 1956, I approved and issued schedule No. 1— 
and so forth. 


The criteria which we adopted for passing upon proposed schedules are set out 
in my letter of December 10 to the Chairman of the MEKC as follows: 
“8. That program is in the public interest.” 


Any program of this kind, if it is going to be in the public interest, 
ought to have some provision for preventing these companies from un- 
justified price increases. Don’t you think so? 

Mr. Wormser. Sir, I am not prepared to comment whether the price 
increase is justified or unjustified. 

Senator Kerauver. Why don’t you retain some control in your vol- 
untary handling of this matter? 

Mr. Wormser. If we could have gotten any cooperation and gotten 
any agreement——— 

Senator Keravuver. Did you try to? 

Mr. Wormser. No, sir. 

Senator Keravuver. How do you know you couldn’t? 

Mr. Wormser. I am just expressing my belief. 

Senator Kerauver. We know that during any crisis of this kind, 


where there is control of production, unless the American people are 
going to be gouged, somebody has got to look after the American pub- 
lic. IT wuld assume that would be your first consideration. 


Mr. Wormser. It is definitely our consideration, sir, within the limi- 
tations of our authority. 

Senator Keravver. Oh, yes. But you made no effort to do so. 

Mr. Wormser. Effort to do what, sir? 
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Senator Keravver. To see that the price to the American consumer 
was not raised. 

Mr. Wormser. Senator, it might interest you to know that we have 
letters, bitter letters, I might say, from consumers, and we have equally 
bitter letters from oil producers, independent oil producers, all over 
the United States, complaining of the treatment they are being ac- 
corded currently and that the price rise that has taken place isn’t 
nearly enough to satisfy. We have it from both sides of the fence. 

Senator Kerauver. These companies are not losing money by di- 
verting their oil to Europe, are they ? 

Mr. Wormser. I am talking about the small independent producers, 
not the large companies. 

Senator Krrauver. You have not brought them into the program to 
any substantial extent, and the big companies don’t want 

Mr. Wormser. May I correct you there, sir? We have not only put 
them on the committee themselves, but we have them as consultants to 
our chairman. 

Senator Kerauver. After Senator O’Mahoney urged that they be 
put on the committee. But Mr. Wormser, what have you done to try 
to get the independents to produce more crude oil ? 

Mr. Wormser. Well, we have made appeals. I am sure that they 
are thoroughly conscious of the emergency that faces the people. We 
have expected them on a voluntary basis to do what they have con- 
sidered 

Senator Kerauver. Did you file such an appeal? Do you have 
an appeal there that you put out ? 

Mr. Wormser. Well, this press release of —— 

Senator Keravuver. I know about that. But I mean, what inde- 
pendents have you particularly,appealed to, to increase their crude 
production ? 

Mr. Wormser. Not individually, sir. 

Senator Kerauver. Then you haven’t made much of an appeal, I 








would say. 


You know, Mr. Wormser, as well as I do, that you have got a setup 
here controlled by the 15 big companies, and you are adding, I believe, 
a few independent refiners. 

Now these big companies don’t want the independents to increase 
their crude production because they are afraid that after things get 
normal again, the independents will keep on producing more, which 
will adversely affect their business. 

You know that to be true, don’t you? 

Mr. Wormser. I am sorry, Senator. I prefer to have those com- 
panies, whoever they are you have in mind, speak for themselves. 

Senator Kerauver. You know that they don’t want to upset the 
international basing-point system for oil. ‘They want to keep the price 
fairly high so they can make more money out of Middle Eastern oil, 
which is low-cost production. They don’t want the independents to 
start producing a lot more crude because they are afraid they can’t 
get them to stop producing after the emergency is over, and they will 
cut in on their business. Isn’t that true? 

Mr. Wormser. Senator, again I would expect those companies to 
speak for themselves. I am not here either to defend them or criticize 
them. 
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Senator Kerauver. But you are here to protect the public interest. 
I think in the protection of the public interest that would be an im- 
portant part of your consideration. 

Mr. Wormser. Yes, sir. But I am not so sure of your facts, sir. 
You made certain assertions there which I am not sure are abso- 
lutely so. 

Senator Kerauver. I was asking you about it, and you are the 
expert here who is supposed to ] know, Mr. Wormser. 

Isn’t it true that the big companies don’t want the independents 
to increase their crude production, and that you have done nothing 
substantially about it, yourself? 

Mr. W ormser. I have never heard a company express that thought 
to me, sir. 

Senator Krerauver. Have you seen any evidence otherwise ? 

Mr. Wormser. No, sir. 

Senator Krravver. You are an oil expert. Isn’t it quite vell known 
that the big companies, who are running your committee, don’t want 
the ind lependents to participate in this program because it might affect, 
the supply of oil in years to come ? 

Mr. Wormser. I cannot subscribe to that, sir. I don’t know. 

Senator Krrauver. You don’t know, one way or the other? 

Mr. Wormser. No. 

Senator Keravver. Isn’t it true that the big companies on your com- 
mittee fix the international rate for the price of oil on the world 
market ? 

Mr. Wormser. I don’t know, sir. 

Senator Krravuver. Isn’t it true that they want to keep the price up 
so that they can make a larger profit out of Middle Eastern produc- 
tion, if and when it starts? 

Mr. Wormser. Again, sir, I do not know what their market policies 
are. JI would ask them to speak for themselves. 

Senator Krerauver. What justification, then, do you find for the 
domestic increase in the price of oil by Humble Oil, followed by many 
of the others? 

Mr. Wormser. I should respectfully suggest that you direct that to 
the Humble Oil Co. 

Senator Krrauver. If you are going to have a program in the public 
interest, shouldn’t you have some interest in that yourself? 

Mr. Wormser. Our interest was in getting as much oil as possible 
to Europe, as quickly as possible. That was our job. 

Senator Kerauver. You know, of course, Mr. Wormser, within your 
experience, and at other times during rationing or shortage of any 
articles or goods, if you are going to divert production or interfere 
with normal production, either on a voluntary basis or by the Govern- 
ment, somebody has got to look after the public and the price they 
pay, or else the price is going to go up. Isn’t that the common ex- 
perience ? 

Mr. Wormser. Sir, I believe that the controls you refer to are war- 
time controls. 

Senator Krravuver. You have still got wartime powers of control, 
haven’t you? 

Mr. WorMser. No price control. Those were abandoned, I believe, 
as this administration took over in 1953. 
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Senator O’Manonry. They were abandoned before that, Mr. 
Wormser. 

Senator Kerauver. What I mean is, you have got a voluntary pro- 
gram here in which you worked out certain items for diverting—— 

Mr. Wormser. Purely 

Senator Keravver (continuing). Diverting oil, and the policy is 
that the program is in the public interest. I just don’t think you have 
done your duty in not having some method or some voluntary agree- 
ment that, while they are diverting their oil, they are not going to 
raise the price of oil to the American consumer. 

Mr. Wormser. Would you apply that to the tanker rates, to ship 
the oil from our shores to Europe? They have gone up tremendously. 

Senator Keravuver. That is another matter. That is not a ques- 
tion of American consumption, is it? 

Mr. Wormser. No, but the question of price controls, sir, would 
cut clear across the industry from the time the oil is produced until 
the time it is delivered in Europe. 

Senator Kerauver. We have got more gasoline in storage than we 
have had in a long time, haven’t we? 

Mr. Wormser. I believe that is correct, sir. 

Senator Kerauver. Why, then, this increase in the price of gasoline ? 

Mr. Wormser. Again, sir, I have no answer to that. I would direct 
your question to the people who have made the increases. 

Senator Kerauver. The only conclusion I can reach is that these 
companies have unjustly used an emergency, when there is no short- 
age of domestic gasoline, for the purpose of inflicting a higher price 
on the American people, and you are doing nothing about it. 

Mr. Wormser. We are doing nothing about prices, sir. You are 
absolutely correct. 

Senator Keravuver. Well, then, if you are not going to do anything 
about prices, I think you are only halfway handling your problem, 
Mr. Wormser. 

Mr. Wormser. I have no comment, sir, on that. 

Senator Keravver. I think if you are going to let these companies 
get together and exempt them from the antitrust laws, you are going 
to play a part in diverting the supply of oil, and certainly there ought 
to be some part of the program that is going to prevent them from 
gouging the American people in the process. 

Mr. Wormser. I believe the Department of Justice is busy at this 
very moment investigating the price increases that have been made to 
see if theer is any collusion or any violation of the antitrust laws. 

Senator Kerauver. It would have been a very simple matter to have 
made it part of your voluntary program. 

Mr. Wormser. It could not have been done, sir, under our authority. 

Senator Kerauver. You did not even try. 

Mr. Wormser. We have no statutory obligation to do so. 

Senator Keravver. This is alla voluntary business, isn’t it ? 

Mr. Wormser. Precisely. 

Senator Kreravuver. Might you not even make an effort to protect 
the American consumer ¢ 

Mr. Wormser. Not on prices, sir. We are leaving that severely 
alone, unless it is specifically directed by Congress. 
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Senator Kerauver. What do you mean by the “public interest” in 
our statement? It says here that the program is in the “public 
interest.” 

Mr. Wormser. Well, our great anxiety there was to make sure that 
there were no shortages, no dearth of petroleum products, and also 
that our overall foreign policy would be supported. 

Senator Keravuver. We all remember that during the Korean emer- 
gency, we had a very strong request from the President to ask the 
companies not to take advantage of that emergency to raise prices but 
to hold them down. 

Mr. Wormser. We also had price-control laws in effect at that time, 
I believe. 

Senator Kerauver. This was before the price-control law. We had 
advertisements in the newspapers, requests to the industries, while 
at the time we had no price-control law. 

Mr. Wormser. Did it work? Why did Congress pass laws sub- 
sequently ? 

Senator Kerauver. It worked better than nothing. At least they 
were put on notice. Some of them did comply, I think. Company 
after company replied that they were complying with the President’s 
request, but you have made no request such as that. 

Mr. Wormsrr. No, sir. 

Senator Krerauver. Do you contemplate trying to do anything about 
prices ¢ 

Mr. Wormser. Not on prices. 

Senator Keravver. Do you contemplate asking Congress to do any- 
thing on prices? 

Mr. Wormser. No, sir. 

Senator Keravuver. You mean you are going to sit by and let these 
companies raise prices ? 

Mr. Wormser. Operating under a free enterprise economy, sir, I 
would expect that a free enterprise will take care of it. 

Senator Keravuver. But it is not free. You have got an agreement 
between these companies upon your sponsorship for them to operate 
other than free. 

Mr. Wormser. That is for the purpose of making sure that we can 
get as much oil to Europe as possible. 

Senator Krerauver. But you don’t want to do that to the detriment 
of the public, do you? 

Mr. Wormser. Precisely. 

Senator Keravuver. You do want to? 

Mr. Wormser. No, sir. 

Senator Krravuver. Then why don’t you do something to protect 
the American public? 

Mr. Wormser. We are doing all we are required to do, as I see it. 

Senator Keravver. All that you are required, but you are not ac- 
tually doing anything. You haven’t even requested them to hold prices 
down. 

Mr. Wormser. Maybe I should say, all we are authorized to do. 

Senator Keravver. Nobody can prevent you from asking these 


companies to be decent, and hold the prices down. What prevents 
you from doing so? 
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Mr. Wormser. Well, I think that is foreign to our responsibility, 
sir. 

Senator Keravuver. I don’t think so. If you can ask them to change 
their shipping schedules, if you can ask them to change their schedules 
of production, why can’t you ask them to hold the prices down / 

Mr. Wormser. Well, as I said before, sir, we are leaving prices 
severely alone. 

Senator Keracver. What do you lose by asking? 

Mr. Wormser. Well, it would be an interference with the free 
market. 

Senator Keravuver. You are interfering anyway, aren’t you, with 
the free market. 

Mr. Wormser. Yes, but we are trying to do so and still preserve 
competition and prevent violations of the antitrust laws. 

Senator Keravuver. What you are trying to do—you are interfering 
with oil shipments to Europe, but you are forgetting the welfare of 
the American public, aren’t you ? 

Mr. Wormser. I don’t think so, sir. 

Senator Keravuver. The President, in his state of the Union mes- 
sage, sets forth that success in defeating the danger of inflation re- 
quires that— 

The national interest must take precedence over the temporary advantages 
which may be secured by particular groups at the expense of all the people. 
Business in its pricing policy should avoid unnecessary price increases, especially 
at a time like the present when demand is in so many areas pressing hard on 
short supplies. Business leaders must in the national interest studiously avoid 
those price rises that are possible only because of vital or unusual needs of the 
whole nation. 

It looks to me that that was the type of situation the President re- 
ferred to, the one under your Department, and you did nothing about 
it. 

Mr. Wormser. What higher appeals, sir, can you get than the Presi- 
dent of the United States making that appeal ? 

Senator Kerauver. What did you do to carry out that appeal? 
What did you do to help carry it out ? 

Mr. Wormser. As a matter of fact, we have not done anything on 
prices. 

Senator Keravuver. Is there something sacrosanct about these big 
oil companies that you won’t follow the general intent of the Presi- 
dent in trying to prevent the people from being imposed upon and 
inflation occurring? Is there some reason why you don’t implement 
his policy in the voluntary agreement, or at least try to do so? 

Mr. Wormser. When you say, implement it, sir, what are you re- 
ferring to? 

Senator Kerauver. Ask them specifically to hold prices down, as the 
President talks about the matter generaly. 

Mr. Wormser. I am sure they have heard the appeal of the Presi- 
dent. 

Senator Kerauver. But they haven’t heard it from you in connec- 
tion with this matter, have they ? 

Mr. Wormser. Our operation is directed primarily through the 
MEEC committee on the transportation of as much oil as possible to 
Europe, sir. 
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Senator Kerauver. Mr. Wormser, I frankly must say that it looks 
to me as if you have gone out of your way not to give this price matter 
any consideration. 

Mr. Wormser. I am frank to admit it. 

Senator Keravver. That is an important—— 

Mr. Wormser. I am frank to admit it. We have nothing to do with 
prices unless directed by Congress. 

Senator Keravver. In the face of the President’s general expression 
of interest, and his request, you are going to do nothing to try to keep 
these prices down ¢ 

Mr. Wormser. No, sir. 

Senator Keravuver. You don’t intend to? 

Mr. Wormser. We intend to do nothing on prices, sir. 

Senator Keravuver. That is encouragement for these big companies, 
because that certainly would be an invitation for other Humble O1) 
operations which would set up a chain reaction. 

Mr. Wormser. We could make an appeal like the President has, 
but apparently the people of the United States have heard that appeal. 

Senator Kerauver. Why don’t you try to do something about it? 
You are the head of the Committee. 

Mr. Wormser. I will be glad to consider it. 

Senator Kerauver. You would be glad to consider it ? 

Mr. Wormser. Yes, sir. 

Senator O’Manoney. Senator Kefauver, may I interrupt at this 
point? I have just had a report from the ticker which I think will be 
of interest both to Secretary Wormser and to you and to other mem- 
bers of the committee. 

The President in his press conference this morning, when interro- 

gated by someone about price increases, of which Treasury Secretary 
Humphrey has made some complaint, said that if inflation is not 
brought under control, it will probably become necessary for the 
Government to act in a more certain manner than it has acted to date. 

Again, I say it is really remarkable how laying the facts on the 
table, as this committee has been attempting to do, and as you have 
been cooperating with us in doing, sometimes brings results without 
legislation. 

But the increase of prices all through the economy has been going 
on now for many, many months, if not years, and it has been so great 
that. maybe some of the legislative committees will make the recom- 
mendation that Senator Kefauver suggests. 

Senator Kerauver. Thank you, Mr. Chairman. 

Well, Mr. Wormser, do you have any idea how much additional 
profits these companies have made by reason of this voluntary agree- 
ment ? 

Mr. Wormser. None whatsoever. 

Senator Keravuver. Isn’t that a matter of the program being in the 
public interest? 

Mr. Wormser. We have nothing to do sir, with the profits of any 
of the oil companies. 

Senator Krravuver. You mean—— 

Mr. Wormser. Or their losses. 

Senator Kerauver. You are going to stand by and let them make 
any exorbitant amount of profit out of this voluntary arrangement 
that you sponsored ? 
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Mr. Wormserr. As I said before, Senator, we have nothing to do 
with the prices. 

Senator Keravuver. I must say that it is unbelievable that you take 
that attitude. I just can’t conceive of a man heading up this organiza- 
tion, in view of the President’s own appeal in his state of the Union 
message, making an arrangement that these companies have taken 
advantage of to make an enormously large profit at the expense of the 
American consumer, and you do nothing about it and express no inter- 
est init. Itis inconceivable to me. 

Mr. Wormsrr. These companies are acting at the Government’s 
request, sir, at our request. 

enator Kreravuver. Well, then, why don’t you make an additional 
request and tell them to hold their profit down in line with the Presi- 
dent’s statement ? 

Mr. Wormser. Because we have nothing to do with profit or prices. 

Senator Keravuver. “That the program is in the public interest”— 
if that doesn’t have anything to do with protecting the people who 
must use oil in their homes and for their automobiles, then I don’t 
know what public interest means. Don’t you think that is in the 
public interest, seeing that they are not imposed upon ? 

Mr. Wormser. It seems to me, Senator, it is distinctly a function 
of Congress and if, in the judgment of Congress, they felt that that is 
wise, I would presume it would pursue that further and provide me 
and others with the power to carry out whatever they declare is sound 
public policy, in the circumstances. 

Senator Krerauver. You are trying to operate on a voluntary basis 
here? 

Mr. Wormser. Yes, sir. 

Senator Kreravuver. And put the voluntary basis into operation for 
one purpose, but then you forget the American public and the public 
interest, insofar as the increase in price is concerned. Why don’t you 
at least try it on a voluntary basis? See if you can’t get these people 
to be reasonable. 

Mr. Wormser. We could repeat the President’s appeal to the pub- 
lic. I suppose we can dothat. I have no objection to that. 

Senator Krerauver. I am surprised you haven’t done it, and you 
have not borne down on them, because if you see the letters that we 
are getting here, about these increases with no apparent justification, 
then I think they ought to give you an impulse to act, Mr. Wormser. 

You have been aware of this all along haven’t you? 

Mr. Wormser. Aware of what? 

Senator Krrauver. This increase in price that they are passing on. 

Mr. Wormser. Yes, sir; yes, sir. 

Senator Kerauver. When Humble made its increase, did you com- 
plain or try to get them to hold it off ¢ 

Mr. Wormserr. No,sir. I had nothing to do with it. 

Senator Krravver. When this chain reaction started of eating into 
the income of the American people and adding to inflation, didn’t you 
do anything about it? 

Mr. Wormser. Nothing, sir. 

Senator Keravuver. Isn’t it true that each price increase of 1 cent a 
gallon in gasoline, with a corresponding increase in other fuel prod- 
ucts, would cost the American consumer over $1 billion a year? 
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Mr. Wormser. I don’t know the exact figure, but unquestionably it 
will. 

Senator Kmrauver. Let us ask Mr. Stewart that. Isn’t that true? 

Mr. Stewart. I don’t know what the figures are, but you can mul- 
tiply 1 cent per gallon by the total consumption of products of the 
United States, and you will arrive at it. i don’t intend to quote off- 
hand wisat it would be. 

Senator Kerauver. We have got 1 cent on the gasoline tax, haven’t 
we, and doesn’t 1 cent on the oil tax amount to about a billion dollars 
a year ¢ 

“Mr. Stewart. We could figure that for you, Senator, but I would not 
want to guess at it. 

Senator Kerauver. I would think you gentlemen, looking after the 
public, would have figured it out a long time ago. I say that very 
respectfully. It is adding to inflation. It is unfair. It is imposing 
on the American people—the farmer, the housewife, the small-busi- 
ness man. 

Many little industries are complaining about the increased price 
of oil. I would think if you bring about a condition that enables 
the big companies to use their great power to force an increase, as part 
of that voluntary agreement, you would try to get them to hold down 
the price of oil and gasoline. 

Well, Mr. Wormser, are you gentlemen going to do anything about 
it ? 

Mr. Wormser. Not about prices, sir. Not until directed by Congress. 

Senator Kerauver. Hasn’t the President directed you, in the state 
of the Union message / 

Mr. Wormser. We can repeat the President’s statement, sir, if that 
would be 

Senator Keravuver. I don’t think repeating it, with your point of 
view, would do any good because it is quite apparent that you don’t 
care whether they raise the prices or not. But maybe that would be 
better than doing nothing about it. 

Suppose they raise the price 10 cents a gallon? Would you do any- 
thing about that ? 

Mr. Wormser. Nothing at all. 

Senator Keravuver. Nothing at all? 

Mr. Wormser. We can’t do anything at all. 

Senator Kerauver. Fifty cents a gallon? 

Mr. Wormser. It is entirely up to them whether they raise it. 

Senator Keravuver. That is the most outrageous statement I have 
ever heard. 

Mr. Wormser. I can’t help it. 

Senator Keravuver. Let’s see. How much would this increase in oil 
cost the Defense Department? 

Mr. Wormser. Very substantially, sir. Every time the price of oil 
is increased, it is a great cost to the American public and to the defense 
of the country—the requirements. 

Senator Kreravver. Isn’t it in the public interest, as you say here in 
your letter, to try to see that the Defense Department, our own Gov- 
ernment, doesn’t have to pay exorbitant increases ? 

Mr. Wormser. It is not within our province; no, sir. 
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Senator Keravuver. Just what is this public interest you are talking 
about in your letter ? 

Mr. Wormser. To make certain there are no shortages developing 
as a result of this program which would intensify this pressure on 
prices ; yes, sir. 

Senator Knravver. The public interest might very well include 
some protection to the Armed Forces and to the consumers, might it 
not ¢ 

Mr. Wormsrr. I believe it could, sir. 

Senator Krerauver. Then, why don’t you interpret it to mean that? 

Mr. Wormser. Because, sir, we have no authority to interfere with 
the prices of commodity markets. 

Senator Krerauver. We have known in many, many cases when you 
arrive at an emergency like this, the head of an agency and every- 
body connected with it would urge the companies to hold down prices, 
not to take advantage of some situation. They did it in World War I. 
Voluntary agr eements did not work, so we set up the old War In- 
dustries Board under Mr. Baruch. We had all kinds of volunta J 
committees in World War II, in which requests were made to hold 
down prices, some of which were recognized. Finally, the War Pro- 
duction Board was created. We did the same thing before the Korean 
War Powers Act. A great many of the companies complied, but your 
testimony here is an invitation for these companies to raise their prices 
further. They know they can do it with impunity, so far as you are 
concerned. 

Mr. Wormser. As a matter of fact, Senator, so far as I am con- 
cerned, there is no—I haven’t declared myself either for or against a 
price increase. I am completely neutral, sir. 

Senator Kerravuver. You are lessening competition here in the 
United States. Competition is what is supposed to hold prices down. 
What you are doing, by diverting the oil, is to lessen the competition 
which is getting immunity from anitrust laws. That will increase 
the price, and nobody apparently can do anything about it. You don't 
even ask them to hold prices down. 

Mr. Chairman, that is the most astonishing statement I ever heard 
by a man in a responsible position, who is supposed to protect the 
public. 

Senator O’Manonry. May I interrupt, Senator, at this moment? 
It is now 12: 35—this is off the record. 

(Discussion off the record.) 

Senator Keravver. I notice in the Wall Street Journal this morn- 
ing, Mr. Wormser, that Secretary of State Dulles says Europe's oil 
shortage i is not bad enough to require an appeal by President Eisen- 
hower for more United States production. “However, the situation 
might assume such proportions later,” the Secretary said. 

Even as Mr. Dulles spoke at the press conference yesterday, Defense Mobiliza- 
tion Chief Flemming asserted that the shipments to Europe were below his ex- 
pectations, and resulting in a severe crisis in that area. 

Don’t you think that this situation, both from the viewpoint of not 
meeting your expectations, and the increase in oil prices, is sufficient 
to get the President to make some request to the companies about it ? 

Mr. Wormser. I suppose that is one possibility, Senator. We have 
not expored the desirability of going to the President yet for a state- 
ment of that character. 
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Senator Kerauver. The President was courteous enough to come 
up to the Capital to say a nice word about Mr. Dulles. It does look 
as if, with this price increase and the fact that Western Europe is not 
getting anything like the oil it needs to protect its economy, that 
ought to be enough to justify you and Mr. Dulles asking the President 
to pick up the telephone and call Mr, Holman or some other top oil 
official to get this thing going and hold the price down, don’t you think 
so? 

Mr. Wormser. Well, I should be guided as to what the Secretary 
of the Interior decides on that suggestion, Senator. 

Senator Kerauver. Aren’t you the man who is officially the head of 
this division that makes the recommendations about it / 

Mr. Wormser. The Secretary of the Interior and myself are the 
two administrative officers of this program. 

Senator Kerauver. Since the President has expressed such a great 
interest in holding the prices down, and we know that Western Eu- 
rope must get oil, wouldn’t that justify you in making this request 
of him? 

Mr. Wormser. What re quest are you referring to / 

Senator Keravuver. I am asking the big oil c ompanies to speed up 
their delivery of oil to Europe, to get going on this program, and not 
to gouge the American px ople with ] price increases. 

Mr. Wormser. That again touches on the question of prices, sir, 
und as I said before, we are taking a neutral stand. Whether the 
President of the United States would want to reverse that is something 
[ am not competent to answer. 

Senator Kerauver. You say you don’t have anything to do with 
production. But the preparation by your Division in “the Interior 
Depatrment of monthly forecasts of total quantity of domestic 
crude—— 

Mr. Wormsrr. Those are Bureau of Mines figures. 

Senator Kreravuver. I mean the Bureau of Mines of the Interior De- 
partment. 

Mr. Wormser. Yes, sir. 

Senator Kreravuver. And then the Bureau makes a forecast of how 
muc h is going to be necessary. Then various State commissioners go 
over it and decide what they will produce to make up that amount. 
So the Interior Department does have something to do with the amovat 
of oil produced, doesn’t it ? 

Mr. Wormser. The figures that you refer to, Senator, have been 
going on for years, as I recall, in a desire to give as much information 
as possible to all people in the petroleum industry, producers and 
consumers, to guide them in their own individual actions. 

Senator Kerrauver. What other industries have forecasts of needs 
made? Asa matter of fact, referring to your forecasts of the amount 

of oil needed, isn’t that what the companies and the State regulatory 
commissions act upon in determining the amount of crude that will be 
produced ¢ 

Mr. Wormser. I don’t believe so, but perhaps Director Stewart can 
give you the details, if you are interested. 

Senator Keravuver. Mr. Stewart, doesn’t the Interior Department 
and its Bureau of Mines determine the size of the pie, and then the pie 
is divided up between the various States ? 
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Mr. Stewart. No, sir. 

Senator Keravuver. It makes the forecast of the needs, which is 
used for that purpose ; isn’t that correct ? 

Mr. Stewart. It makes a forecast of the probable demands. 

Senator Keravver. So you do have control or some influence on the 
amount of production ? 

Mr. Stewart. We have no control, and whether or not there is an 
influence depends upon the attitude of the individual State regulatory 
authority, what weight they give this Bureau of Mines forecast in 
establishing their own allowables. And each State which has curtail- 
ment or regulatory provisions in their State law, that State board 
takes a look at all of the factors that it sees fit to, including probably 
the Bureau of Mines forecasts, in determining how much 9il it will 
set up as its allowable for a given month. 

Senator Keravuver. Have you increased the amount that vou fore- 
cast will be needed as this Middle Eastern demand has increased ? 

Mr. Stewart. Yes. 

Senator Keravver. And then that is what the States take into ac- 
count to be divided up, isn’t it? They are not bound to follow it, but 
that is what they base their production on, isn’t it ? 

Mr. Stewart. No. I think you are in error there, Senator. They 
do not take this forecast, this estimate as the sole factor that they use 
in determining what allowables they will establish. 

Senator Keravuver. I did not say the sole factor. Other factors 
sometimes are involved, but that is the basic criterion that they go 
by, isn’t it? 

Mr. Stewart. I don’t think so. 

Senator Keravuver. Did you ever know them to go over the amount 
aan Department of the Interior said would be needed in its fore- 
cast ¢ 

Mr. Stewart. Yes. 

Senator Kerauver. When? 

Mr. Srewarr. I can’t quote the time, but, in the years that I have 
been following it, there are months in which they exceeded. There are 
other months in which the sum of the allowables is less. 

Senator Keravver. But it is on an average about what the forecasts 
which the Department of the Interior sets out, or less, .n’t it? 

Mr. Stewart. Only to the extent that the Department’s forecasts are 
a true picture of what the demand for oil will prove to be. 

Senator Keravver. For what other industries is this done in the 
United States ? 

Mr. Stewart. I do not know. 

Senator Kreravuver. Are there others? 

Mr. Stewart. I do not know. 

Senator Keravuver. So that at least the Federal Government. in the 
case of oil, does put out a forecast of what the need is going to be and 
that has some bearing upon the amount of crude that is going to be 
produced ; isn’t that true? 

Mr. Stewart. It undoubtedly has some bearing in some areas, in 
some States. In others, I think it probably has none at all. 

Senator Keravuver. Mr. Chairman, just one other thing. 

We had a great deal of talk about the fact that there is no other way 
of doing this, and that there were no competent people outside of the 
industry itself. Of course, Mr. Wormser, in other emergencies of this 
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kind, in trying voluntary methods, people from the industries them- 
selves have been sworn in as Government officials for the purpose of 
running the War Production Board or the War Industries Board, 
where there was some Government control of these operations. That 
has been done in the past, hasn’t it ? 

Mr. Wormser. Yes, sir. In wartiine. 

Senator Kerauver. Yes, and even before wartime, when we were 
preparing for war; isn’t that correct ? 

Mr. Wormserr. I am not so sure. 

Senator Krrauver. Well, we had an emergency situation before 
World War II. The War Production Board was set up, I believe, be- 
fore we got into war. Anyway, it is not quite true to say that there is 
no other method of getting qualified men to handle a situation of this 
kind other than by voluntary agreement of the companies themselves. 
The alternative, at least in World War I and World War II and in 
the Korean war, was to bring in men from industry itself and let them 
operate as Government officials, maybe on a dollar-a-year basis. Then 
they are responsible for the public interest and not just to the com- 
panies alone. 

Mr. Wormser. Well, we did that, as a matter of fact, in Interior, 
during the war, when we had our Petroleum Administration for War, 
and that empowered a lot of industrialists and others to serve in an 
official capacity, but it involved quite a large bureaucracy, and it is 
just a question as to whether that would be a practical means of achiev- 
ing this objective of getting the oil to Europe as compared with the 
method that we have used, which was based upon our Abadan ex- 
perience. 

Senator Krerauver. Of course, the size of the bureaucracy is de- 
termined by the nature of the emergency; isn’t that true? 

Mr. Wormser. Yes, sir. 

Senator Keravuver. If they are not going to do it voluntarily, we 
have got to have some method of holding these price increases down 
and also insuring better compliance with the needs of Europe. If it 
can’t be done by voluntary arrangement, then the only other alter- 
native is something similar to what we did in World Wars I and II 
and in the Korean crisis; isn’t that right ? 

Mr. Wormser. That is a possibility ; yes, sir. 

Senator Kreravuver. For which you now have the power on the 
statute books. 

Mr. Wormser. We have certain powers, as explained by Director 
Flemming yesterday, but it is a question as to the duration of the emer- 

ency, and whether we would be in a position to act constructively 
in the time at our disposal is a serious matter. 

Senator Kerauver. You have the power substantially, in title I 
of the Defense Production Act, to set up a Government organization 
itself under law to handle just such a situation as you have here? 

Mr. Wormser. Yes, sir; I think that could be done. 

Senator Krravver. All right. That is all. Thank you, Mr. Chair- 
man. 

Senator O’Manoney. Senator Dirksen. 

Senator Dirksen. I don’t think this record ought to be permitted 
to stand as is with a good deal of the confusion that has been injected 
into it by the Senator from Tennessee. 
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Now, the basic fact of the matter is—and we might just as well nail 
it down first as last—that neither the Department: of the Interior nor 
the Oil and Gas Division, nor any agency of the Government, has a 
single thing to do with oil production. Is that correct or not ? 

Mr. Wormser. That is correct. 

Senator Dirksen. With the production of oil? 

Mr. Wormser. That is correct. 

Senator Dirksen. That is wholly within the jurisdiction of the 
States ? 

Mr. WorMseEr. Precisely. 

Senator Dirksen. So you can set up a forecast of our probable and 
potential needs for a given time, but the actual production of petro- 
leum is wholly within the jurisdiction of the various States ? 

Mr. Wormser. Correct. 

Senator Dirksen. Now, Mr. Wormser, when did Humble raise the 
oil price? 

Mr. Wormser. January 3, sir. 

Senator Dmxsen. January 3. Allright. 

We have been here now a ‘little over a month. I have been around 
here a long, long time, and I know that when you are going to have 
price controls you have got to have legislation. I have seen no Mem- 
ber of the House of Representatives or the United States Senate, in- 
cluding the Senator from Tennessee, preparing a bill for control of 
prices. 

Now, after all, the responsibility is here in C ongress, and if they 
want to control prices, they can do so, and take the responsibility, by 
putting it on the statute books and not passing the buck to some admin- 

istrative agency. 

Now, I think that ought to be clear. 

Senator Krravver. Let the record be clear that I hope the Senator 
is not suggesting that Mr. Wormser and his group should not even 
make an oral effort to get these companies to be reasonable in their 
dealings with the American consuming public. 

Senator Dirksen. That is certainly not within the jurisdiction of 
the Oil and Gas Division. 

Now, we keep talking about big companies, Mr. Wormser. I want 
to say a word for the little companies. 

This is a letter dated January 30, 1957, which is addressed to me, 
and reads, in part, as follows: 


Dear Sim: Illinois independent oil producers— 
and I can assure you that they are small ones— 


as well as all independent producers, are very alarmed with the unfair and un- 
justified attack on the recent increase in the price of crude oil which was long 
overdue and is still inadequate. 


Now, I interpolate, that is no big company. Those are the inde- 
pendent tristate producers in Indiana, Kentuc ky, and southern Ilinois. 

Now, the letter continues : 

We do not presume to know the proper price for crude oil purchased by those 
companies who are importing cheap foreign crude but we do know that the cost 
of producing a barrel of domestic crude oil is above the posted price we are now 


receiving. The time has come when someone on Capitol Hill must learn the 
facts concerning the difference in cost of foreign and domestic crude oil. 
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Now, Mr. Chairman, I ask wnanimous consent to put the rest of the 
letter in the record, and this is signed by C. E. Brehm, president, and 
by Derbert L. Scott, chairman of the legal and legislative committee 
of the Independent Oil Producers and Land Owners Association, Tri- 
State, Inc.—meaning the three States. 

Now, that is not a giant oil outfit. Those are the little independent 
producers i in my State and the adjoining Siates. And here they say 
very, very explicitly that “the cost of producing a barrel of domestic 
crude oil is above the posted price we ure now receiving.” 

Now, Mr. Wormser, I don’t know anything about the oil business. 
I wish I knew as much as my friend from Tennessee. But I have an 
idea that there are two 

Senator Keravuver. I assume the Senator at least knows that the 
price has gone up. 

Senator Dmxsen. Yes, I do. But there are two sides to this coin. 

I see in the attached statement—and, Mr. Chairman, I will put the 
whole statement in the record—they point out that the overall wage 

rate has gone up 61-plus percent since December 1947. Oilfield 
machinery prices went up 55 percent. Oil well casing of the carbon 
type went up 77 percent. Oil well alloy casing went up 87 percent. 
Carbon line pipe went up 117 percent. Finished steel products went 
up 80 percent. And cru «3 oil prices, after the January 1957 increase, 
had gone up 21 percent. 

(The letter from C. E. Brehm, addressed to Senator Dirksen, in- 
cluding the above information, is as follows:) 








Mount VERNON, ILL., January 30, 1957. 
Hon. Everett McKINLEY DikKSEN, 
United States Senator, Washington, D.C. 


Dear Sie: Illinois independent oil producers, as well as all independent pro- 
ducers, are very alarmed with the unfair and unjustified attack on the recent 
increase in the price of crude oil which was long overdue and is still inadequate. 

We do not presume to know the proper price for crude oil purchased by those 
companies who are importing cheap foreign crude but do know that the cost of 
producing a barrel of domestic crude oil is above the posted price we are now 
receiving. The time has come when someone on Capitol Hill must learn the 
facts concerning the difference in cost of foreign and domestic crude oil. 

If the Government blocks the adjustment of domestic crude prices to meet our 
costs, they will destroy that branch of the industry which has provided the oil 
for this country’s industrial progress and its security in past wars as well as in 
the present crisis. 

We urge you to immediately take the lead in bringing the facts before your 
Senate Judiciary Antitrust Subcommittee in its investigation jointly with the 
Senate Interior Public Lands Subcommittee. To enable you to do this, we highly 
recommend the use of our able Washington staff of the Independent Petroleum 
Association of America which is under the direction of Russell Brown, as general 
counsel, and Robert L. Wood, as president. As a sample of the association’s work, 
we enclose a statement released by President Wood on January 24, 1957, together 
with a chart comparing the percentage of our increased costs and crude price 
increases. 

After reviewing the enclosures, we respectfully request that you telephone 
one of us, at 4620, Mount Vernon, IIL., collect. 

Very truly yours, 
INDEPENDENT Orr. Propucers & LAND OWNERS 
ASSOCIATION, TRI-STATE, INC. 
C. E. Breum, President. 
By Dessert L. Scorrt, 
Chairman of Legal and Legislative Committee. 
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STATEMENT OF ROBERT L. Wood, PRESIDENT, INDEPENDENT PETROLEUM ASSOCIATION 
oF AMERICA, WASHINGTON, D. C. 


The purpose of this statement is to provide information on the recent increase 
in crude-oil prices. The facts show that this increase is fully justified to meet 
increasing cost. More important, it is necessary to prevent the United States from 
becoming dependent on Middle Hast oil, the dangers of which are now demon- 
strated by the plight of Western Europe. 

On January 3, 1957, the price of domestic crude oil was increased by less than 
10 percent. This was the first general adjustment in crude-oil prices since June 
1953, and only the second in more than 9 years, since December 1947. It came 
only after repeated increases in the prices of all materials and services which 
go into the cost of finding and producing oil. When present crude oil prices are 
contrasted with increased industry costs, this price adjustment was obviously 
necessary, long overdue, and inadequate. 

The failure of present crude-oil prices to compensate for increasing costs is 
illustrated by the following figures, based on data from the United States Bureau 
of Labor Statistics: 


Percentage increases in major elements of the cost of finding, developing, and 
producing crude oil 





| Since Decem-| Since June 

ber 1947 | 1953 
Average hourly wages paid____..______-- salbcabee Lan 2 Lee | 61.3 | 14.7 
I a ee nminins eh 55.6 20. 4 
Oil well casing (carbon) -_..............-.-..-- te PE oe Soe 77.8 | 24.5 
REI ONEE DEIN 8... cee onic I a dei tae Ba Ot 87.5 | 35. 5 
Teen en nn nn en cnn eeedumainicndickomarpe . 117.8 | 45.1 
Finished steel products---_-__--- bo Eee te ae ee oe kt ck 80.7 | 23.8 
Crude oil prices (after January 1957 increase) ......_- Rt ee 21.0 9.8 


These figures illustrate that the oil industry has been a victim of these pressures 
of increasing costs for almost a decade. This is further illustrated by the fact 
that half of the increase in our gross national product was attributable to price 
increases in 1956, the third year in which oil prices remained unchanged. 

The facts show there still exists a wide disparity between crude-oil prices and 
the major item or costs involved in oil exploration, drilling, and development— 
activities which must be carried out on an expanding scale if the United States 
is to maintain its sufficiency and security as to oil. 

Financial requirements of the oil-producing industry are large and increasing. 
These requirements must be generated largely within the industry itself, from 
the sale of crude oil. This accounts for the fact that, historically, 60 percent of 
gross income from the sale of crude oil and natural gas has been plowed back 
into the ground for exploration, drilling, and development. 

If the oil-producing industry is to expand its activities in keeping with national 
oil needs, there must be a continuing expansion of oil exploration and develop- 
ment. It is an unfortunate fact that drilling activity in the United States has 
been and is now inadequate to meet these requirements. In 1956, total domestic 
drilling increased less than 2 percent. By contrast, both the demand for and 
the production of oil increased 544 percent. 

This failure of drilling to keep pace with demand and production is an in- 
adequacy the Nation can ill afford in this critical period when world events 
have dramatized the importance of increasing domestic supplies of petroleum. 
This failure was a direct result of inadequate crude oil prices in the face of 
repeatedly increasing costs. 

Americans are paying a low price for petroleum products in relation to the 
cost of other goods and services. Of the average national retail price of gasoline, 
almost one-third, or 9 cents per gallon is for taxes, State and Federal. By con- 
trast, gasoline in Great Britain, dependent entirely on imported oil, is 84 cents 
per gallon. Gasoline in many areas of Burope is more than $1 a gallon. 

For these reasons, the recent increase in crude-oil prices, though overdue, is 
justified by any standard that can be applied. It is essential to the future wel- 
fare of the oil-consuming public and to our national security which is dependent 
upon increasing supplies of petroleum and its products. 
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Senator Dirksen. Now, maybe there are two sides to the coin. But 
I don’t believe you should be embarrassed here by a line of interroga- 
tion which makes it appear that you have been negligent in your duty, 
when I think you have done a pretty good job. 

Mr. Wormser. Thank you, sir. 

Senator Dirksen. Sol wanted the record to show it. 

Senator Keravuver. Mr. Chairman, as Senator Dirksen says, there 
are always two sides to every question but I think some attention 
should be called to the fact that the depletion allowance has gone up 
to 2714 percent. From September 23, 1953, according to the Goodbody 
Co. letter, the price of crude oils has gone up from $1 to $3.17, show- 
ing that almost every year that there has been an increase—10, 25, 50 
percent—from $1 to $3.17. I ask unanimous consent that this scale 
also be put into the record. 

Senator O’Manoney. It may be received. 

(The document referred to is as follows :) 


{Monthly letter—Petroleum Prospects for 1957—February 1957] 


Goopgpopy & Co. 
Main office: 115 Broadway, New York N. Y. 


CRUDE OIL PRICES 


The Texas Railroad Commission through conservation measures enacted in 
1930 has been outstandingly successful in bringing stability and order to the oil- 
producing industry. Through effective production controls by this commission 
and to some extent by regulatory bodies in certain other States, the price of 
crude oil was raised from 25 cents a barrel in May 1933 to $1 a barrel in Septem- 
ber 1933 and with but one exception every change since then has been on the 
plus side as shown in table B for 36° gravity midcontinent crude. 


TABLE B.—Crude oil prices 








Price Change | Price Changs 

ee. _—_____——_|____|-- —| im —— 

Cents | Cents 
Sete ee $1.00 |___- _ || July 25, 1946_- $1, 52 +25 
eR oll 1.10 +10 || Nov. 15, 1946_.. 1. 62 +10 
Mae 1. 22 +12 | Mar. 1 ,, 1947_. 1.87 +25 
a | Loe —20 || Oct. 16,'1947_- | 207 +20 
i, Oe 2... 1.07 +5 || Dec. 6, 1947_.. 2. 57 +50 
PE BN Ss vei dicen ecsssee 1.17 +10 | June 15, 1953... - | 2. $2 +25 
BP is WR niacin kae 1,27 +10 || Jan. 4, 1957__- 8 3.17 +35 


i 


Senator O’Manonry. I was about te remark, Senator Dirksen, that 
I was interested in just a phrase from the letter writer who communi- 
cated with you, which seemed to indicate that it was his belief that 
the criticism came from Capito] Hil! about the price increase at these 
filling stations, and in the industrial plants throughout the United 
States. 

The complaints come to us not from Members of the Congress, ex- 
cept what they transmit to us. The complaints come from their con 
stituents. This committee has on its schedule to be heard witnesses 
who cannot be described as residents of Capito! Hill or Members of 
Congress or members of the executive branch of the Government, who 
will tell us why they complained against the price increase. 
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I don’t want the author of your letter to get the idea that Capitol 
Hill is trying to prosecute the small producer. It is not. We are 
only trying to get the facts. The witnesses who are coming, as the 
days pass, will tell this full story. 

There has been a chain reaction, but I agree that inflation has been 
going on, prices have been increasing all the way along the line, the 
cost of producing oil has increased, and the little producer, such as the 
man who wrote to you, is caught in the squeeze between the interna- 
tional companies operating in the Middle East, and the Western 
Hemisphere, too, who make great profits abroad and can import oil 
into the United States to be used for the production of petroleum prod- 
ucts purchased by the people of the United States at a much lower 
cost than that of our small producers, whom you and I want to defend. 

Senator Dirksen. Definitely. 

Senator O’Manonry. The committee will now stand in recess until 
2: 30 this afternoon. 

(Whereupon, at 1 p. m., the subcommittee recessed, to reconvene at 
»~: 30 p.m. of the same day.) 


AFTERNOON SESSION 
Senator O’Manoney. The Committee will come to order. 


STATEMENT OF FELIX E. WORMSER, ASSISTANT SECRETARY OF 
THE INTERIOR, ACCOMPANIED BY HUGH A. STEWART, DIREC- 
TOR, OFFICE OF OIL AND GAS, DEPARTMENT OF THE INTERIOR— 
Resumed 


Senator O’Manoney. This morning, during the testimony of Secre- 
tary Wormser, he made the statement that charts had been brought to 
show the normal petroleum requirements of the European economy, 
and the normal sources for petroleum supplies, and how it was pro- 
posed to increase sharply the flow of petroleum from the United States. 

This is factual material, of course, of the greatest importance. Mr. 
Stewart, I understood, was to present that material. 

Mr. Wormser. Yes, Mr. Chairman. 

Senator O’Mauonry. Then I would like to call on Mr. Stewart, 
and let’s get that.in the record now. 

Mr. Srewarr. I think it would be of interest, Mr. Chairman, to set 
up these maps. They are a graphic explanation of what was done. 

i am sorry that these maps are too small to be readily read. 

In the days before the Suez crisis arose, this sketch, labeled “Pre- 
Suez Oil Flow Pattern,” shows the tanker flows plus Middle East 
pipelines. 
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Pre-Suez movements of crude oil and products (selected routes shown on the 
flow chart) 


[Thousands of barrels daily] 





| Area of origin 


| Persian Far |U.8.S.R.1 











Area of destination Eastern | Gulif(via} East | and satel- 
United | Carib- | Mediter-| Suez) | (via | lites 
States | bean ranean Suez) 
Gulf (pipe- 
lines) 
. 

United States (east coast)..........-..-- 11,960 | 990 110 rete ee 
Canada (east coast) ..................-.- Pages 250 30 SI aheoarnstb adh cactaeetneiek 
South America (east coast) ____--- as. Petrus BIO sce cccese Wr Sn 
Northwest Europe_.........-...-------- 40 530 330 990 50 | 60 
Dr Soke nee sl 10 40 350 GMP 1.55-250.5 | 40 

West Africa (Atlantic islands)..........|-......--- 110 10 40 10 |: 
Total, west of Suez__....---....-. 50 680 690 1, 450 60 | 100 
South and East Africa (Red Sea)._.-.--]--------.- Pen tacgce Ie Bianewegiide Sage dedigeni 





1 Estimated by Office of Oil and Gas, Program Division. 
Source: Middle East Emergency Committee. 


Senator O’Manoney. Let me interrupt, Mr. Stewart, to say for the 
record that the witness is now testifying from a chart showing the en- 
tire world but indicating by lines and graphs the flow of oil from the 
Midle East to Europe, to North America, and to South America, and 
the routes that are followed in the delivery of that oil. 

Mr. Srewart. Thank you. 

Pre-Suez there were 530,000 barrels a day coming from Iraq to the 
eastern Mediterranean. There were 300,000 coming from Saudia 
Arabia to the eastern Mediterranean, and about 1,700,000 barrels com- 
ing by tanker to Suez into the Mediterranean, and distributed. 

Nexeter O’Manoney. On the first one of these to which you refer, 
coming to the eastern Mediterranean, they were transported by pipe- 
line, were they not? 

Mr. Stewart. Yes. And the Iraq pipeline was the one that was 
interrupted. 

Senator O’Manoney. By explosion. 

Mr. Srewarr. Yes. The other pipeline from Saudia Arabia is still 
operating. 

Senator O’Manoney. Let’s get the record straight here and make it 
informative. The pipeline to the eastern Mediterranean from Saudi 
Arabia which has not been interrupted is the one which reaches the 
port in Lebanon, is it not ? 

Mr. Stewart. Yes, both pipelines reach into Lebanon. 

Senator O’Manoney. But one passes through a large area of Syria, 
where the explosions took place. 

Mr. Srewarr. That is right, that is this Iraq pipeline indicated 
across here. 

Now, that oil flow was carried by tankers through the Mediter- 
ranean, some of it was diverted to Europe, some of it down to the 
west coast of Africa, and about 350,000 barrels a day came to the east 
coast of the United States, and to Canada. 

At that time there was a very small amount of United States oil 
moving to Europe. 

Senator O’Manoney. Before you proceed with that section, will you 
tell us, what was the total of the oil delivered by tanker through the 
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Suez Canal as compared with the total oil delivery to the eastern part 
of the Mediterranean by the pipelines before the break of the pipeline 
through Syria? 

Mr. Stewart. Before the break there were 830,000 barrels of oil 
moved into the eastern Mediterranean per day by pipeline, and 1,700,- 
000 barels a day moved by tanker. 

Senator O’Manonry. Thank you. 

Mr. Stewart. Now, of the quantity of crude that came by pipeline 
and by tanker, there were approximately 2,140,000 barrels a day that 
were delivered in Europe, north and west Africa from the Middle East. 

In figuring the oil supply to the United States east coast pre-Suez, 
1,960,000 barrels a day came from the United States gulf by tanker 
to the United States east coast; 990,000 barrels a day came from the 
Caribbean to our own east coast; and 250,000 barrels came from the 
Middle East. 

Now, in that same period of time, pre-Suez, the United States 
shipped an average of about 50,000 barrels a day to Western Europe. 
That was principally aviation gasoline and lubricating oils. 

Senator O’Manoney. Up until now you have been talking about 
crude oil? 

Mr. Srewart. I have been talking about total up to now. 

Senator O’Manonry. Now, you are talking about shipments from 
the United States, and you are talking now of petroleum products 
rather than crude? 

Mr. Stewart. All of these figures, Mr. Chairman, are total products 
and crude combined; it is the combined total flow. 

Senator O’Manoney. All right. 

Mr. Stewart. The movement from the Caribbean to Western Eu- 
rope pre-Suez was 680,000 barrels a day. The movement from the 
Middle East into the same area was 2,140,000 barrels a day. And 
about 60,000 barrels a day was coming into Europe from the Far 
East. ‘There were approximately 100,000 barrels a day coming into 
Western Europe from behind the Iron Curtain, chiefly Rumania. 

Now, from this chart labeled “Post-Suez Oil Flow Pattern,” with 
the canal blocked and one pipeline system cut off, the entire pattern 
of petroleum movement had to be changed. 


Post-Suez estimated movements of crude oil and products (selected routes shown 
on flow chart) 


(Thousands of barrels daily] 


Area of origin 

















Area of destination United Eastern | Persian 
States Carib- | Mediter- | Gulf (via 
Gulf bean teranean| Cape) 


(tapline) 














United States (East coast) - 








1d |.-------- 40 }- 

ee ee cecaucnweme 10 I Eh bean eral nce 

South America (East coast) .........-- et | : 210 died 80 

Northwest Europe 330 590 130 970 
Mediterranean.............-...-..... 3 70 80 200 150 at 
West Africa.........-. smapdientlete iowa 10 LD Jo ndae asses 50 swat 

| 
Total west of Suez_- List| 410 | 820 | ey) a eS 

South and east Africa (Red Sea)..-.....-.|----.----- |evnnnnnnn-|--n---20--| 150 





1 Estimated by Office of Oil and Gas, Program Division. 
Source: Middle East Emergency Committee. 
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Most of that change was involved in the shifting of tankers, the re- 
deployment of tankers. Now, post-Suez the movements from our own 
gulf coast to our east coast stepped up to 2,140,000 barrels a day. The 
movements to our east coast from the Caribbean went up to 1,120,000 
barrels, and we have the figure here of the movements from the Middle 
East at 40,000, which are down somewhere in the neighborhood of 
25,000 at the moment. 

We get no oil on the east coast from the Far East, and of course none 
from the Soviets. 

In the European area, north and west Africa, and the Mediterranean 
area, the movements of petroleum from the United States stepped up 
to 410,000 barrels a day. Movements from the Caribbean went up to 
820,000 barrels a day. And from the Middle East they dropped to 
1,500,000 barrels a day, by virtue of so much of that traffic having to 
go around the Cape of Good Hope. The movement of the small 
amount from the Far East was completely cut off, and the figures in- 
dicate that there were perhaps 120,000 barrels a day that came from 
behind the Iron Curtain into Western Europe. 

Now, in totaling these figures I have certain comments, certain res- 
ervations that I have got to build in. Our United States figures are 
firm. Pre-Suez we had a flow of oil to our eastern coast of 1,960,000 
barrels per day average, and post-Suez that flow is about 180,000 
barrels per day greater. 

The next chart is labeled “Demand Pattern for Petroleum Prod- 
uets—1956, United States versus European Area.” 


Demand pattern for petroleum products, 1956—United States versus Huropean 








area * 
(Thousands of barrels daily] 
United States | European area 
MB/D| Per- |MB/D! Per- 
cent cent 
NR et tt th oi. eds de ska bi fee aadn dp bbb bhinctientield 3, 782 43 661 22 
Cit, bins caktasanishad omabaedeaisin seine nah anther angie 324 4 109 4 
i nn case aeenscunions coup ylntinhiolbbrdin~tecdmbasd 1,718 19 656 21 
MME icbccs......- pen pieiestasd sek ese dienias ca elgnlie 1, 535 17| 1,127 7 
oy ee wc daalhiianicnntats a ndianinia ayaa maats 1, 468 17 477 16 














Nit hte nncin tint secre n nakioa oben ope seat Ra esi Aa 8, 7 100 | 3,030 100 


1 Includes Western Europe, North and West Africa. 
Source: Bureau of Mines, F. P. 8. C., and 0. O. G. 


For Europe the pre-Suez flow, based on the actual movements in the 
last quarter of last year, totaled 3,030,000 barrels per day. As of the 
first quarter of this year the figures will probably be in the neighbor- 
hood of 3,130,000 barrels per day—would have been—against the de- 
liveries that are now anticipated of 2,850,000 barrels per day. So 
that there is in the total an indicated shortage of between 250,000 and 
300,000 barrels per day in the oil supply to Europe. 

Now, percentagewise that is not a very large figure. But it has this 
problem in it. Most of that deficiency is in heavy fuel oil, and it con- 
centrates the deficit in that one produce where the European stocks 
are already seriously drawn down. And it is that factor that is caus- 


TIER MOEN Se 





109 


EMERGENCY OIL LIFT PROGRAM 


p 


1e 
10) 
le 








me at ey ‘9°00 @ ‘O'Sd¥ ‘SBNIN 40 Nv3uNe :30uNOS 
; VOINdY MB'N - 3d0UNT y 


S3iViS Q3LINN 


#V3uV NV3d0UNS 
EEL 








dit - 1304 TW OOIS 3h) 


1969 - 31V 1itLSI0} 


[_tse- auroeve | 





Pos -_ aNd SOu aL 










zez‘e 
3Nnit0sv9 





428'8 


% 00! 
ONVWS0 JO INS0UISd ONVW30 O11S3WO0 
(Allva S713yuuvVEs 4O SONVSNOHL) 


»VIUV NVIdOUNT “SA SALVLS GALINA 


9S6)-SLINGOUd WAAIOULAd YOd 
NUSLLVd GNVNAG 


a a nr ln EE 





1, 1 @aeatiatr 4 + s 


rf 
e 
2 
p 
0 
Oo 
Oo 
l 
n 
e 
0 
) 
tv 





t. 1——-11 


— a i——P 


9050 





110 EMERGENCY OIL LIFT PROGRAM 


ing us concern in the maintenance of the European economy, particu- 
larly of our NATO allies. 

Senator O’Manoney. Mr. Stewart, I have in my hand here a release 
dated February 1 from the Office of the Secretary, Department of the 
Interior. It is entitled “Interior Reports Increase in United States 
Oil Shipments to Europe for Week of January 17-23.” 

Attached to this release there is a table showing the gulf coast oil 
movements in thousands of barrels per day. In the month of Novem- 
ber this chart shows the total amount of crude, gasoline, kerosene, dis- 
tillates, residual, and all others, shipped to the United States east coast 
from the gulf, amounted to 1,916,000 barrels daily ; and to west Europe, 
400,000. 

The report for the week January 17 to January 23 shows the amount 
flowing to the United States east coast of these same commodities 
1,935,000 barrels, an increase of only 19,000 barrels—this is, of course, 
per day—and to Western Europe, 513,000 barrels per day. 

In other words, the increase from the month of November, daily 
average, of 400,000 barrels per day to West Europe is only 113,000 
barrels. 

Are you familiar with that release? 

Mr. Stewart. Yes, sir; I helped put it together. 

Senator O’Manoney. So this shows conclusively, does it not, that 
the flow of oil from the gulf coast, at least, has not been materially in- 
creased ? 

Mr. Stewart. Mr. Chairman, the daily average movements for the 
month of November were 1,916,000 barrels to our east coast, and 400,000 
barrels per day average to Europe. Now, the figures following that on 
this sheet show the weekly averages which one week are up and another 
week are down. But in the overall average to date, the movements to 
Europe have been in the neighborhood of an average of 475,000 bar- 
rels per day. And that is not too far short of the 500,000-barrel-a-day 
figure that we were talking about for the last 3 months. 

Senator O’Manoney. There appears from this table to be a great 
variation from week to week. For example, in November the daily 
average for the month was 400,000 barrels. The next week it jumped 
up to 636,000. Then for the next week it fell back to 387,000. It 
then went up to 421,000. It then went up to 581,000, then fell back 
to 466,000. Then in the next week ‘it gained only 3,000. Then in 
the week of January 10 to 16, it fell back to 275,000. And then from 
January 17 to 23, it went up to 513,000, which, as I said at the begin- 
ning, according to this table, was only 113,000 barrels greater than 
it was during the month of November. 

Mr. Stewart. Those variations, Mr. Chairman, are tied up in the 
variations of the tanker movements. 

Senator O’Manoney. I can understand that. But the fact is that 
deliveries have not been materially increased during this period. 
This is only a short period, 2 months, but they have not been materially 
increased. 

Mr. Srewart. The increase has not been very great. 

Senator O’Manoney. That is the reason why the testimony here 
is that the shortage still continues in Western Europe. And that is 
why the Secretary has urged that production be increased, or refinery 
runs changed, in order to increase this shipment. 
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Mr. Stewart. Yes, sir. 

Senator O’Manonry. I will make this part of the record. 

(The release from the Department of the Interior dated February 
1, 1957, is as follows:) 


DEPARTMENT OF THE INTERIOR, OFFICE OF THE SECRETARY 
INFORMATION SERVICE 
For Release February 1, 1957 


IntTERIOR Reports INCREASE IN UNITED STATES O1n SHIPMENTS TO EUROPE 
FOR WEEK OF JANUARY 17-23 


Shipments of United States gulf coast petroleum to Western Europe averaged 
513,000 barrels daily during the week January 17 to 23, the Department of the 
Interior’s Office of Oil and Gas reported today. This was an increase of 238,000 
barrels daily over the previous week’s 275,000-barrel-a-day average. 

Total movement of gulf coast oil to Europe since November 1 was brought to 
36,993,000 barrels, consisting of 19,798,000 in crude oil and 17,195,000 in products. 

Thirty-seven tankers left gulf coast ports for Western Europe from January 
17 to 23 under a coordinated plan of carrying United States petroleum to coun- 
tries whose oil supplies have been affected by stoppage of the Suez Canal and 
damaged Middle East pipelines and pumping stations, said Hugh A. Stewart, 
Director of the Office of Oil and Gas. 


United States guif coast oil movements 


{In thousands of barrels per day] 




















| 
Destination Crude | Gaso- | Kero- | Distil- | Resid-| Other | Total 
line sene late ual 
Month of November 1956: 
Daily average: } 
se GU GOON iicekn csitn on ennccnesocs 511 589 117 493 137 69} 1,916 
Western Europe. -_...-- Eda ath hee awa 248 33 8 84 18 9} 
Nov. 29-Dec. 5: } 
U. 8S. east coast... ieksiew ae con aetegon 647 590 130 496 138 84 | 2, 085 
PENNE occ cevdcnnnmndaueweeen 355 40 22 212 5 2 636 
Dec. 6-Dec. 12: 
i Ws ORE CON rede casi detcceddaais 561 583 159 600 123 56 2, 082 
I gn a eeale 201 26 ke 1 1 4 7 
Dec. 13-Dec. 19: 
Sie OU OUI Si. s secdalsvol aude 654 577 130 597 99 29 2, 086. 
I OD ns Swan dw takikmees amnion 221 77 8 DUE Teen sense 10 421 
Dec. 20-Dec. 26: 
ne A natin ccbanagepeencnh 512 655 198 612 202 42; 2,221 
SE I ood Stim paka'g Smee eunas 393 107 9 Gil isn tax 4 581 
Dec, 27-Jan. 2: 
hc encecucagitndcaiebane 650 551 124 605 131 39 2, 100 
reas BODO. ... 0. ssl cies 294 41 3 81 45 2 466 
Jan. 3-Jan. 9: 
i, ae ee OOOGE o.oo cece sm : ae 770 594 129 705 96 55 2, 349 
ff) eee ee eee 210 42 27 115 59 16 | 469 
Jan. 10-Jan. 16: | | 
rues IS soos ec tnk oc 1k. ca. 761 716 173 703 132 39 2, 524 
NI noo den eaciamanenn 72 53 ll 72 57 10 275 
Jan. 17-Jan. 23: 
FM, UU OOO cs sels cant opanesee os 645 | 441 14} 499| f91| 35) 1,985 
Western Europe : 2 aie 157 121 13 205 10 | 7 513 











Senator O’Manoney. Does that complete your statement, Mr. 
Stewart ? 

Mr. Stewart. It completes my statement with respect to this flow. 
I think, Mr. Chairman, that after this point I might make some com- 
ments on the progress, the actual progress that has been made in this 
program. 

Senator O’Manoney. Please do. 

Mr. Srewarr. We have heard a great deal about the complete 
failure of the program, and others have been quite flattering in their 
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belief that the program was far better than anybody could expect. 
Now, the actual facts seem to-be this, based upon all of the evidence 
that we have up to now. 

Our overall oil support program for Europe has been largely suc- 
cessful. That doesn’t mean that further and continuing efforts are 
not needed to do even a better job, because we can’t hope to give them 
all they need. It has been the effort throughout in improving these 
movements to achieve the best overall delivery we could to Europe, but 
in doing it, there have been plenty of controversial views on individual 
phases of the subject. 

When the stoppage of the Suez Canal and the Middle East pipeline 
first threatened, the detailed studies that were prepared for us indi- 
cated the amount of assistance that we might be able to provide from 
the Western Hemisphere. Among other measures, they showed that 
by drastically rearranging the world tanker capacity and the world 
oil supplies, it might be possible to save a lot of tanker carrying 
capacity, and make a real contribution to the requiremenis of the 
whole free world, and particularly Europe. 

The two most important steps that were taken that were involved 
were these. First, there had to be a great diversion to Europe of any 
Middle East crude oil normally moving to the east coast of North 
America, in a volume of approximately 350,000 barrels per day. 
Second, there had to be additional supplies of crude oil and products 
obtained in the Western Hemisphere in an amount totaling in an 
amount between 700,000 and 800,000 barrels per day. 

This increased amount of oil available from the Western Hemisphere 
would first substitute for the Middle East imports that were being di- 
verted, or were proposed to be diverted to Europe, and would furnish 
some additional supplies that could be moved from the Western 
Hemisphere to Europe, with a tanker haul very much shorter than the 
longer haul around the cape. 

We recognized at an early stage that while these and certain 
other steps would essentially offset the closing of the Suez Canal, they 
would not be sufficient to offset the pipeline stoppage which also oc- 
curred. However, they were the best estimates that we could produce 
of what might be done, and then with the hope that rationing in 
Europe might close the remaining gap at the expense of some hard- 
ship, but limiting that hardship to the least possible. 

The overall record up to the present indicates substantially this: 
With the canal and the pipeline inoperative after November 1, the 
Middle East oil movement to our east coast has been almost completely 
eliminated and that oil diverted to Europe. 

Then in addition Western Hemisphere supplies have been secured 
in an amount of approximately 750,000 barrels per day on an average 
over the entire winter, and that is awfully close to the second objective. 

These added supplies have been obtained by intensive efforts in 
the United States and other Western Hemisphere areas involving in- 
creased oil production—our own domestic crude oil production is up 
about 300,000 barrels a day—increased utilization of abnormal meth- 
ods of transportation—I can cite an example, the movement of crude 
down the Mississippi by barge from the vicinity of St. Louis—heavy 
drafts on our crude oil inventory—and with some adjustments in 
refinery yields. 
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What we need mostly today is some additional effort, some addi- 
tional progress to improve that original program, and some way in 
which we can improve the amount of fuels, heavy fuels, available in 
Europe. As of now, the European economy has all the gasoline it 
needs, and a nice surplus. They are still rationing it, without any 
supply need. They are not in too bad shape on distillate fuels, but 
on heavy fuel, they are seriously short. And, that is the one place 
that gives us great concern. 

Senator O’Manonry. When you say that they have all the gasoline 
that they need, but that they are still rationing, that requires a little 
explanation, doesn’t it ¢ 

Mr. Stewart. I tried to find out, Mr. Chairman, just why they 
were rationing. In one country they rationed because it has a psycho- 
logical effect upon the people, and it is easy to do. They have ration- 
ing laws that can be put in effect overnight. In other countries, they 
are trying to save foreign exchange, whether that foreign exchange 
is dollar exchange or sterling exchange, they are still trying to save it. 
And they don’t need the gasoline. Therefore, they can have a saving 
in their foreign exchange. 

Senator Dirksen. Mr. Stewart, if this is a fair question: What is the 
NATO source of gasoline and petroleum? I am speaking now about 
the North Atlantic Treaty countries’ military organization in that 
line that runs in a looping are from Norway down through Europe on 
to Turkey. Now, has that been Middle East fuel that they have been 
using, or is that fuel that goes over from here? Obviously, they would 
have to have aviation gasoline for their fighter and bomber planes. 
But is that refined over there out of the Mideast product, or is it a 
Caribbean product, or does it go from here ? 

Mr. Stewart. Part of that aviation gasoline is shipped from the 
United States normally, because of the limited supply of high octane 
aviation gasoline available in Europe. Our own foreign forces oper- 
ating in Europe draw a large portion of their actual product require- 
ments from European refineries. 

Senator Dirksen. When we are speaking about European supply, 
are we including the military supply also? 

Mr. Stewart. Yes, sir, it is included. 

Senator O’Manoney. And when we are talking about European 
refineries, to what extent are we talking about the refineries which 
are owned and operated by members of the MEEC ? 

Mr. Srewarr. The refineries owned and operated by members of the 
Middle East Committee are included, but likewise there are the various 
refineries owned by British, British-Dutch capital in Great Britain, in 
Holland, Belgium, and France, the refineries owned by the several 
French companies in France, and the refineries owned by the Italian 
companies in Italy. . 

Senator O’Manonry. Isn’t it a fact that these American companies 
are interested in about a quarter of all the refineries in France, or 
about a third of all the refineries in Britain ? 

Mr. Srewarr. They have a large interest, but what the proportion 
is to the total refining capacity, I would not want to say offhand. 

Senator O’Mauonry. Let’s say on that basis it is a large interest. 

Mr. Stewart. It is a large interest. 
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Senator O’Manoney. Do you think that large interest in refining in 
Western Europe creates any motive for the members of MEEC to 
ship crude rather than distillates and fuel oil and residual fuel, and 
the like, in order to keep their refineries running in Europe? Don't 
they prefer to have crude oil ? 

Mr. Srewarr. They prefer to have the crude, the same as the re- 
fineries owned by Europeans prefer to have the crude. But the motive, 
I think, Senator, is not merely to keep the American companies’ re- 
fineries moving; it is to get the crude and refine it and meet the 
European pattern of demand which is very markedly different from 
the pattern of demand in this country. I think that is more of an in- 
centive than their efforts to keep their own refineries running. 

Senator Dirksen. Mr. Stewart, what are the taxes on fuel over there 
as compared to the United States? Take gasoline as an example, for 
ordinary transportation use. 

Mr. Srewarr. I think that we had better have Mr. Moline of the 
State Department testify on that, because he not only lived there as 
commercial attaché and adviser with the State Department, but he 
has been very closely in contact with the European oil matters, and I 
think he should testify. I can assure you that the tax is a very big 
element. 

Senator Dirksen. Well, I saw a figure this morning, Mr. Chairman, 
that gas in Britain was 84 cents a gallon. I don’t know if that is 
correct or not. But if it is, how much of it is tax? There is such a 
difference between there and here. 

Senator O’Manonery. This is a very interesting point, Senator. 
Suppose we ask Mr. Moline to come forward to the microphone. 


STATEMENT OF EDWIN G. MOLINE, OFFICER IN CHARGE, ECONOMIC 
ORGANIZATION SECTION, OFFICE OF EUROPEAN REGIONAL 
AFFAIRS, DEPARTMENT OF STATE 


Senator O’Manonry. Please identify yourself for the reporter. 

Mr. Morrne. Edwin G. Moline, currently officer in charge of the 
Economic Organization Section of the Department of State’s Office 
of European Regional Affairs. 

Senator O’Mauoney. Since you represent the State Department, 
Mr. Moline, we can give you a place at the table up here so that you 
will be close to the microphone. 

Mr. Morin. I am very highly flattered, Senator, but I will stay 
here with the authorities. 

Senator O’Manoney. You know where the authority lies. 

Mr. Motrin. The authority on figures. 

Senator Dirksen is quite right. I was petroleum attaché in London 
for the past 4 years, up until last May. At the time I was there the 
price of gasoline was 56 cents an imperial gallon, of which 35 cents 
was tax. It is now 84 cents, the difference between the previous price 
and the present one being in small part an increase in price following 
this present emergency, when tanker rates went up so sharply, as noted 
this morning, and in addition a large increase in the tax, which I think 
is now another 14 cents, which would be 49 cents a gallon tax on gas- 
oline. 

Senator Dmxsen. That the present tax in Britain, now, 49 cents? 

Mr. Mottne. Yes, sir. 
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Senator Drrxsen. Is there any exception for fuels used for agri- 
cultural purposes ? 

Mr. Mottne. No, sir. 

Senator Dirxsen. Is that a uniform price of 84 cents? 

Mr. Mourne. It is a uniform price. It is paid by public transport 
authorities. It is paid by the United Kingdom military authorities, 
who have a larger budget to pay from one pocket into the other, if you, 
will, but nonetheless their bills are drawn in that fashion. It has 
been a big factor in the development of diesel transport there. But 
diesel engine road vehicle fuel is also taxed at this rate. It had been 
a factor in the use of kerosene in tractors in agriculture, but they are 
tending to go to diesel use. 

Senator Dirksen. Is there a black market in gasoline over there? 

Mr. Mottne. Never. 

Senator Dirksen. Now, what about the prices in other European 
countries? I saw a figure that in some countries gas was a dollar a 
gallon. 
~ Mr. Morne. I can’t speak with the same authority about the others 
as I can about the United Kingdom, but in Italy, for example, the price 
is very close to the dollar that you mention, a very large element being 
tax. France, if I recall coal , is also in the 80-cent or 90-cent range, 

Senator Dirksen. And there the tax is also equally high ? 

Mr. Motine. Yes, sir; in every case the basic price for gasoline is 
not too different than it is here, perhaps a little bit lower. But the big 
element is the tax. 

Senator O’Manonry. Is there any import tax abroad ? 

Mr. Morine. For Europe as a whole I don’t think I could answer 
that. It is not true in the United Kingdom; it is carried as an excise. 
The tax is paid at the refinery on the resultant yield of gasoline when 
it leaves the refinery. 

Senator O"Manonry. Would there be any tax levied by Britain, for 
example, or France, on the oil that under this program this country 
would ship into Western Europe? 

Mr. Morine. Not an import tax. There would be the ordinary ex- 
cises when the gasoline comes out of the refinery, so far as Britain is 
concerned. I am not sure of the other countries. I would doubt it, 
though. Generally crude oil moves in 

Senator O’Manoney. No other tax than that which is paid on gaso- 
line and fuel oil and distillate when it is sold ? 

Mr. Mortne. This will vary slightly from one country to the other, 
but generally what you say is right; gasoline is the taxed product, and 
in some places diesel engine road fuels are taxed, and in some cases 
there are very nominal taxes on lubricating oils. 

Senator O’Manoney. In giving the cost of gasoline abroad in cents, 
what exchange ratio did you use? 

Mr. Morrne. When I was quoting the United Kingdom prices, I 
was using 14 cents to the shilling, which is $2.80 to the pound, the offi- 
cial rate. 

Senator O’Manoney. Do you know anything about the credits that 
American companies get on their tax payments to the United States 
for operations abroad ? 
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Mr. Morine. Only in a general sense on the production abroad. 
Senator O’Manonry. You would not want to testify on that? 


. ig Mo.tne. I would not regard myself as an authority in this 
eld. 


Senator O’Manonry. Thank you, Mr. Moline. 

Mr. McHvueu. Mr. Stewart, in order to get the record clear, I won- 
der if you would tell us how much the total United States shipments to 
Western Europe in the month of January of crude oil and fuel oil have 
fallen short of the Government’s goal ? 

Mr. Stewart. We don’t have a monthly goal. We are working en- 
tirely on a daily shipment objective. It is not what we call a goal. 


I don’t have the monthly average figure, but I can supply that for the 
record. 


(The information referred to is as follows :) 


Preliminary petroleum exports from United States gulf to West Europe, 
January 1957 


[Thousand barrels daily] 








| 
Volume Percent 
Teen TTT Te nn enn een eee eee ee te pene esaoonucceens 174 | 40. 4 
Gasoline !__- 65 15.1 
I i cierto cpm terediote sid 16 | 3.7 
I te eT ee i obéenc ended cb anbehoseon ete 125 29.0 
I Ne ek. cdambebwete 41 9.5 
IN ees 8 eae Oe ee ee ee ne cas 10 2.3 
a a ean 431 100.0 





1 Includes aviation gasoline. 


Mr. McHueu. At one time wasn’t there an announcement that the 
Government’s goal in the shipment of crude and fuel oil to Western 
Europe was in the neighborhood of 500,000 barrels per day ? 

Mr. Srewarr. It was not set up as a goal in the sense that we set 
up goals in our Government operation. Tt was an objective; it was a 
target at which we are shooting. 

Senator Dirksen. It was a hope, was it? 

Mr. Stewart. It was a hope. 

Mr. McHvueu. Can you tell us approximately how closely you got 
to that goal or that hope during the month of January ? 

Mr. Srewarr. I can supply the figures. I don’t have the daily 
average movement for the month of January, but for the period from 
November 1 to December 1, when the companies were operating on 
their own account, and for December and January, when they had 
the improved operation available to them through the Committee 
mechanism, the overall average has been about 475,000 barrels per 
day of all products, crude and all products. 

Mr. McHueu. Do you know what percentage of that figure repre- 
sents gasoline ? 

Mr. Stewart. I do not know offhand, but I can give you that. I 
can determine that and furnish it for the record. 


SO ELT ROR TTT ERE PENI TE 


AMER en 





i- 
1. 


1e 


NELSLS>— | 
Cac | 


= 
° 


he 
rm 


set 
5 a 


rot 


ily 
om 
on 
ad 
ree 
er 


re- 


EMERGENCY OIL LIFT PROGRAM 117 


(The information referred to is as follows :) 


Petroleum shipments to Western Europe from United States gulf, Now. 1, 
1956-—Jan. 28, 1957 


[Thousand barrels daily] 


Cr OUD a os ata” ase ete bila biti aa tant ie ted etn ntteteenad-ein 254 
a a aca Te 57 
NEE ee eee eee are ee pant aie aoe ailgt ietieeenaen ah Gre tenon aeeaeninaa ee 9 
Meanie Cee) OM ee Se a 124 
Westin Sameera ee eee Gil 26 
inl esc 5 cache aa kak Dake eagle neociilbienpemebioiting 8 

ea ating paca at ee ce ee 478 


Source : Office of Oil and Gas, Feb. 21, 1957. 


Mr. McHveu. Isn’t it a fact that there have been high shipments 
of gasoline to Western Europe during January ? 

Mr. Srewart. Yes, sir; every week there have been high ship- 
ments. Those are reflected in these weekly figures that are shown on 
the exhibit that the chairman referred to a few moments ago. 

Senator O’Manoney. This boils down, then, to the conclusion that 
while some progress has been made in shipping the needed oil, both 
erude and refined products, to Western Europe, the goal which you 
have in mind has not been reached. Is that correct, or is it not? Iam 
just trying tosummarize it. 

Mr. Stewart. They have not yet reached our full objective. 

Senator O’Manonry. And you have no means of knowing when 
the Suez Canal or the Syrian pipeline will again become an effective 
means of transportation of oil ? 

Mr. Stewart. That is correct. 

Senator O’Manonry. The work of your Division is such that you 
can’t tell, and the problem before you is such that you can’t tell now 
how long you will be laboring with this problem ? 

Mr. Stewart. That is right. 

Senator O’Manonery. Now, with respect to the operation, you have 
an office in New York, do you not? 

Mr. Stewart. Yes, sir. 

Senator O’Manoney. Is that an Interior Department office, or an 
office of the Committee, the MEEC ? 

Mr. Srewart. The Interior Department has its own office there, 
which is in the same suite as the offices of the Middle East Emergency 
Committee. 

MEEC OFFICES 


Senator O’Manonry. And the Middle East Emergency Committee 
has its own offices there ? 

Mr. Stewart. Yes, sir. 

Senator O’Manoney. Who bears the expenses of these offices ? 

Mr. Srewart. The Middle East Emergency Committee itself, 
through voluntary contributions. 

Senator O’Manoney. Voluntary contributions? 

Mr. Stewart. Yes, sir. 

Senator O’Manoney. Of the corporations themselves, am I right? 

Mr. Srewarr. That is right. 
Senator O’Manonery. Who is the head of that—Mr. Coleman, is it 
not ¢ 
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Mr. Stewart. Stewart Coleman is Chairman. 

Senator O’Manoney. Is he there physically day after day ? 

Mr. Stewart. No, he is not. 

Senator O’Manoney. Who is the head ? 

Mr. Stewart. The head of the Middle East Emergency Committee 
office is Mr. May, who is executive secretary for the Committee. 

Senator O’Manonery. What is the full name? 

Mr. Stewart. Arthur G. May. 

Senator O’Manoney. What corporation does he represent ? 

Mr. Srewart. He is a retired employee of some one of the oil com- 
panies, but he is not working for any of them at the present. 

Senator O’Manoney. But he is employed by the Committee and not 
by the Interior Department ? 

Mr. Stewart. That is correct. 

Senator O’Manoney. Now, the office of the Interior Department, 
the Oil and Gas Division, is a neighboring office ? 

Mr. Stewart. Yes, sir. 

Senator O’Manoney. How many persons are there is that office? 

Mr. Stewart. Three. 

Senator O’Manoney. What are their duties? 

Mr. Srewart. The man in charge is the Director of the voluntary 
agreement. He has overall charge of the operations of the Middle 
East Emergency Committee and of all of the subcommittees. 

Senator O’Manoney. Is that Mr. Fowler? 

Mr. Stewart. That is Mr. Ralph S. Fowler. 

Senator O’Manonery. Mr. Ralph Fowler is an employee under 
classified civil service of the Department of the Interior ? 

Mr. Stewart. Yes, sir, a full-time employee. 

Senator O’Manonry. A full-time employee. Does he sit in at all of 
the meetings of the MEEC and its subcommittees ? 

Mr. Srewart. He sits in at all of the meetings of the Middle East 
Emergency Committee, and at as many of the subcommittee meetings 
as he can. We frequently have as many as 2 or 3 subcommittee meet- 
— going on at one time. So he can’t set in personally at each of 
them. 

Senator O’Manonry. What are his responsibilities when sitting in 
on any of these subcommittees ? 

Mr. Srewart. He supervises the agenda and makes sure that the 
matters considered are confined to the matters that are on the agenda 
that he himself has prepared. 

Senator O’Manoney. Does he have a vote? 

Mr. Srewart. No. 

Senator O’Manoney. He has no vote? 

Mr. Stewart. He has no vote. 

Senator O’Manoney. Does anybody in the Department of the In- 
terior have a vote? 

Mr. Stewart. No, sir. 

Senator O’Manoney. What is your authority, Mr. Stewart, with 
respect to the MEEC? 

Mr. Srewarr. Under Assistant Secretary Wormser I have full 
charge of the whole operation, the Middle East Emergency Commit- 
tee, and our own Washington office. I operate there through Mr. 
Fowler who is the Director of the voluntary agreement. 
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Senator O’Manoney. There have been four schedules prepared to 
date, have there not? 

Mr. Stewart. Yes, sir. 

Senator O’Manongy. Were they all drafted by the MEEC? 

Mr. Srewarr. Yes, sir. 

Senator O’Manonry. Were they approved by Mr. Fowler or by you 
or by Secretary Wormser? 

Mr. Srewart. They are first approved by Mr. Fowler and are trans- 
mitted by him with a letter of explanation setting out why it was con- 
sidered necessary that each schedule be established. It comes to my 
office for review. After review by me, it is then submitted to Assist- 
ant Secretary Wormser or to Secretary Seaton when he happens to 
be on hand. 

Senator O’Manoney. Are any decisions of the MEEC or its sub- 
committees made without immediate submission to the Interior De- 
partment? I do not have in mind the decisions on the activities to 
which you referred at the meeting of the National Petroleum Council, 
where you described the postaudit system. 

Mr. Stewart. You refer to the actual transactions that are carried 
on under the schedule? 

Senator O’Manoney. Yes. Are those transactions approved in 
advance, or not? 

Mr. Stewart. They are not approved in advance. They are ap- 
proved immediately thereafter, however, after the records are re- 
ceived as to the transaction. 

Senator O’Manoney. What is the effect of the post audit? 

Mr. Stewart. The postaudit is an opportunity for the plan of 
action review committee to scrutinize each action proposed or taken, 
and to do that at an early time, so that, if it is determined by the review 
that the action is not in conformity with the schedules, the action can 
be stopped or, if it is already underway, that individual transaction 
will not be repeated. 

Senator O’Manoney. But it would be carried through? 

Mr. Srewarr. It might, or it might not, depending upon whether 
it was a long continued transaction, or whether it was in the nature 
of one cargo of oil. 

Senator O’Manonsy. Now, then, with respect to Mr. Fowler, how 
long has he been in the employ of the Department of the Interior? 

Mr. Stewart. Since about the 1st of August, 1956. 

Senator O’Manonry.. What was his position before? 

Mr. Stewart. He was a consultant and a broker in New York City. 

Senator O’Manoney. An independent broker? 

Mr. Srewart. Independent. broker. 

Senator O’Manonery. Asa consultant on petroleum matters ? 

Mr. Srewarr. Yes. _ 

Senator O’Manoney. And as a broker in the sale of products? 

Mr. Stewart. Not:so much a broker in the sale of products as a 
broker in attempting to promote capital for European companies in 
the oil business. 

Senator Dirksen. Mr. Stewart, how long have you been in the Oil 
and Gas Division ? 

Mr. Stewart. Since November 1, 1949. 

Senator Dirksen. Were you in some other agency before that? 
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Mr. Srewarr. No. Prior to joining the Government, I spent’ some- 
thing over a year as an oil and gas consultant. And prior to that 
time, for some 25 years, I was an employee of the Texas Co. in pro- 
ducing operations in the Rocky Mountain area of this country. 

Senator Keravver. May I ask one question of Mr. Stewart ¢ 

Senator O’Manoney. Yes, indeed. 

Senator Keravver. Mr. Stewart, this 475,000 barrels a day that has 
been shipped to Europe—I don’t know whether on an average or dur- 
ing some particular time—is that the increased amount that has been 
shipped to Europe, or is that the total shipment ? 

Mr. Srewart. That is the total daily average shipments to Europe. 

Senator Krravver. Then how much was the average shipment be- 
fore the Middle East emergency came about? 

Mr. Srewart. In the neighborhood of 50,000 barrels per day. 

Senator Keravver. I thought Mr. Flemming said that about two- 
hundred-thousand-odd barrels were gasoline, or other than crude oil, 
of the 475,000 barrels. Can you give us approximately how much of it 
was gasoline or other than crude oil ? 

Mr. Srewart. Of that 475,000 barrels, there was approximately 235,- 
000 barrels of crude oil. 

Senator Kerravuver. 235,000. That leaves about 240,000 barrels of 
gasoline, or something else? 

Mr. Srewart. Gasoline, kerosene, distillate fuels, and residual and 
miseellaneous products. 

Senator Keravuver. With a surplus of gasoline in the Western Euro- 
pean countries, why should we be shipping so much gasoline, instead 
of more crude? 

Mr. Srewart. I can’t answer that question, Senator. I don’t know. 

Senator Kerauver. Did that come up in the meetings of the Middle 
East Emergency Committee ? 

Mr. Stewart. It has been discussed there. 

Senator Kerauver. What do the companies say about not refining 
their oil and just shipping crude oil? What excuse have they given? 

Mr. Stewart. The excuse, as near as I know, has been—if it is an 
excuse—that the oil, other oil, was not available except with a certain 
amount of gasoline. 

Senator Krerauver. You mean that if they are going to get the other 
oil, they have to take a certain amount of gasoline ? 

Mr. Stewart. Well, that appears to be the fact. 

Senator Kerauver. Let’s see if I understand that correctly, Mr. 
Stewart. You mean that the companies put up the proposition that if 
they are going to ship a certain amount of crude to European countries, 
those countries would have to take a certain amount of gasoline, too, 
is that right ? 

Mr. Srewart. I think I would reverse the statement, Senator, to 
say that for these companies to be able to acquire the additional crude 
which they need to fulfill their European requirements, they had to 
take a certain amount of gasoline along with that crude. 

Senator Kreravver. I don’t understand that. These companies are 
both producing companies and refining companies, are they not? 

Mr. Stewart. Yes, sir. 

Senator Keravuver. Then how could that be the case? Take Stand- 
ard Oil, which produces and refines—how could it be that Standard 
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Oil would have to take a certain amount of gasoline to get crude? 
They get the crude first, don’t they ¢ 

Mr. Srewart. I think you should understand, Senator, that the com- 
panies themselves, out of their own supplies, do not have sufficient to 
meet their own domestic requirements and any supplies they wanted 
to ship to Europe. Consequently, each company has to buy in the 
open market either crude oil for refining in its own refineries or to meet 
its shipments to Europe. They have to buy the products from others 
who have it. ; 

Senator Krrauver. According to the Wall Street Journal this 
morning, they have got their refineries generally running full blast, 
haven’t they ¢ 

Mr. Stewart. Toa very large degree. 

Senator Kerauver. Then why don’t they just ship the crude without 
running the refineries so much, if that is what Europe needs? 

Mr. Srewarr. Senator, we have a domestic market. We and the 
companies are under considerable pressure to meet the domestic de- 
mand. That has got to be met. 

Senator Krerauver. The gasoline shipped to Europe doesn’t meet 
any domestic demand, does it? 

Mr. Stewart. At the moment, gasoline is in excess supply. This 
is the winter season. 

Senator Keravuver. My question is, Why don’t you get them to ship 
the crude oil rather than refining the crude and shipping gasoline to 
Europe, which they don’t need ? 

Mr. Srewarr. They have been shipping gasoline they have pur- 
chased, not the gasoline they have manufactured themselves. 

Senator Keravuver. Are you sure about this? 

Mr. Stewart. Well, toa large degree. 

Senator Kerauver. None of the gasoline that has been shipped has 
been gasoline that they refined themselves ? 

Mr. Stewart. I wouldn’t be positive that it was all that way. 

Senator Kerauver. What difference does it make whether they pur- 
chase it or refine it themselves? It takes tanker space, doesn’t it? 

Mr. Srewarr. Yes. 

Senator Knrauver. Tanker space is the big problem here, the critical 
problem ? 

Mr. Srewarrt. That is correct. 

Senator Keravver. Then why don’t they leave the gasoline out and 
put the crude in? The fact is, they make more money out of the 
gasoline; isn’t that it ? 

Mr. Stewarr. I doubt if they make more money out of the gasoline 
in Europe than they do here, because the gasoline that is required in 
Europe is a much lower grade gasoline than that which is required and 
sold in this country. Ours is a more expensive gasoline to make. The 
European gasoline is much lower grade. 

Senator Kreravver. Looking over the European refineries, they seem 
to be about two-thirds or three-fourths owned by French, British, 
Dutch, or Italian companies. Do you suppose those companies would 
rather do their refining over here than send their crude over there 
where it would be refined by some nonowned company? Do you think 
that has anything to do with this? 
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Mr. Srewarr. I -wouldn’t be competent to answer that question, 
Senator. Some of the companies actually supplying that ofl would 
have to answer that; I can’t. 

Senator Keravver. Regardless of the motive, it takes up tanker 
space for a product that Europe doesn’t particularly need as critically 
as it needs fuel oil. My question is, Why haven’t you and Mr. Wormser 
done something about getting them to use this space for crude oil ? 

Mr. Stewart. The whole operation, Senator, is a voluntary oper- 
ation. We have not felt that we were justified in encroaching too far 
in attempting to regulate just exactly what each company should ship 
without knowing all of the factors in the demands that those com- 
panies were trying to satisfy in Europe. 

Senator Keravver. They know as well as you know that it is crude 
oil that is needed in Europe and not gasoline, don’t they ? 

Mr. Stewart. Yes, sir. 

Senator Keravver. What effort have you and Mr. Wormser made 
in trying to get them to devote more tanker space to crude oil rather 
than to gasoline? 

Mr. Stewart. The press release that Secretary Wormser issued on 
the 27th of January is an example of one of those efforts. 

Senator Kerauver. You said a minute ago that this was voluntary. 
I understood you to infer that there wasn’t much you could do about 
what they shipped to Europe in their tanker space. 

Mr. Srewarr. I don’t know whether there is much we could do 
about it, Senator. But I do know that if we, who have so little knowl- 
edge of the actual problems in Europe and of the actual problems 
involved in meeting the oil supply, undertook on our part to dictate, 
we might do a lot more harm than good. Consequently, we have tried 
to let the companies do the best they could to meet those requirements. 
We think they have done a pretty good job. 


EUROPEAN OIL NEEDS 


Senator O’Manoney. May I interrupt, Senator? 

The questions of Senator Kefauver suggest to me that it would be 
appropriate to find out at this spot where you get representations about 
the need of oil in our allied Western European countries. Who con- 
veys to you the message indicating what oil is needed, and what kind? 

Mr. Srewart. Since the Suez crisis the Organization for European 
Eeonomie Cooperation has undertaken to handle the European sup- 
ply-demand problem. It is through that organization the information 
on the European needs is transmitted to this country. 

Senator O’Manonry. What is the OEEC, the Organization for 
European Economic Cooperation? How was it created 

Mr. Srewart. Mr. Chairman, if you will, I would very much prefer 
to have Mr. Moline cover that, because he has a thorough knowledge 
of it, and mine is secondhand. 

Senator O’Manoney. Thank you very much. 

Mr. Moline, will you come forward again ? 

May I say, in order to expedite the proceedings, what I am driving 
at is to find out whether there is any agency conveying to the MEEC 
through official channels from Europe the amount of oil needed weekly, 
needed daily, needed monthly, or in what period. 
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Mr. Morne. As I understand the way the calculations are made, 
the estimates are produced in Europe by the OEEC’s petroleum in- 
dustry emergency group, which, in general, functions very 2 
to the MEEC on this side of the Atlantic, and OPEG, as it is called, 
tells the OEEC, which is a 17-government committee, that there ap- 
pears to be in prospect for the next 40 days—which is the period they 
work in—so much oil in these various categories. 

Senator O’Manonry. OEEC, you say, is a government agency ¢ 

Mr. Motine. A government committee. 

Senator O’Manonery. Representing how many countries? 

Mr. Morine. 17 Western European countries, on which the United 
States and Canada have an associate membership. It is an organiza- 
tion which has been in existence since 1948, and its oil committee has 
been in existence since that time. 

Senator O’Manonry. Now with respect to OEEC, the major com- 
mittee, is that manned by personnel from the Government’s civil list, 
or by personnel from industrial lists ? 

Mr. Motrner. So far as I know—and I worked with that committee 
for 4 years—all of the people are full-time regular civil servants. 
There may be some exceptions in some of the smaller countries, where 
Iam not familiar personally with the individuals. 

Senator O’Mauonery. How was it set up? 

Mr. Morrne. It was set up as an aftermath of the Marshall plan. 

I submitted to your committee—and I have extra copies, if you are 
interested—the organizational antecedents of this committee. It was 
set up under what was called the Convention for European Economic 
Cooperation, of April 17, 1948, and it was at that time designed to 
figure out cooperatively how they could make the best use of the 
Marshall plan idea—which had been advanced by General Marshall a 
short while before—what were the areas in which they could cooperate 
economically to assist the rehabilitation of Western Europe. 

Senator O’Manoney. So that it is a government institution ? 

Mr. Motrne. It is, sir. 

Senator O’Manonery. With respect to OPEG, is that a government 
institution ? 

Mr. Motine. No. OPEG is made up entirely of company-desig- 
nated, company-employed individuals. Its members are men from 
British Petroleum Co., formerly known as Anglo-Iranian; from 
Royal Dutch Shell; and from Compagnie Francais des Petroles. 

Senator O’Manoney. Those three companies that you just men- 
tioned are deeply interested in Middle East oil, are they not? 

Mr. Morin. They are; and they are observers on our committee. 

Senator O’Manoney. Anglo-Iranian is a company in which 
Standard Oil of New Jersey has a certain interest ? 

Mr. Morne. Anglo-Iranian which is now called British Petro- 
leum—I think your point is it is one in which the British Government 
has an interest. 

Senator O’Manonry. The British Government, that’s right. It is 
now the Iraq Petroleum Co. 

Mr. Motine. Iraq Petroleum Co. is owned 46 percent by British 


Petroleum and Shell, and American companies jointly hold 23.75 
percent. 
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Senator O’Manoney. So that OPEG in Europe tells OEEC what 
the needs for oil are? 

Mr. Mourne. No, sir; what the availabilities of oil will be. From 
the other side—on the government side—every 10 days needs are com- 
piled by the central authorities of the member governments, ministries 
of fuel and power if they have them or ministries of economic affairs 
if they don’t have such specialized agencies. 

Senator O’Manoney. Do I understand your meaning that in re- 
porting what the availabilities of oil are, that committee is trying to 
help OEEC to know where the needed supplies may be found ¢ 

Mr. Motrin. No, sir; they come in with a best estimate of what the 
total availabilities will be for Europe as a whole from all sources. 
Almost simultaneously and against a requirement to furnish them 
every 10 days, the demand side of the picture, taking account of cur- 
rent restrictions and rationing, comes forward from the government’s 
side, and at that point OEEC as a government body sits down in joint 
session with a liaison group from OPEG and decides how they will 
apportion what has turned out to be short falls since this program 
got started. 

Senator O’Mauoney. You said that OPEG reports on the avail- 
ability from all sources ? 

Mr. Mottne. Yes, sir. 

Senator O’Manoney. Does that include American sources ? 

Mr. Motrne. Yes, sir. And that side of it I understand rests in 
part at least or maybe a very substantial part on calculations made 
through our MEEC as to what appears to be the likely shipments from 
the United States in the next 4-week period. 

Senator O’Manoney. So we have this picture: That OPEG, which 
is a Middle East grouping of oil companies, tells the European eco- 
nomic organization, OQEEC, what oil is available from all sources, 
including the United States, and MEEC tells OPEG what is that 
availability from the United States? 

Mr. Motrine. That is as I understand it. 

Senator O’Manonry. And MEEC is also made up of companies 
just as OPEG is, which are interested in the development and the 
refining of oil ? 

Mr. Mottne. Well, worldwide. 

Senator O’Manonrey. Worldwide, so that MEEC is in fact made up 
of practically the same membership so far as the Middle East is con- 
cerned as OPEG, in Europe? 

Mr. Mourne. Well, with a very major difference. That there are I 
believe 7 American companies who are observers on OPEG set up out 
of the 15 companies that are members of MEEC, and the 3 European 
members of OPEG are observers on this side. It isn’t identical mem- 
bership. It is the ones that have the major interests in Europe. 

Senator O’Manoney. But these observers of the European com- 
panies sit in New York with MEEC and watch what is going on. 

Mr. Morrne. Yes, sir, that’s right. 

Senator O’Manoney. And the Department of the Interior also has 
observers there, am I right? 

Mr. Stewart. Yes, sir. 

Senator O’Manoney. These observers that you have selected are 
individuals rather than corporations, representing the petroleum in- 
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dustry in the United States, like Mr. Nielson of the Husky Oil Co. 
He is just an individual but he is an observer? 

Mr. Srewarr. Yes. 

Senator O’Manonery. Mr. Secretary, I have to say that you are 
saying “yes,” by nodding your head. 

Mr. Wormsrr. Yes, sir. As a matter of fact, he is also a consultant. 
He works with us in Washington, Mr. Chairman. As you know, Mr. 
Nielson has been very helpful to us in Washington. 

Senator Kerauver. Mr. Chairman, may I continue my questioning? 

Senator O’Manonry. Yes, sir. 

Senator Kerauver. Mr. Stewart, as I understand it, said he didn’t 
have very much information about the needs of Western Europe for 
particular kinds of oil. In the light of what you have said, Mr. Moline, 
that committee is bound to have information from day to day about 
the needs, isn’t it ? 

Mr. Mourne. May I comment about that? I think there is a bit of 
confusion about this gasoline supply picture in Europe and what the 
difference has meant to Europe Sohieis what we have shipped and 
what we might have shipped. We have so far shipped about 258,000 
barrels of crude oil since the start of November. We have averaged 
about 55,000 barrels a day of gasoline over this period. Taking those 
2 factors only, if we had over this whole period eel shipping 500,000 
barrels of crude oil, Europe would have had just about the same 
amount of gasoline since its minimum production from crude oil would 
have been about the same as the net result of this amount of gasoline 
and the gasoline refined from the crude oil we have shipped. 

As we move down the line, we have shipped very substantial quan- 
tities of distillate, much more than Europe could have made out 
of 500,060 barrels of crude oil. This is the reason in the case of 
distillate why Europe is somewhat better off than it had expected to 
be at this point in respect to that product. 

The reason they are reasonably well off in gasoline is due to two fac- 
tors : One, this is the low point of the year’s consumption and secondly, 
there has been some restriction in use that takes effect. Actually, for 
this present period their gasoline supplies are about 103 percent of 
normal, but the uncertainty about wane demand goes in the spring 
when it normally jumps about 30 percent is one factor that makes 
the 2 or 3 countries which are rationing severely unwilling to remove 
the rationing until there is a little more certainty about supplies 
than at present. 

The biggest loss in respect to where we might have been had we 
been able to ship crude oil is in respect to this critical heavy fuel. 
That has averaged over the period only 24,000 barrels a day as residual. 
They make a great deal more heavy fuel out of crude oil than we do, 
and they probably have picked up another 80,000 or 90,000 barrels 
out of the crude oil we’ve shipped. But if we had sent it all as used, 
they would probably have had another 70,000 or 80,000 barrels a day 
of heavy fuel. 

Senator Keravuver. In any event, Mr. Stewart, the objective you 
were shooting at is 500,000 barrels a day of fuel oil? 

Mr. Srewart. No, sir. 

Senator Keravuver. 500,000 barrels a day of crude plus other oil 
products. That is what you were shooting at? 
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Mr. Srewarr. That is what we were shooting at. 

Senator Kerauver. And their great need is fuel oil ; is that correct ? 

Mr. Stewart. Yes, sir. 

Senator Keravuver. And you have been sending to Europe, accord- 
ing to your testimony, 475,000 barrels a day of all products, of which 
only 235,000 barrels are crude oil; is that correct ? 

Mr. Stewart. That is substantially correct. 

Senator Kerauver. So that, even on your expectation, that is a 
shortage of 265,000 barrels. 

Mr. Srewart. No; because there have been other products besides 
the gasoline that have been shipped. 

Senator Keravver. Tell us how much the other products were. 
How much gasoline has been shipped ? 

Mr. Srewart. Per day, 57,000 barrels of gasoline shipped, and that 
includes aviation gasoline; 9,000 barrels a day of kerosene, 124,000 
barrels per day of distillate fuels, 26,000 barrels per day of residual 
fuel oil, and 8,000 barrels per day of other petroleum products, which 
makes the total of about 475,000 barrels. 

Senator Keravuver. They have refineries to make the 123,000 barrels 
of distillate, don’t they ? 

Mr. Srewart. Yes; they haven’t had the crude oil from which to 
make it. 

Senator Kerauver. My question was why you didn’t send them 
shipments of crude oil. 

Mr. Stewart. The crude oil has not been available to ship. 

Senator Kzravuver. You didn’t mean to say a few minutes ago, did 
you, Mr. Stewart, that you are not too familiar with the requirements 
of Western Europe, because isn’t it true that on this OPEG, as Mr. 
Moline has said, American companies—Gulf, Caltex, Standard Oil of 
New Jersey, Socony Mobil, Texas Co., Standard Oil of California— 
they all have observers sitting there to hear about Europe’s needs? 

Mr. Stewart. Senator, I perhaps did not make myself clear. We 
do have information on the needs, but we have insufficient knowledge 
that would permit us in the Government here to dictate just what 
should be shipped where because, at a given place at a given time, the 
requirement in a given country in Europe may be different from any 
information that we would have on this side of the Atlantic. 

Senator Keravuver. Isn’t there close liaison between the representa- 
tives of these American companies on OPEG and the people on the 
Middle East Emergency Committee ? 

Mr. Srewart. It is a close liaison, but bear in mind that OEEC 
is the one that furnishes the information on the requirements. 

Senator Keravuver. Of the total goal of 500,000 barrels a day, how 
much was crude? How much crude have you shipped? What was 
your goal on crude oil ? 

Mr. Srewarr. We had hoped to ship 500,000 barrels per day of 
erude oil. 

Senator Keravuver. If you had hoped to ship 500,000 barrels a day 
of crude oil, with 265,000 barrels per day actually shipped, you are 
behind. 

Mr. Stewart. Of crude oil. 

Senator Keravuver. That’s correct. 

Mr. Srewart. But that is made up in part of the products which 
have been shipped. 
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Senator Keravuver. Anyway, you are 265,000 barrels behind your 
expectation on crude oil. 


Mr. Stewart. On crude oil. 

Senator Krravuver. This 500,000 does not represent your opposite 
needs, does it? It represents what you had hoped to be able to do. 

Mr. Stewart. That is correct, from the United States. 

Senator Kerauver. From the United States. What is your op- 
posite total overall need by virtue of the stoppage of the Suez flow? 

Mr. Srewart. The normal requirements for all of Europe, all of 
free Europe, plus north Africa and west Africa, is in the neighborhood 
of 3,300,000 barrels per day. 

Senator Kreravuver. What is the normal requirement of those coun- 
tries receiving part of this supply of 475,000 barrels? In other words, 
the 500,000 comes nowhere near meeting their total needs, from the 
United States ? 

Mr. Stewart. There is a continuous movement of crude oil by 
tanker from the Persian Guif around the Cape of Good Hope to Eu- 
rope. There is a movement of some 330,000 barrels a day of crude 
oil by pipeline to the eastern Mediterranean. In addition there is 
the movement of oil from the Caribbean to Europe, and the 500,000- 
barrel figure was the amount of oil, the objective that we had in the 
movement of oil from this country. 

Senator Keravuver. The objective you had was 500,000, but what 
was the European demand as represented by this 500,000 objective; 
that is, what did they hope that you could send that they said they 
needed there, at the time you arrive at the 500,000 goal ? 

Mr. Srewarrt. We heard various estimates from Europe of the 
amount they would need. Those estimates ranged up in excess of 
one million barrels a day. In arriving at the 500,000 barrel figure as 
our objective from the United States, we had to take into considera- 
tion the diversion to Europe of Middle East oil normally imported 
to our East Coast. That, for a period of time, had been in the neigh- 
borhood of 350,000 barrels per day, with almost all of it now being 
diverted to Europe. We had to make up that amount of demand in 
the United States, either from domestic production or increased im- 
ports from the Caribbean. Domestic production in this country has 
been increased approximately 300,000 barrels a day since the first of 
November, so that 300,000 barrels has been contributed to our domestic 
requirements. 

Senator Kerauver. Can you give us an estimate, sir, of how much is 
the overall additional cost per barrel of crude oil which the European 
vations are having to pay by virtue of the longer haul and the tanker 
shortage in oil which they are getting from the United States, in an 
additional amount over the cost of that from the Middle East? 

Mr. Stewart. We have no way of knowing that, Senator. 

Senator Keravver. It is substantially higher. 

Mr. Srewart. One of the large elements in the cost of oil delivered 
to Europe is the tanker transportation cost, and the tanker trans- 
portation cost is affected very materially by the charter rates of the 
independent tanker fleet which is in that service. We have no way 
of knowing what the charter rates may be, so we know nothing about 
what the actual cost is for oil delivered today to Europe around the 


Cape of Good Hope or oil delivered from the Caribbean or from the 
United States. 
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Senator Krrauver. Have those rates gone up since the emergency ? 

Mr. Srewart. In the month of November, many of those rates sky- 
rocketed. A common charter rate was about United States Maritime 
Commission plus 125 percent prior to Suez. Thereafter the rates went 
up in excess of 300 percent. Some quotations were 325. 

Senator Kerauver. I don’t understand. You mean that prior to 
Suez the rate was Maritime Commission rate plus 125? 

Mr. Srewart. It was two and a quarter times the Maritime rate. 

Senator Keravver. Two and a quarter times the Maritime rate. 
But now some of it has gone up to how much ? 

Mr. Stewart. To plus 325 percent, which would be four and one 
quarter times. 

Senator Keravuver. Four and one quarter times the Maritime rate? 

Mr. Stewart. Right. 

Senator Kerauver. What percentage of these tankers are owned by 
the 15 companies in the MEEC? 

Mr. Srewart. About 20 percent, if I remember the figure. I can 
check that, hawever, and give you the figure. 

(The information referred to is as follows:) 


PERCENTAGE OF TANKER TONNAGE OWNED BY COMPANIES BELONGING TO THE MIDDLE 
East EMERGENCY COMMITTEE 


Among the 15 companies comprising the Middle East Emergency Committee 
are companies which own 44 percent of the deadweight tonnage of the privately 
owned portion of the American tanker fleet. These companies, together with 
their subsidiary companies operatingg vessels under foreign flags, comprise 14 
percent of the total world tanker fleet capacity of 1,000 gross tons or over. 

Senator Krravuver. Are the countries in Western Europe paying 
a increased cost, or financing it partly through the Export-Import 

ank ? 

Mr. Stewart. I wouldn’t know how they are meeting it. 

Senator Keravver. Mr. Wormser, do you know about that ? 

Mr. Wormsrr. I would defer to the State Department, Senator. 

Mr. Motrnr. I think, Senator, that the Export-Import Bank loan 
has represented a net addition to Britain’s gold and dollar reserves, 
and it is hard to say what element falls on what part of the total re- 
serves. It is very true that there is a large additional dollar cost to 
Europe in the present oil movement, and that it falls dispropor- 
tionately heavy on the United Kingdom. 

Senator Kerauver. They have gone to the Export-Import Bank 
to take care of part of this additional cost ? 

Mr. Mortne. The total dollar requirements would involve an ele- 
ment of confidence in the pound, which is supported by two instru- 
ments, the International Monetary Fund drawing rights and the loan 
from the Export-Import Bank, both of which did stabilize the pound 
and give them reserves on which they could draw. They haven’t had 
to draw on them at all heavily. 

Senator Kreravuver. Does our economic aid program contemplate 
meeting part of this tab ? 

Mr. Mottne. I have heard no suggestion of that and there is no 
economic aid program in Western Europe for these countries that are 
affected. 

Senator Krravver. You don’t know about that ? 
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Mr. Moutne. I have heard several people say that there is no aid 
contemplated in this program beyond the assistance that this loan 
and the drawing right has given, and I do know that there are no 
economic aid programs in the countries we are talking about. There 
is of course the Spanish program and Yugoslavia, but not in the 
United Kingdom, France, and so forth. 

Senator Keravver. In any case, the ones that are spending more 
money on this higher rate are in a program that fixes their activities 
so they would be in greater need of aid if there is a program ? 

Mr. Mourne. You have to distinguish between the dollar and non- 
dollar elements of it, and most of this tanker cost that has been men- 
tioned is a nondollar freight cost. Europe by and large has enough 
foreign flag tankers under its own control to cover most of the move- 
ment of oil to Europe. 

The dollar cost I mentioned is in material part the cost of dollar oil 
purchases in this country. 

Senator Krrauver. I don’t understand, Mr. Stewart, how the rate 
prior to closing of the Suez was 2.3 times the maritime rate. Is that 
what you said ¢ 

Senator Keravver. 21, times? 

Mr. Srewart. 21/, times. 

Mr. Stewart. Maritime plus 125 percent. 

Senator Kerauver. Maritime plus 125 percent. The rate since that 
time is 4 and what times? 

Mr. Srewart. 41, times (scale rate). It reached a peak of 414 times. 

Senator Keravuver. In other words, it doubled; is that it? 

Mr. Srewarr. About doubled. 

Senator Kerauver. The length of the haul is the same, isn’t it? 

Mr. Srewarrt. Yes, sir. 

Senator Kerauver. Why should the rate double? 

Mr. Srewarr. Because the tanker owners, who have these tankers 
for charter, for hire, took advantage of the war clauses of their charter. 
When a shooting war started at Suez, they canceled those charters 
and then demanded from the shippers higher charter rates, and got it 
in most cases. 

Senator Kerauver. Does the MEEC undertake to have any con- 
trol over that? 

Mr. Stewart. They have none at all. Of these independent charter 
companies that own tankers, some are American companies and some 
are located in any number of other countries. 

Senator Keravuver. Do the fleets owned by the 15 oil companies go 
along with this price increase too ? 

Mr. Stewart. We don’t know about that because I wouldn’t think 
that was in the costs of those companies at all. 

Senator Kerauver. Do you know, Mr. Wormser, whether they in- 
creased their rates correspondingly ¢ 

Mr. Wormser. Being their own property, Senator, it would seem to 
me that is just a question of internal bookkeeping. How they arrange 
that, I don’t know. I'll be glad to try to find out. 

Senator Kerauver. Would you find out whether they increased 
their rates and by what amounts? 

Mr. Wormser. We'd be glad to do so, sir. 

(Mr. Wormser supplied the following statement.) 
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INCREASE IN TANKER RatTES BY Mippie East EMERGENCY COMMITTEE COMPANIES 
SINCE THE SUEZ CANAL STOPPAGE 


This information not available, but would have to be obtained from the in- 
dividual companies concerned. Percentage of total lift carried by Middle East 
Emergency Committee company tankers: 


This information not available, but would have to be obtained from the in- 
dividual companies concerned. 

Senator Kuravver. I don’t know whether this is the place to go into 
it, Mr. Chairman, but I have here wartime prices for the year and a 
half before Pearl Harbor. At that time Senator O’Mahoney and 
many other officials undertook to use persuasion to sustain limits on 
prices in order to prevent private companies from raising their prices 
without statutory authority. This is in connection with what I was 
talking with Mr. Wormser about this morning. In many, many in- 
dustries for a period of time, they were fairly successful in using per- 
suasion to prevent skyrocketing prices. 

Senator O’Manonzy. We plan, Senator, to hear tomorrow some of 
those witnesses who are protesting against the price increase. The 
Senators from Florida, Senator Holland and Senator Smathers, will 
be here, and Mr. McGregor Smith, the head of the Florida Power & 
Light Co., will be here to make his protest. There are representatives 
of the Independent Oil Producers Association who want to testify, but 
that is not for tomorrow. I am indicating the type of program that 
we have before us, after which I hope to go into this price matter, so 
that if that can wait until after we have the complaints from those 
who have suffered from the price increases, we have a factual basis 
upon which to discuss what recommendations, if any, the committee 
should make with respect to action upon the price situation. 

Senator Kerauver. Had Mr. Wormser planned to be here after the 
questions about price increases? 

Senator O’Manonery. We will call Mr. Wormser whenever the time 
comes, but I think we must, in fairness to him, recognize the fact 
that he is operating under a directive from the President, and the 
President asked the Department of the Interior to appeal to the 
National Petroleum Council for a suggestion to meet this problem. 
Suggestions were made, and the voluntary plan of action was drawn 
up under the Defense Production Act of 1950 or 1955. There was a 
clause in the amendments of 1955 which seemed to have the effect of 
exempting from the effect of the law the voluntary agreements that 
had been made before, but as Director Flemming said yesterday, that 
was a matter of argument. Of course it isa matter of argument. It 
would be a legal argument and I have been trying to postpone the 
legal arguments until we have all of the facts before us. But we cer- 
tainly want to go into this price problem. When the Defense Produc- 
tion Act was amended, Congress withdrew from the executive branch 
of the Government the power to fix prices. We did not retain, as 
Mr. Moline has just testified, but the European governments did re- 
tain, the power to act on prices. 

If the President has kept pace with the events of today here and 
elsewhere, certainly he would make recommendations as to price con- 
trols. I would much rather have that come from him than have it 
come from us Democrats who were so severely condemned when price 
controls were necessary. 





—- = =« 





EMERGENCY OIL LIFT PROGRAM 131 


Senator Dmxsen. Well, I don’t see anybody rushing a bill into 
the hopper. 


Senator Keravuver. If Mr. Wormser is going to be back, I can 
reserve this question. 

Senator O’Manonery. He will be back any time we need him. Did 
you have only one question or two? 

Senator Kerauver. The main question I wanted to ask, Mr. Worm- 
ser, was this: You and Mr. Stewart were present at a number of meet- 
ings of the MEEC, at which time this possible price increase to Europe 
and elsewhere was discussed, weren’t you ? 

Mr. Wormserr. Senator, no price discussion took place at any meet- 
ing that I have attended. 

Senator Kerauver. On the meeting of September 19? 

Mr. Wormser. September 19 ? 

Senator Keravuver. Perhaps you would like to refresh your memory, 
Mr. Wormser. 

Mr. Wormser. Very much, sir. 

Senator Kerauver. Look on pages 6 to 10 in the minutes of the 
meeting. Mr. Chairman, can these minutes be declassified? I don’t 
know why they are marked classified. 

Mr. Stewart. I can answer to that, Senator. We classified them 
confidential in the beginning, but we have since withdrawn that classi- 
fication. In submitting these minutes here, they are without classifi- 
eation even though the mimeographed copies still retain the apparent 
classification, the term “confidential.” ‘They have been declassified. 

Senator Keravver. Mr. Chairman, can the minutes be made a part 
of the record under those circumstances ? 

Senator O’Manonry. If I understand that the classification has 
been removed, there is no objection on your part, is there? 

Mr. Srewart. We had already decided, Senator, to remove that 
classification. 

Senator O’Manoney. The classification is removed and the exhibit 
will be made part of the record. 

Senator Krrauver. Also the minutes of September 17, 1956. 

Senator O’Manonry. Does this declassification apply to all of the 
minutes? ; 

Me. Srewart. I would think so. It will be a rare case that it. did not 
apply. 

Senator O’Manoney. Thatisn’t very clear. 

Mr. Stewart. I think for practical. purposes you can consider that 
the material has all been declassified. 

Senator O’Manoney. Then all declassified minutes now are made 
part of the record. 


(The material referred to can be found in the files of the subcom- 
mittee. ) 

Senator Keravuver. The only point I want to make, Mr. Wormser, 
is this: You and Mr. Stewart were present when the impact of this 
program on prices was discussed, according to the minutes. 

Mr. Wormser. May I read the section that you have reference to, 
Senator? 

Senator Krerauver. I asked you a question and you answered in the 
negative. I asked if you were present 
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Mr. Wormser. You said prices were discussed, sir. This record I 
have before me has one statement in it by one man at the meeting. 

Senator Kerauver. By the chairman of the meeting. 

Mr. Wormser. By the chairman; yes, sir. 

Senator Keravuver. That is discussion, isn’t it ? 

Mr. Wormser. As a matter of fact, I didn’t even recall it. Let me 
read it. 

Senator Kreravver. It is referred to in two places, on page 6 and 
page 10. 

Mr. Wormser. Ill be glad to read them. 

The chairman said that it was the view of the Committee that there would 
undoubtedly be a serious upward pressure on tanker rates and a serious upward 
pressure on crude prices at sources nearest Europe, that the combination of these 
would result in a very substantial upward price on delivered prices of petroleum 
to Europe. He again emphasized that this was an entirely different situation 
from the Iranian crisis, and that here every country in Europe would be affected. 
He stated that obviously this problem was beyond the power of the committee 
to deal with, and could only be solved by some kind of agreement or action on 
the part of Kuropean governments. 

Senator Dirksen. Was that a one man discussion ? 

Mr. Wormser. One man said that. 

Senator Keravuver. Read page 10. 

Mr. Wormser. (reading) : 

The chairman then turned.to discussion of. the impact on crnde. prices. and 
stated that it was the view of the committee that these prices would go up sub- 
stantially at the sources close to Europe. He pointed out, however, that United 
States gulf prices would be the ones most affected and that such domestic ques- 
tions were outside the scope of the committee. Speaking for his own company, he 
stated that it would exercise such restraint as it could with respect to crude price 
increases. 

Senator Kerauver. Why didn’t you bear down there when you had 
an opportunity? Why didn’t you make your point to protect domestic 
consumers ¢ 

Mr. Wormser. This is months before the crisis. This was Septeni- 
ber 19th, sir. 

Senator Kreravver. That is when policies were being formed, wasn’t 
it? That is when the policy of what was going to be done was being 
formed when you were there and Mr. Stewart was there ? 

Mr. Worwser. I have taken the position right along we have noth- 
ing to do. with. prices, sir. 

Senator Keravver. I understand that. That is all, Mr. Chairman. 

Senator Dirxsen. Mr. Chairman, I have just 1 or 2 questions. 

Senator O’Manoney. Senator Dirksen. 

Senator Dirksen. Mr. Moline, I am assuming that tomorrow you 
will not be back ? 

Mr. Moutne. This is at the pleasure of the committee also. 

Senator Dirxsen. So I understand, but I notice that OEEC has 
been operating now for about 9 years in Europe? 

Mr. Motrne. That’s right, sir. 

Senator Dirksen. You said a little while ago you have been over 
there for 4 years, is that correct? 

Mr. Morine. I was assigned to the London Embassy in 1952. I was 
transferred back in May of 1956, and in my capacity as petroleum 
attaché in London, I covered the oil committee work in Paris for the 
4 years I was there. 
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Senator Dirksen. So that most of your functions over there related 
to oil, petroleum and related matters / 

Mr. Morine. Though concentrating very largely on London as the 
scene of my interests. 

Senator Dirksen. Knowing of course that they had exchange and 
currency problems over there over a long period of time, I am wonder- 
ing how they handled this oil matter prior to the Suez emergency, be- 
cause sometimes they had the pool, they had to estimate their needs, 
they had to determine what they could spend out of available ex- 
change for petroleum. I am wondering whether they had identical 
committees or something like them, first, to tell them what was avail- 
able and then, secondly, these groups from the different countries to 
determine how much they were going to buy and what their needs 
were. 

Mr. Morrne. If there ever was any pooling of that sort, it was prior 
to 1952. In 1952 the United Kingdom, which was the last to take off 
its rationing, did remove it early in that year, and from there on it 
was a relatively free oil movement. True there were dollar problems 
in earlier days, and you may be right that. there was some such com- 
mittee structure as this, but I don’t recall it. 

Senator Dirksen. Out of your experience over there and your ex- 
perience with European countries, if you had to set up some kind of 
an organization to administer this matter, how would you go about, 
No. 1, securing an estimate of the needs of the free countries of 
Western Europe with respect to petroleum of all kinds, and No. 2, 
how would you ascertain availability and from what source ? 

Mr. Moniner. This is a reasonably hypothetical question. 

Senator Dirksen. So it is. 

Mr. Mourne. But it can be answered, I think in terms of OKEC 
experience where they have had a considerable tradition of preparing 
supply and demand estimates but generally 6 or 8 months after an 
annual period ended. There was considerable discussion in OEEC as 
to how they would tackle this one where the need was for current day- 
to-day operating information as to what was coming forward, and it 
was held on the experience of their previous years of writing oil re- 
ports that their customary procedures didn’t produce availability an- 
swers fast enough to be of any use tothem. So while they could keep 
pretty close to the demand estimates which shifted very slowly and 
on which they had some good experience in their own Government 
departments and they decided to keep that, it was felt they would 
have to rely on the supplying companies for the data on supplies. 

The question that preoccupied many of them was how could they be 
sure that what was coming forward was going to be evenly and equi- 
tably divided. Therefore, they kept the power on this one in the 
Government structure. They worked under 2 basic regulations that 
what would be coming forward would be shared equitably, and that 
any necessary deviations from this in the light of particular positions 
or immediate emergencies would be ironed out in the committee of 
Government representatives. That is the structure they have now. 

What does come forward is for the most part divided as evenly as 
possible across the board, and they retain a small proportion which 
equals about 114 million barrels every 10 days, to deal with the spot 
emergency situations of ports freezing or somebody’s stocks being un- 
duly low, or an undue dependence on fuel oil and that sort of thing. 
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Senator Dirxsen. Insofar as you could tell, is it your judgment this 
program is working fairly and equitably ? 

r. Mouine. I think surprisingly so in Europe. It took a while to 
sort out the procedure, but the last three meetings in particular have 
been notable, it seems to me, for effective cooperation on the part of 
this group of governments. The big difference, the difficulty and the 
one that 1s going to hit them very hard at the end of March, unless 
the canal is opened before then, or unless Mr. Wormser’s appeal of 
a week ago produces some results, is that they are going to be badly 
short of fuel oil. Right now they have a manageable situation at a 
substantial reduction below normal and at the cost of heavy stock 
drawdowns in this particular commodity. 

Senator Dirksen. One question about tankers. I understand that 
Britain’s tanker tonnage is about 514 million tons. That is about 25 
percent of the world tanker tonnage. I believe Mr. Stewart said a 
moment ago that he thought that the tanker tonnage of the companies 
represented on this committee amounted to about 20 percent. That 
leaves 80 percent that is noncompany owned. Have you an estimate 
as to how much of this might be United Kingdom tonnage? 

Mr. Motrne. No. 

Senator Dirksen. In any event, it would be reasonably substantial, 
wouldn’t it ? 

Mr. Motine. Oh, it is one of the big fleets, there is no question 
about it. The Norwegians are another one. 

Senator Dirksen. So if they operate on a charter basis, of course, 
and there is an uppage in the carrying rate, it is going to redound of 
course to the benefit of the British tanker owners, I would think. 

Mr. Mortne. Yes, sir. I think there is one qualification one ought to 
put in here. That the world’s tanker fleets are made up of three 
principal segments, company-owned, long-term charters, which don’t 
react very rapidly to the spot pressures, and—I defer to Mr. Stewart— 
I think about 25 or 30 percent which is spot rate. This is the very 
volatile one which has reacted so extremely fast and has reached such 
heights, though it has dropped back since. But this does not mean 
by any means that the total tanker cost to the world automatically 
goes up by the spot price. 

Senator Dirksen. Do the British tankers operate under a contract 
that contains the usual war clauses? 

Mr. Mortne. I don’t know the answer to that one. I think the bulk 
of the British fleets are either company owned or long term charters, 
and the spot fleets are largely held outside of the United Kingdom 
and Norway, France, and the United States. 

Senator Dirksen. I want to ask Mr. Stewart a residual question. 
You have been in the oil business a long time. You have been in 
Government for quite a while. You look to me like a pretty rational 
sort of a person who comes to sound judgments. ; 

What is your private opinion about this program? Do you think 
the companies sitting on this committee have acted fairly and equit- 
ably, and is it your judgment that this is going ahead with reasonable- 
ness and dispatch, considering the time factor and the complexities 
that are involved ? 

Mr. Stewart. I certainly do. 

Senator Dirksen. That is all. 
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Senator Carrott. Mr. Chairman ? 

Senator O’Manonry. Senator Carroll. 

Senator Carrot. First of all I would like to question Mr. Stewart, 
pursuing the line of questioning of Senator Kefauver. As I under- 
stand it, the shipment of oil to this country would be about 350,000 
barrels I think you testified ? : 

Mr. Stewart. The shipments of oil to the east coast of the United 
States and Canada from the Middle East was about 350,000 barrels 
per day average. ; 

Senator Carrot. That is my understanding. Now when that oil 
comes in to the east coast of this country and Canada, that is put in 
tanks and is stored there, is that not so? 

Mr. Stewart. It goes into the storage and then to the refineries 
just as any other oil. , 

Senator Carrott. Then did you mean by that when you go into 
the domestic market for the shipment of your goal of 500,000 barrels, 
that it is really going into the market to purchase new oil to be shipped 
to Europe? 

Mr. Stewart. Yes. 

Senator Carrot. And if I understood your statement—that is why 
really I put these questions—it is at that point that when they went 
into the market to purchase, they had to purchase gasoline along 
with the crude oil to ship to Europe? 

Mr. Stewart. That is the understanding that I have. 

Senator Carrotut. That is one of the reasons why they were ship- 
ping gasoline along with crude? 

Mr. Stewart. Yes, sir. 

Senator Carroiu. And there is an excess amount of gasoline in this 
country today ? 

Mr. Stewart. Yes, sir. 

Senator Carrotz. What does gasoline sell for in Great Britain ? 

Mr. Motine. Currently 84 cents. 

Senator Carrott. What does it sell for in Italy ? 

Mr. Motrne. About $1, I believe. 

Senator Carroty. What does it sell for in this country ? 

Mr. Morrne. In this area about 31 cents, but including tax here, 
which is 9 cents, against 54 cents or 65 cents there. 

Senator Carrotu. I don’t want to take you into a different com- 
modity, but it seems to me that during the war when there was a short- 
age of bourbon, in order to get a bottle of bourbon you'd have to buy 
2 or 3 bottles of rum, which might not be satisfactory. Is that similar 
to this situation? In order to get crude oil you had to take this gaso- 
line to get that shipment to Europe? 

Mr. Srewart. I have been told that was the situation. I do not 
know it of my own knowledge. 

Senator Carrot. Now I'll direct my next question to Mr. Worm- 
ser. If my memory of your testimony is correct, do I understand 
except for the minutes from which you have just read, that there has 
been at no time a discussion of the price situation ? 

Mr. Wormser. That’s correct. 

Senator Carrotu. Earlier this morning, Mr. Chairman, there was 
mention, if I recall correctly, of the basic agreement of May of 1956. 
After that agreement and this emergency arose, you set up a plan of 
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action dating from the seizure of the Suez through August the 7th, 
8th and 10th. That plan of action was formalized within the frame- 
work, I think the testimony goes, of the basic agreement, and the At- 
torney Genera] gave his approval to minimize the effect of the anti- 
trust provisions of the basic agreement; isn’t that so? 

Mr. Wormser. We received the approval of Justice; yes, sir. 

Senator Carrotz. And there was no discussion anywhere about 
prices and its effect upon our domestic economy ? 

Mr. Wormser. Right. 

Senator Carrott. And of course the purpose of withdrawing the 
teeth in the effect of the antitrust provisions of the law is because of 
the free competitive situation. What was then the need for Depart- 
ment of Justice action if it was not for the protection of the price and 
our domestic economy ? 

Mr. Wormser. I'll answer that briefly, but then I would suggest that 
you cal] on the Department of Justice to answer it legally and answer 
the legal antitrust implications. 

We were asking these companies to do their utmost to facilitate the 
flow of as much oil as possible to Europe. That meant, obviously, 
some cooperation on their part which might be misconstrued or might 
be conceived of as collusion without some antitrust immunity. In 
order to make sure that we received the utmost cooperation, they were 
granted immunity if they comported themselves according to the plans 
that we laid out. 

Senator Carroti. As I understand from Senator Kefauver’s ques- 
tioning and from the minutes of that meeting in which the chairman 
stated that they expected some economic pressures to result from this 
from the gulf coast—and I assume that that meant from the Ameri- 
can gulf-—— 

Mr. Wormser. Senator, I don’t see how you can expect otherwise 
than to have dislocations with such a gigantic disruption all over the 
world. It is inescapable. 

Senator Carrot. I appreciate your statement and I thank you for 
your frankness, and I wonder if that was considered as of the time 
that you were relieved of the pressures of the provisions of the anti- 
trust law, whether that was considered in this conference in the De- 
partment of Justice. 

Mr. Wormser. I am sure that Justice was quite conscious of the im- 
plications from an antitrust angle, sir. They were consulted con- 
stantly in the whole program, Senator, as I have tried to make clear, 
in every meeting that we have had. 

Senator Carrot. I think that answers it. Thank you very much. 

Senator O’Manoney. Any other questions? 

Mr. McHveux. Mr. Wormser, you stated in your statement that one 
of the criteria adopted for passing upon proposed schedules, as set 
forth in your letter of December 10 to the Chairman of MEEC, was 
that the program will not either by itself or in conjunction with ac- 
tions taken under other approved schedules cause a deficiency of petro- 
leum supplies within the United States. 

I am wondering whether in pursuance of that objective the Govern- 
ment has taken any official action in interceding before the Texas Rail- 
road Commission in an attempt to get an increase in allowables. 

Mr. Wormser. No, sir, we have not. 

Mr. McHoueu. Can you tell us the reason for that ? 
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Mr. Wormser. I think Dr. Flemming tried to answer that, Mr. 
McHugh, yesterday. Here is a question of, you might say, divided 
sovereignty—Federal sovereignty versus State sovereignty, each with 
its own sphere of responsibility. It was the Federal Government or 
this administration’s Sicaie or desire not to have any clash, you might 
say, but to hope that our good frends in Texas, in the light of their 
own problems, would do what they felt would be helpful to us in our 
own overall problem of carrying out the President’s wishes of getting 
more oil to Europe. 

Mr. McHueu. Did the United States or the Department of Interior 
take any action in attempting to induce American companies, particu- 
larly those companies which are members of MEEC, to increase their 
nominations in Texas? 

Mr. Wormser. We have left that entirely to them, sir, but they have, 
as I understand them, repeatedly requested. higher nominations. 

Mr. McHvueu. Have the increase in nominations as requested by 
these companies in your opinion been sufficiently high to make up for 
the crude shortage ? 

Mr. Wormser. Yes, it would have helped substantially, very sub- 
stantially. 

Mr. McHven. Do you think it could have been higher ? 

Mr. Wormser. Not necessarily, but I would defer to some of our ex- 
perts here who had all of the facts and figures at their elbow as to 
whether or not a higher rate was justified. Mr. Stewart, do you want 
to comment on that? 

Mr. Srewart. In the face of the information we had, the higher 
nominations made by a large number of the purchasers at the several 
hearings of the Texas Railroad Commission if granted would have 
yielded an additional amount of crude oil that would have gone along 
a long ways toward taking care of any deficiency. 

Mr. MciIven. Mr. Wormser, in view of the fact the United States 
has taken the position that there is an obligation on our part to get oul 
to our western allies in this crisis, doesn’t it seem that it would be the 
obligation to communicate these views officially to the Texas Railroad 
Commission ¢ 

Mr. Wormser. There again, it seems to me, Mr. McHugh, you are 
getting in a field that trespasses on the relative sovereignties of the 
Federal Government and the State, and I would defer to some of the 
legal experts for an appropriate answer to that question, sir. 

Mr. McHvenu. Isn’t it true, Mr. Wormser, that in other times of 
crisis the Government officials have officially interceded in those pro- 
ceedings in Texas, in order to make most clear the views and the posi- 
tion of the United States? 

Mr. Wormser. I don’t know whether those illustrations you have 
in mind are strictly comparable, Mr. McHugh. I don’t know what 
illustration you are referring to. 

Mr. McHven. Isn’t it true that in times past officials of the United 
States have interceded before the Texas Railroad Commission in an 
effort to get an increase in allowables ? 

Mr. Wormser. I believe that was in wartime, sir; not in peacetime. 

Mr. McHven. I understand you to have stated earlier that the justi- 
fication for getting the Attorney General to waive some of these anti- 
trust safeguards when this plan of action was adopted on August 10 











138 EMERGENCY OIL LIFT PROGRAM 


was because of the fact that you viewed this as an emergency situation. 

Mr. Wormser. It is an emergency, sir. 

Mr. McHvueu. But you don’t think it is the kind of emergency situa- 
tion which would justify your formal intervention in Texas ¢ 

Mr. Wormser. Mr. McHugh, the answer to that is it was carefully 
considered by the administration, and the decision was made not to 
enter into it and intervene. 

Senator O’Manoney. Mr. Stewart. 

Mr. Srewarr. This morning before the recess, Senator Kefauver 
asked to have furnished for the record a list of the membership of the 
Foreign Petroleum Supply Committee as it was precrisis, and the 
membership list as it is now constituted. I have for the record a mem- 
bership list of the Foreign Petroleum Supply Committee as of July 
11, 1955, which will give you the membership as then constituted and 
operative. 

Senator O’Manoney. Which will be made a part of the record at this 

oint. 
. Mr. Srewart. Likewise a list of the Foreign Petroleum Supply 
Committee as of February 1, 1956, and of the Middle East Emergency 
Committee as of February 1, 1957. 

Senator O’Manonry. Thank you. If you will hand those to the 
stenographer, they will be made a part of the record at this point. 

(The documents referred to are as follows :) 


Foreign Petroleum Supply Committee 
{Membership as of July 11, 1955] 





Member of the Committee Representative | Alternate 
agains en Oi] Co., 505 Park Ave., New | J. T. Duce__.--.----- Dale Nix. 
York, N. Y. 
Caltex Oil poten Co., 380 Madison Ave., New | W. F. Bramstedt_..._| A. J. Singleton. 
York, N. Y. 
Oreste Petroleum Corp., 350 5th Ave., New | L. G. Smith___._---- Herman A. Metzger. 
York, N. Y. 
Gulf Oil Corp., Gulf Bldg., Post Office Box 1166, | R. O. Rhoades------- C. W. Hurley, Jr. 
Pittsburgh, Pa. 
Pacific Western Oil Corp., 417 South Hill St., Los | Emil Kluth_-......... Chas. E. Krug. 
Angeles, Calif. 
Sinclair Oil Corp., 600 Fifth Ave., New York, | E. L. Steiniger........| A. E. Watts. 
ie 
Socony as Oil Co., Inc., 26 Broadway, New | A. L. Nickerson_......| R. 8. Homet. 
York, N. Y. 
Standard Oil corey of California, 225 Bush St., | T. L, Lenzen_...._....| G. T. Ballou. 
San Francisco, Calif. 
Standard Oil Co. (N. J.), 30 Rockefeller Plaza, | E. E. Soubry-------- 8. P. Coleman (chairman). 
New York, N. Y. 
yntent ryan Oil Co., 26 Broadway, New | C. B. Marshall........}| John A. McQuilkin. 
ork, N. Y. 
— Oil Co., 601 West 5th St., Los Angeles, | Howard B. Keck-_-__- Elmer Patman, 
alif. 
The Texas Co., 135 East 42d St., New York, N. Y_.| A. N. Lilley_-.._...-- H. T. Dodge. 
Veen pee Co., 600 5th Ave., New | H. M. Russell_-....-- 
ork, N. 
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Middle East Emergency Committee * 
[Membership as of Feb. 1, 1957] 


Company Alternate 





Representative 





American Independent Oil Co., 111 Sutter St., San 





Harley C. Stevens._._| B. Tyran. 
Francisco, Calif. 
anon oaeeeee Oil Co., 505 Park Ave., New | J. T. Duce___-..-..--- Dale Nix. 
or’! 
Oa on yee Co., 380 Madison Ave., New | W. F. Bramstedt_-___.. A. J. Singleton. 
or 


Cities Service Co., 70 Pine St., New York, N. Y_-- 


Creole Petroleum Corp., 1230 Avenue of the Amer- 
icas, New York, N. Y 


Robert E. Roehl. 
Danie] E. Stines. 


Getty Oil Co.. 206 Pennsylvania Bldg., Wilming- | Chas. F. Krug.......- Raymond J. Fish. 
on, De 

Gulf Oil Corp., Gulf mie, Pittsburgh, Pa__.._.--. R. O. Rhoades_-_-_-__- C. W. Hurley, Jr. 
Sinclair Oil Cor ., 600 5th A 


ve., New York, N. Y_..| E. L. Steiniger Carl G. Drescher. 


“a. il Co. Inc., 156 East 42d St., New | Paul V. Keyser_.__-- 
Standard Oil Company of California, 225 Bush | T. .. Lenzen_._-- 


St., San Francisco, Calif 

Standard Oil Co. (N. J.), 30 Rockefeller Plaza, 
New York, N. Y. 

Standard-Vacuum Oil Co., 1000 Westchester Ave., 
White Plains, N. Y. 

The Texas Co., 135 East 42d St., New York, N. Y_- 

Tidewater Oil Co., 79 New Montgomery St., San 
Francisco, Calif. 

Vigwnem Petroleum Co., 600 Fifth Ave., New 
York, N. Y. 

The Frontier Refining Co., 4040 East Louisiana 
Ave., Denver, Colo. 


8. P. Coleman 


A. N. Lilley-.- 
J. E. Roth 








A. C. Ingraham. 
G. T. Ballou. 


J. A. Cogan. 
John A. MeQuilkin. 


H. T. Dodge. 
W. L. Fanning, Jr. 


W. C. Paton, 


Norman L. Meyers. 


1 Chairman: 8. P. Coleman; Vice Chairman: J, A. Cogan. 


Foreign Petroleum Supply Committee * 
[Membership as of Feb. 1, 1956] 


Company 


American Independent Oil Co., 111 Sutter St.. 
San Francisco, Calif. 

Arabian American Oil Co., 505 Park Ave., New 
York, N. Y. 

Caltex Oil Products Co., 380 Madison Ave., New 
York, N. Y. 

Cities Service Co., 70 Pine St., New York-_- Z 

Creole Petroleum Corp., 1230 Avenue of the Amer- 
icas, New York, Ys 

Getty Oil Co., 206 2 Bldg., Wilming- 
ton, Del. 

Gulf O11 Corp., Gulf Bldg., Pittsburgh, Pa_______- 

nee Oil Corp., 600 5th Avenue, New York, 
N. 

Sosony ee Oil Co., Ine., 150 East 42d St., New 

ork, N. 

Standard Oil Co. of California, 225 Bush St., San 
Francisco, Calif. 

Standard Oi] Company (N. J.), 30 Rockefeller 
Plaza, New York, N. Y. 

Standard Vacuum Oil Co., 1000 Westchester 
Ave., White Plains, N. Y. 

The Texas Co., 135 East 42d St., New York, N. Y- 

Tidewater Oil Co., 79 New Montgomery St., San 
Francisce, Calif. 

Venezuelan Petroleum Co., 600 5th Ave., New 
York, N. Y. 

The Frontier Refining Co., 4040 East. Louisiana 
Ave., Denver, Colo. 








Representative Alternate 
Harley C. Stevens_....| B. Tyran. 
Jo Ed SEB neces .-| Dale Nix. 


W. F. Bramstedt-.--- 


Chas. 8. Mitchell _ ---- 
Herman A. Metzger 


Chas, F, Krug.....-.-- 


R. O. Rhoades. ......- 
E. L. Steiniger 


Paul V. Keyser. ....-. 
T. L. Lenzen...._...- 
8. P. Coleman-.....- 
C. B. Marshall 


A.N. pane. 
Pe ile Pe iiacingccsncns 


H. M. Russell_.......- 
M. H. Robineau 





A. J. Singleton. 


Robert E. Roehl. 
Daniel E. Stines. 


Raymond J. Fish. 


C. W. Hurley, Jr. 
C. G. Drescher. 


A. C. Ingraham. 

G. T. Ballou. 
Howard W. Page. 
John A. MeQuilkin. 


H. T. Dodge. 
W.L. Fanning, Jr. 


W.C. Paton. 


Norman L. Meyers. 


1 Chairman, H. A. Stewart, Director, Office of Oil and Gas, Department of Interior, Washington, D. C. 


Senator O’Manoney. Do you care tosay anything else ? 
Mr. Wormser. No; except to thank you, Mr. Chairman, for your 


courtesies. 
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Senator O’Manoney. We thank you for coming before us so readily 
and so frankly answering the questions that have been propounded. 
I want to say, Mr. Stewart, and Secretary Wormser, that we have not 
of course gone over all the area that it was hoped we could cover with 
you today. 

Time takes its toll on us, you know, and many things come up with 
us which are not planned. Mr. Fowler was an essential witness in 
the drawing of the picture of this operation. He is now in Europe and 
will not return, I understand, until about the 15th of February; is 
that right ? 

Mr. Srewart. Mr. Fowler will be back this next Sunday. Judge 
Hansen will not return until about the 15th. 

Senator O’Manonery. Well, then, so far as Mr. Fowler is concerned, 
he will be available at a convenient time next week, and it may be de- 
sirable, I think for you at least, Mr. Stewart, to come with him. 

Mr. Srewarr. At any time you wish. 

Senator O’Manonry. When that time comes, information as to 
whether or not Secretary Wormser should be present will be trans- 
mitted to him at that time. 

Tomorrow we will have the testimony of Mr. McGregor Smith, 
whose name I mentioned earlier in the day. 

The committee will stand in recess now until 10 o’clock tomorrow 
morning. 

(Whereupon at 5 p. m. the hearing was adjourned to reconvene at 
10 a.m. Thursday, Pobreney 7, 1957.) 


aE 





EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 


THURSDAY, FEBRUARY 7, 1957 


Untrep State SEnAre, 
SvuBcOMMITIEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY AND 
SUBCOMMITTEE ON Pusiic LANDS OF THE 
CoMMITTEE ON INTERIOR AND INsuLAR AFrarrs, 
Washington, D. C. 

The subcommittees met, pursuant to recess, at 10:25 a, m., in the 
caucus room, Senate Office Building, Senator Joseph O’Mahoney 
presiding. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney (presiding), Wiley, and Dirk- 
sen, of the Subcommittee on Antitrust and Monopoly of the Commit- 
tee on the Judiciary. 

Senators O'Mahoney (chairman of the Subcommittee on Public 
Lands), Carroll, of the Subcommittee on Public Lands of the Com- 
mittee on Interior and Insular Affairs. 

Also present: Senator Spessard L. Hollard (Florida), Senator 
George A. Smathers (Florida), Representative Dante B. Fascell 
(Florida), Representative James A. Haley (1lorida). 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth Neville, assistant counsel, Antitrust; 
W. B. Watson Snyder, consultant, Antitrust; Peter Chumbris, coun- 
sel for minority, Antitrust; Carlile Bolton-Smith, counsel to Senater 
Wiley; Louis Rosenman, attorney, Antitrust; Paul Banner, econ- 
omist, Antitrust; Wilbur Sparks, attorney, Antitrust ; George Clitford, 
attorney, Antitrust. 

Robert Murphy, professional staff member, Senate Interstate and 
Foreign Commerce Committee; and Stewart French, chief counsel, 
Committee on Interior and Insular Affairs, 

Senator O’Manonry. The committee will come to order. As a 
preliminary and off the record— 

(Discussion off the record.) 

Senator O’Maunonry. Now on the record. 

It is our pleasure this morning to have Senator Holland of Florida 
and his colleague, Senator Smathers, to present the principal witnesses. 
I understand that the senatorial delegation is accompanied by some 
distinguished members of the delegation from Florida in the House 
of Representatives. 

We shall be very glad to hear from them all. 

Senator Holland. 
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STATEMENT OF HON. SPESSARD L. HOLLAND, UNITED STATES 
SENATOR FROM THE STATE OF FLORIDA 


Senator Horzanp. Mr. Chairman and members of the committee, 
my distinguished colleague, Senator Smathers, and I appear jointly 
in this matter as indeed we have been jointly deeply concerned by the 
results in Florida and to Florida citizens and businesses of the very 
rapid increases in the price of fuel oil and gasoline, but particularly 
fuel oil is the matter to which we will address our principal attention. 

We are accompanied this morning by two of our colleagues from 
the House, Congressman Fascell from Miami and Congressman Haley 
from the Seventh Florida District, and several Florida witnesses who 
are familiar with the practical aspects of the present oil situation. 

Senator Wiey. Is it a cold winter down there this year? 

Senator Hotianp. Very warm, I am happy tosay. If it were cold, 
our troubles would be even greater, Senator. Iam happy to say that 
this winter has been an exceedingly fine one and we are glad to have 
in the State numerous citizens from the good State of Wisconsin, the 
good State of Tennessee, the good State of Wyoming, who have come 
there for sunshine, and we are happy to say they have gotten a good 
liberal quota of it there. 

Senator Wirry. Has the scarcity of fuel oil reduced the Florida 
rates? [Laughter.] 

Senator Hottanp. Mr. Chairman, we are happy to have this op- 
portunity. Senator Smathers will be called very shortly to a meet- 
ing of the Interstate and Foreign Commerce, and I am already past 
due to a meeting of the Appropriations Committee where we are con- 
sidering the first urgent deficiency bill. So, of necessity, our partici- 
pation this morning will be brief. 

We would like at this time, therefore, to present all of the Florida 
witnesses somewhat in reverse order, or at least, we will save until 
the last the one who will be your first witness, if that is agreeable to 
the committee. 

Senator Smathers and I have been following this matter with great 
concern because of the difficulties that have developed in Florida, some 
of which we will try to show for the record before we present the 
witnesses. 

For instance, Mr. Chairman, here is a wire from the Orlando Utili- 
ties Commission, C. H. Stanton, secretary, Orlando having a publicly 
owned municipal utility, which I ask to have included in the record. 

Senator O’Manonry. It may be received. 

(The telegram referred to is as follows :) 


JANUARY 22, 1957. 
Hon. Spessarp L. HoLianp, 


United States Senate, Washington, D. C.: 


Today we have sent the following telegram to the President of the United 
States. The city of Orlando, Fla., owns and operates its electric-generating 
facilities through the Orlando Utilities Commission. The city, and therefore 
the people represented by approximately 358,600 metered connections, are being 
adversely affected by what we think are exorbitant price increases in residual 
fuel oil prices. During the last 60 days the American Oil Co., our contract sup- 
plier, has given us 3 price increases totaling 60 cents per barrel. Of necessity, 
these price increases, over which we have no control, must be passed on to our 
customers by means of fuel oil adjustment to electric rates. We bring this 
matter to your attention with the fervent hope that you will start an inquiry as 
soon as possible into facts concerning these unusual increases and take such 
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steps as may be necessary to bring about a reduction in residual fuel oil costs. 
We are sending a copy of this telegram to Governor Collins and Florida’s con- 
gressional delegation so they may also be informed of our feelings. 


ORLANDO UTILITIES COMMISSION, 
C. H. Sranton, Secretary. 


Senator Hotianp. For the record I call attention to this one sentence 
from that wire: 


The city, and therefore the people represented by approximately 38,600 metered 
connections, are being adversely affected by what we think are exorbitant price 
increases in residual fuel oil prices. During the last 60 days the American Oil 


Co., our contract supplier, has given us 3 price increases totaling 60 cents per 
barrel. 


Mr. Chairman, next I ask to have included in the record a copy of a 
letter from the city of Gainesville, Fla., by John R. Kelly, director of 
public utilities. 

Senator O’Manoney. It may be received. 

(The letter referred to is as follows :) 


City OF GAINESVILLE, FLA., 


January 30, 1957. 
Senator SpEsSARD L. HOLLAND, 


United States Senate, Washington, D. C. 


DEAR SENATOR HOLLAND: The city commission has instructed me to answer 
your letter of January 26 regarding the recent increases in price for residual 
fuel. 

The city of Gainesville owns and operates its electric generating plant and 
distribution system and therefore is being sorely taxed, along with other cities 
and power companies who use residual fuel for generation, by what we believe 
to be unjust price increases. 

On November 19 we experienced an increase of 23 cents per barrel, and on 
January 17 we experienced another increase of 25 cents per barrel, making a total 
of 48 cents per barrel in the last 90 days which was not included in the current 
budget. 

At the present rate of usage these two increases are costing the city of Gaines- 
ville $200 per day, $6,000 per month of $72,000 for the year. If some relief is not 
gained shortly we will have no alternative except to increase our utility rates 
to all consumers. This will increase the cost of living for all our citizens. 

Gainesville’s generating plant, as do most others in the State of Florida, de- 
pends entirely on residual fuel and continued price rise of this commodity will 
wreck our economy. 

It will be greatly appreciated if you will take such steps as you deem necessary 
to read this communication into the record of the committees now investigating 
these unusual price increases in the hope that appropriate action will be insti- 
tuted to bring about a reduction in the price of this product. 

Very truly yours, 


JOHN R. KELLY, 
Director of Public Utilities. 


Senator HoLtanp. The most pertinent portion, I think, of the letter 
is as follows: 


On November 19 we experienced an increase of 23 cents per barrel, and on 
January 17 we experienced another increase of 25 cents per barrel, making a 
total of 48 cents per barrel in the last 90 days which was not included in the 


current budget. 

Mr. CHarrMAn, the next is from the city of Tallahassee by George: 
C. White, city auditor and clerk, which I ask to have included in the: 
record, 

Senator O’Manoney. It may be received. 
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(The letter referred to is as follows:) 


Ciry or TALLAHASSEE, FLA., 


February 2, 1957. 
Hon. Spessarp L. HoLtianp, 


Hon. GEeorGE SMATHERS, 
United Siates Senators, 
Senate Office Building, Washington, D. C. 


Dear SENATORS: Our city commission has asked me to tell you of their appre- 
ciation for your interest in obtaining a Senate inquiry into the recent price 
increases of residual fuel oil. 

From November 15, last, to January 15, 1957, our supplier of fuel oil for 
our electric generating plant has given us 3 price increases; the first of 25 cents 
a barrel, the second of 5 cents a barrel, and the third of 35 cents a barrel, or 
a total of 65 cents a barrel. These large and rapid-fire increases have moved 
our delivered cost up from $2.48% per barrel to $3.13% per barrel and will 
amount to approximately $200,000 in our operations for the ensuing year. 

In the inquiry which will be held, we know that you and your fellow Senators 
will give careful attention to this-matter,:and we hope that you may be able 
to bring about a reduction in this unusual price increase which we, of course, 
feel is unwarranted. 

Thanking you for your interest in this matter, I am 

Sincerely yours, 
GrEorGE C. WHITE, 
City Auditor and Clerk. 

Senator Hotzanp. The gist of that, I think, is stated in these two 

sentences: 


From November 15, last, to January 15, 1957, our supplier of fuel oil for our 
electric generating plant has given us 3 price increases; the first of 25 cents a 
barrel, the second of 5 cents a barrel, and the third of 35 cents a barrel, or a 
total of 65 cents a barrel. These large and rapid-fire increases have moved 
our delivered cost up from $2.48% per barrel to $3.13 per barrel and will 
amount to approximately $200,000 in our operations for the ensuing year. 


The next, Mr. Chairman, is from one of our rural cooperatives, the 
Suwanee Valley Electric Cooperative, Inc., at Live Oak, Fla., and 
I ask that the letter from that cooperative, signed by H. L. Johns, 
president, be included in the record, 

Senator O’Manoney. It may be received. 

(The letter referred to is as follows:) 


FiLoripaA REA Cooperatives, INC., 
Wellborn, Fla., January 19, 1957. 
Hon. Spessarp L. HOLLAND, 
United States Senate, Washington, D. C. 


Dear Mr. HoLtand: The board of directors of the Suwannee Valley Electric 
Cooperative are quite disturbed over the advance in price of fuel oil. The ad- 
vance in price of fuel materially increases our wholesale power bill. The mem- 
bers of the Suwannee Valley Electric Cooperative are made up in the main of 
farmers. For some time these farmers in this area have had serious financial 
difficulties. Under these circumstances, we are reluctant to increase the power 
rate, yet our wholesale power rate continues to advance due to the high price 
of fuel oil. If this situation pertaining to fuel oil is not arrested or adjusted our 
cooperative will be thrown into a serious financial difficulty. The board of direc- 
tors request your influence to arrest this upward trend in the price of fuel oil. 

We appreciate your support in the past in behalf of our electric cooperative 
and trust you will be able to use your good infiuence in helping us with our fuel oil 
problem. 

With best wishes, I am, 

Yours very truly, 
SUWANNEE VALLEY ELECTRIC COOPERATIVE, INC., 
H. L. Jouns, President. 
Live Oak, Fla. 
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Senator Hoixanp. The gist of it is stated in these three sentences: 


The members of the Suwannee Valley Electric Cooperative are made up in 
the main of farmers. Under these circumstances, we are reluctant to increase the 
power rate, yet our wholesale power rate continues to advance due to the high 
price of the fuel oil. If this situation pertaining to fuel oil is not arrested or 
adjusted, our Cooperative will be thrown into a serious financial difficulty. 


And, Mr. Chairman, the next is a communication from another co- 
operative, way down State, the Peace River Valley Electric Member- 
ship Cooperative, Inc., of Wauchula, Fla., from Ivon Tilyou, manager, 
which I ask to have included in the record. 

Senator O’Manoney. These communications may all be included in 
the record as they are presented. 

(The letter referred to is as follows :) 


PEACE RIVER VALLEY ELECTRIC MEMBERSHIP COOPERATIVE, INC., 


Wauchula, Fla., January 21, 1957. 
Hon. SpessaRD HOLLAND, 


United States Senate, Washington, D. C. 

DEAR SPESSARD: * * * The change which we will feel in March due to a 35 
cent increase now pending will mean $10,000 to us in 1957. It may be even a 
little above this but this is a minimum. The additional cost of power which we 
have had to pass on to our people in 1956 alone due to high cost of fuel amounted 


to $39,612.05 and that was applied to only 3,000 of your constituents * * *. 
Sincerely yours, 


Ivon Tinyou, Manager. 
Senator Hotianp. Next, Mr. Chairman, is a letter dated January 
24 to me from Mr. W. J. Clapp, the president of the Florida Power 
Corp. which serves a large part of the west coast of Florida, which I 
ask to have incorporated in the record. 
Senator O’Manoney. It may be received. 
(The letter referred to is as follows :) 


FLORIDA POWER CorpP., 


St. Petersburg 1, Fla., January 24, 1957. 
Hon. SpessarpD L. HOLLAND, 


United States Senate, Washington, D. C. 

Dear SENATOR HOLAND: From a recent news item I am gratified to learn of 
the action you have taken protesting the recent increase in fuel oil prices. 

We have just received our notice that the price of fuel oil has gone up 25 cents 
per barrel. This is the second increase within the past 2 months. Since we 
expect to burn some 3,500,000 barrels of oil this year, these two increases mean 
that our customers will have to pay $1,600,000 added fuel oil costs. If this trend 
continues, the increase in fuel oil costs to a majority of the electric consumers 
in Florida, plus the adverse effect of the high cost of fuel on our industrial 
development, can seriously affect the economy of our State. 


I did want to express to you our appreciation for the action you have taken 
in connection with this matter. 
Sincerely yours, 


W. J. Ciapp, President. 

Senator Hotitanp. Under that letter Mr. Clapp states that their 
use of fuel oil this year will be 3.5 million barrels and that the two 
increases which they have already received will add $1.6 million to 
their operating costs. 

Senator O’Manoney. It would appear, Senator Holland, from these 
communications which you have presented to the committee, that the 
increase in price of fuel oil in Florida has affected not only municipally 
owned powerplants and light plants, and REA’s, but also the pri- 
vately owned public utilities. 

Senator Hottanp. That is correct, Mr. Chairman, and in the case 
of the privately owned public utilities and likewise, some of the 
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municipal utilities, the retail price and the wholesale price of power 
to large users in both instances are keyed to the price of fuel oil, so 
that in general, this price increase goes on to consumers, whether 
homeowners, private individuals, or businesses. 

But in the case of cooperatives, rural electric cooperatives, it pre- 
sents a particularly difficult problem because their financing, as the 
chairman well knows, is set up on a budgeted basis and it is very 
difficult to summarily and from time to time increase power charges to 


farmers to whom the power use has become a necessity for the opera- 
tion of their farm equipment. 


Senator O’Manoney. It was in fact a telegram which you and 
Senator Smathers received from Mr. McGregor Smith which led me 
to announce when this hearing was called that the increase in price 
on the crude oil announced by Humble Oil produced a chain reaction 
throughout the economy using fuel oil. 


Senator Hotianp. Mr. Chairman, that, of course, is completely 
correct. 


Now, at this time I would like to present for inclusion in the record, 
the written statement of our colleague, Congressman Haley, from the 
Seventh Florida District. 


Senator O’Manoney. That will be received and printed as though 
delivered. 


(The statement of Congressman Haley is as follows:) 


STATEMENT OF Hon. JAMES A. HALEY, A REPRESENTATIVE IN CONGRESS FROM THE 
SEVENTH CONGRESSIONAL DISTRICT OF THE STATE OF FLORIDA 


Mr. Chairman, and members of the committee, a very short time ago I made 
a statement which appears in the record concerning the situation that you are 
investigating here today. I would not presume to take up your time in trying to 
give you the factual evidence concerning the increases in the price of fuel. 
The many qualified witnesses that have appeared and those that will appear 
will give you the evidence. I am pleased that representatives of industry and 
government in the State of Florida are so well received by this commitee. 

I would like to reiterate some of my feelings and remarks concerning this 
grave situation. However, the disturbing thing to me is that consumers are 
being hit twice by these hikes in prices. You know in Florida our main fuel 
for electricity generation is residual fuel oil. Since the price of this fuel has 
been increased by 30 cents per barrel in Florida, the various public utilities 
in our State must necessarily raise the power rates to consumers. 

Budgets for the many communities that own their own powerplants are thrown 
into a turmoil. Private power companies will have to raise their rates to con- 
sumers. We can reasonably expect each consumer of electricity in the State of 
Florida to have his rates increased. 

And it was reported in a recent paper that the gasoline stocks in this country 
are about 18 million barrels more than at this time last year. Evidently the oil 
industry has not heard of the law of supply and demand. Or, if they have, they 
are choosing to ignore it at this time. The consumers cannot ignore it. How do 
you think they feel when they see that the oil companies are racing to fill our 
streets and highways with service stations? Do you think they can be fooled into 
thinking that there is a shortage of oil when these stations are popping up every- 
where? It is logical to assume that they are building them as a market place for 
their products. 

The consumer in Florida is being hit at the gas tank and at the light bulb. 
Many of you know that I am against Federal price controls in principle: but if 
something is not done at once, I might feel compelled to go all out for the control 
of prices on oil by the Government. 


Senator Hotxianp. I would like also, on behalf of Senator Smathers 
and myself, to present likewise for the record, the written statement of 
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Congressman Fascell of the Miami district which is now being typed 
and which will be delivered to the committee later here today. 


Senator O’Mauoney. It will be received and handled in the same 
manner. 


(The statement of Congressman Fascell is as follows :) 


STATEMENT OF Hon. DANTE B. FAScELL, A REPRESENTATIVE IN CONGRESS 
FROM THE FourRTH CONGRESSIONAL DISTRICT OF THE STATE OF FLORIDA ON 
EFFECT OF RECENT OIL Price INCREASES ON FLORIDA 


The recent increases in the price of crude oil and various refined petroleum 
products pose a very serious threat to Florida’s economy. Particularly disturb- 
ing are the tremendous increases in the price of residual fuel oil, the basic fuel 
resources for almost all of Florida’s industry and electric utilities. During 1956, 
while the average price of all refined petroleum products increased 5.1 percent, 
the price of residual fuel oil jumped 20 percent. With the further increases 
quoted in January, refinery prices for residual fuel oil are up almost 40 percent 
since the nationalization of the Suez Canal. 

These price increases, which seem to be based on a policy of charging what the 
traffic will bear, have a direct effect on much of Florida’s economy. Lacking 
significant amounts of coal, natural gas, or hydroelectric power, the State is 
heavily dependent upon power generated through the use of residual fuel oil. 
Increases in the price of fuel oil for privately owned utilities and for use by 
railroads are reflected in their operating expense accounts and ultimately paid 
for by the consumer. 

In turn, higher electric rates, higher transportation costs, and the increased 
cost of fuel oil make the further development of industry and manufacturing 
more difficult. The price increases already announced will add to the cost of 
manufacturers, processors, and electric consumers some $30 million annually. 

Mr. MeGregor Smith, chairman of the board of Florida Power & Light Co., 
has dramatically illustrated the effect of these price increases on just one 
Florida company. For Florida Power & Light, which will consume approxi- 
mately 9 million barrels of fuel oil in 1957, the price increases already announced 
will raise the company’s fuel bill at least $6 million. According to Mr. Smith, 
this is equivalent to a 40 percent increase in his company’s annual operating 
payroll. 

Such an amount would have been sufficient to pay the interest, taxes, and de- 
preciation on the company’s enormous construction program for last year. Since 
Florida Power & Light is protected by a “pass-on” clause, which ties the com- 
pany’s electric rates to the price of fuel oil, this is not just a problem for 1 
corporation but for its 600,000 customers. 

Privately owned utilities like Florida Power & Light, various municipally 
owned Florida utility companies, and the Florida Railroad and Public Utilities 
Commission have joined in the request for a thorough investigation of all the 
circumstances surrounding the spiraling prices of fuel oil. 

Unless these wholesale increases, involving millions of dollars, are halted they 
are likely to have extremely detrimental effects on the economic development and 
welfare of Florida. 


The following statement was presented for the record: 
z ] 


STATEMENT TO THE SENATE SUBCOMMITTEE ON ANTITRUST AND MONOPOLY AND 


SENATE SUBCOMMITTEE ON PuBLIC LANDS By Rosert L. F. SIKES, MEMBER OF 
CONGRESS FROM FLORIDA 


Mr. Chairman, with great concern I have watched the development of an in- 
creasingly serious problem brought about in my State and elsewhere by price 
increases in oil. These increases are setting off a chain reaction of price increases 
in many fields and are directly contrary to the President’s stated desire to see 
indusiry and labor avoid any steps which might add to the serious threat of 
inflation which now confronts our Nation. 

In the rapidly growing, constantly expanding State of Florida, which I have 
had the privilege of representing in Congress for more than 16 years, oil plays a 
very large part in the economy. The current emphasis on industralization, which 
is very pronounced in Florida, is dependent in large measure upon oil. Our State 
has but little developed waterpower. It is very distant from coalfields and only 
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a limited area is served by natural gas. Consequently, we are affected in a very 
adverse manner by increases in oil prices. 

Here is an example: The Fiorida Power & Light Co. expects to burn 9 million 
barrels of oil this year in the production of electric power. Increases in oil prices 
will bring about an operating cost increase of $6 million which amounts to a 40 
percent increase in payroll. This sum alone would have been sufficient to pay 
the interest, taxes, and depreciation on the company’s construction program dur- 
ing the year 1956. There is no way in which this company can absorb that addi- 
tional cost. Consequently, the increased cost must be passed on to the customers 
who will be required to pay an additional amount for their power. 

Most of Florida’s major industrial activities are dependent upon oil for fuel 
or power. The capital city of Tallahassee has found it necessary, because of the 
action of the oil industry, to increase power rates by 6 percent. It would be very 
difficult to calculate the final hardship worked on people throughout my State 
and through the Nation by this entirely unwarranted action of the oil com- 
panies. 

Looking at the other side of the picture—and this is what is confusing 
people—major oil refining companies have reported net profit increases as high 
as 20 percent. Some companies have expressed great optimism over the in- 
creases expected in 1957 and 1958, due to increased crude oil production. The 
representation that the Suez Canal situation and a resultant oil shortage has 
forced the increases in prices—which the facts do not bear out—will result in 
over $60 million being taken out of the pockets of Florida firms and Florida 
citizens for all oil products, including gasoline, while increases nationwide will 
cost American citizens from $1 billion to $1% billion. Much of this will come 
eventually from people who are least able to pay. 

Mr. Chairman, the people of Florida and of other States, I am sure, would 
like to know where the truth lies. The demand for heavy fuel oil in this country 
actually went down in December while stocks went up. Oil production was such 
in this country prior to Suez that there should and probably would have been a 
basic reduction in oil prices if there did not exist in the oil producing States 
conservation commissions whose policy is to set the allowable production. The 
fact that American tankers were taken out of service as the result of world 
situations should be no reason for an increase in prices of oil at the refineries. 

On the contrary, it seems it would have the opposite effect if the law of supply 
and demand were permitted to take its normal course. 

Mr. Chairman, the industries of Florida are dependent upon fuel oil by virtue 
of Florida’s location and its lack of natural fuels. Because the facts show no 
apparent reasons for the increase in oil prices, I urge this committee, which is 
contributing a great service, to make every effort through whatever channels 
necessary, to restore oil to a proper lower price. I urge that necessary action 
be taken immediately to forestall further increases and to inform the public on 
the true facts behind the oil-price increase. 

Unless this is done, I feel that the oil companies by their summary and un- 
warranted price increases have triggered the major inflation which America so 
properly fears and which would destroy the values so carefully and painfully 
built up through the years. 


Senator Hottanp. Mr. Chairman, we have here five witnesses cover- 
ing the various facets of our economy from the standpoint of the pro- 
ducers of power, and I would like to present them for my colleague 
and myself somewhat in reverse order, because we would like to present 
last the leadoff witness, to whom you have referred, the chairman of 
the board of the Florida Power & Light Co., Mr. McGregor Smith. 

We understand that since he has the charts which will be used, that 
it will be advantageous to have him appear first and bring those charts 
to the attention of the committee. 

Senator O’Manonry. You are the master of ceremonies, Senator 
Holland. 

Senator Hotzanp. Thank you, Mr, Chairman. 

First, I present Mr. Alan Boyd, chairman of the Florida Railroad 
and Public Utilities Commission, who comes here to speak for our 
State regulatory body, and also by special request, for the Governor of 
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the State, the Honorable Le Roy Collins. I ask him to rise at this time 
° you may recognize him later. We are happy to have Mr. Boyd 
ere. 

Senator O’Mauonry. We are very pleased to have him here, too. 

Senator Hoiuanp. The next witness, representing an important 
agency of the State and the Governor, is Mr. William Shelton, of the 
Florida Development Commission, and I will ask him to rise at this 
time. 

Senator O’Manonry. We are glad to see you, Mr. Shelton. 

Senator Hotianp. Mr. Chairman, from my own county, and the 
city of Lakeland, I am happy to present for Senator Smathers and 
myself the city manager, Mr. David O. Payne, who comes to testify 
for that municipality, which owns its public power and distribution 
system. Mr. Payne. 

Senator O’Manonry. Mr. Payne, we are glad to greet you. 

Senator Hotitanp. Now, from our second largest city, Jacksonville, 
which has one of the most successful utility systems in the Nation, I 
would like to present the utilities commissioner, Mr. J. Dillon Kennedy, 
who will testify when his time is reached, Mr. Kennedy. 

Senator O’Manonry. Mr. Kennedy, we are glad to see you. 

Senator Ho.ttanp. Now before I present the witness who will testify 
first, Mr. Smith, I am going to ask my distinguished colleage, Senator 
Smathers, to supplement the statements which I have made in any 
way he desires, after which time I am going to claim the privilege of 
presenting the first witness for both of us. 


STATEMENT OF HON. GEORGE SMATHERS, UNITED STATES 
SENATOR FROM THE STATE OF FLORIDA 


Senator Smaruers. Thank you, Senator Holland, and thank you, 
Mr. Chairman. 

As is usually the case, it is a good thing that Iam a Methodist. When 
Senator Holland gets through making a presentation or an introduc- 
tion, it always leaves me only to say, “Amen,” which I do to his very 
fine introduction here this morning. 

I do want just to congratulate the committee here today on under- 
taking these hearings. In our State of Florida we have suffered from 
time to time from very, very severe hurricanes. They have created 
a great deal of damage and have upset our State. But I believe I can 
say without fear of successful contradiction that this sudden price 
increase of petroleum and oil has been the most severe economic hurri- 
cane that our State has suffered. It affects every facet of our lives 
and it is important to us, and that is why we are so grateful to the 
committee for giving our people the opportunity of being here today 
and of being heard. 

We do present some qualified men who are well informed about this 
subject and who can give you the information that I believe you are 
interested in hearing. And rather than take up their time, I shall 
yield what time I do have to these men whom I know you do want to 
hear. 

Senator O’Manonry. I might say, Senator Smathers, that Senator 
Holland’s colleagues from other States than Florida on the floor 
frequently are compelled to say “Amen,” to his remarks whether they 
like it or not. [Laughter. | 
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Senator Smatuers. I like them in this case, Mr. Chairman. 

Senator Hotzanp. Thank you, Mr. Chairman. Your Irish courtesy 
is always very greatly appreciated. 

Senator Houianp. It happens that our State is probably the most 
seriously affected State in the Nation by reason of some facts of life. 
We are so far away from coal that the price of transportation of coal 
to our State makes it in most instances prohibitive. We are so far 
away from gas that we as yet have natural gas only in the extreme 
western part of our State. 

We have no mountains such as some of you possess. We have very 
little hydroelectric power as a result. 

Senator Wirry. Don’t the tourists counteract all that ? 

Senator Hotianp. Oh, yes. 

Senator Witey. The tourist trade ? 

Senator Hotianp. They do indeed, Mr. Chairman, but they don’t 
counteract this situation which has burst upon us in the middle of the 
tourist season and which is causing this heavy concern. 

The first witness, Mr. Chairman, already referred to by you most 
graciously, is Mr. McGregor Smith, chairman of the board of the 
Florida Power & Light Co., our largest commercial manufacturer 
of power. 

I may say, to anticipate what I am sure Senator Kefauver is about 
to say, that he is a native of Tennessee who, however, shortly after 
he reached the age of discretion, moved to Florida where he has made 
a very fine citizen and a very outstanding record. 

In my own case, Mr, Chairman, Iam very much indebted to him 
because when I served for a while as chief executive of our State dur- 
ing the Second World War, I called upon him to serve, and he did 
serve with great ability, as a member of our State civil defense com- 
mission, handling the important brackets covering power and light 
and fuel distribution for the State. 

Without taking further time, I am simply going to present Mr. 
Smith who does appear here as our first witness for various reasons, 
but particularly, as I understand, at the suggestion of the chairman 
because he will bring into the record the charts which no doubt will be 
referred to by other witnesses. 

Mr. Cuarrman. Mr. McGregor Smith. 

Senator O’Manonry. Mr. Smith. 


STATEMENT OF McGREGOR SMITH, CHAIRMAN OF THE BOARD OF 
THE. FLORIDA POWER & LIGHT CO.; ACCOMPANIED BY CHARLES 
COOMES 


Mr. Smirn. Mr. Chairman, Florida is lucky in more ways than 
one. 

Senator Keravver. Mr. Chairman, before Mr. Smith gives his testi- 
mony, I certainly want to join Senators Holland and Smathers and 
the rest of the delegation in saying it is good to see an old friend here 
again. As Senator Holland said, Mr. Smith was born and raised in 
Tennessee, and although I am sure I look much older than he does, we 
went to the University of Tennessee at the same time. 

Why he ever left the Volunteer State, I have never understood, but 
we are glad to still claim him as one of our distinguished sons. 
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I hope that I may—off the record, please. 

( Discussion off the record. ) 

Mr. Sairu. I want to express my appreciation to Senator Smathers 
and Senator Holland and our entire delegation in Florida who have 
approved our actions. We have 100 percent support from Florida’s 
congressional delegation and I wish mee in a position to vote for 
everyone, including Mr. Cramer, the Republican from St. Petersburg. 

Senator Witey. You don’t claim that the name McGregor originally 
came from Florida. : 

Mr. SmirH. No. I am a descendant of the well-known head of the 
cattle thieves, Rob Roy. His last name was McGregor and my mother 
used to tell me that it was quite an honor that he was a cattle thief. 
He left the hills where it was poor country and went down to the town 
and took the cattle from the rich and distributed them to the poor. 

I once told Senator Long that Rob Roy was the first starter of the 
share-the-wealth movement. 

I was quite nervous when I received a telegram requesting me to 
appear before this committee. I was more nervous when I sat through 
the hearings yesterday and the day before, and I am still more nervous 
today, gentlemen. Maybe I will get over my nervousness in a little 
while when I get into my story. But when I saw the gentlemen on the 
stand squirming under the questions of some of the committee, it made 
me quite fearful about appearing up here my first time before a con- 
gressional committee. 

Senator O’Manonry. Let me put you at ease, Mr. Smith, by asking 
you first to state for the record the basic facts with respect to the cor- 
poration you represent, In what State was it incorporated? Is it an 
affiliate of any other corporation or subsidiary, and so forth? 

Mr. Suir. Thank you, Mr. Chairman. 

I am the chairman of the board of the Florida Power & Light Co., 
a company that is not controlled or dominated by any one large stock- 
holder. It is completely an independent company, what I like to refer 
to as a publicly owned utility in that it has stockholders in each of the 
48 States numbering some 30,000. . 

The largest holders of our securities are the insurance companies, 
institutions like Harvard, Yale, and small insurance companies. So lL 
don’t know of one stockholder that dominates the company. 

We are incorporated in the State of Florida. We were incor- 
porated in 1925. We were'then a subsidiary of the Electric Bond & 
Share Co. system, whith was the largest utility holding company, I 
believe, from that time until the SEC Act was passed. 

Our stock was distributed in 1950 to the stockholders of the Ameri- 
can Power & Light, a subowner df Electric Bond & Share. So we are 
a completely independent company. 

We operate in about 40 counties of Florida. We serve better than 
a third of the population and have about a third of the capacity. We 
serve about 600,000 ‘customers, all of whom, or about 99 plus some 
percent have automatic fuel clauses’in the rates so that any increase in 
fuel oil will be passed directly on to our customers: 

So, I do not appear here asking for any reduction that will redound 
to the benefit of the corporation itself or its stockholders, any penny 
of reduction that is given to us in oil will automatically go to our 
customers. . 
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So, I would rather say that I appear here in what I call in Florida 
official United States Government taxpayer because I really feel it is 
my duty to come up here and express my views in behalf of the some 
600,000 customers. 

Senator O’Manonry. Do you operate outside of the State of Flor- 
ida? 

Mr. Smiru. We operate wholly intrastate and are not subject to the 
jurisdiction of the Federal Power Commission. 

Senator O’Manonry. And except for the jurisdiction of the Fed- 
eral Power Commission, you are not subject to the control and manage- 
ment of any other organization ? 

Mr. Smrrn. We are not subject to the control of the Federal Power 
Commission. We operate wholly within the State. We are subject to 
control by the State railroad and public utilities commission on rates, 
security issues, and service. They have a complete broad jurisdiction 
over the public utilities in Florida. 

Senator O’Manoney. Then there is no private control over your 
organization except by the stockholders ? 

Mr. Sarru. There is no private control. I could not tell you off- 
hand who our largest stockholder is at this particular minute. 

Senator O’Manoney. Very well, you may proceed. 

Mr. Smiru. I havea prepared introductory statement. 

I am here at the direct request, of this committee, I assume as a re- 
sult of my protest to the President against the sudden and enormous 
increase in fuel-oil prices at the refineries, which will add some $6 
million to the electric bills for approximately 600,000 customers that 
it ismy privilege to serve, 

I am thankful for an opportunity to present the problem of our fuel 
oil crisis to the peroleum industry and particularly the executive 
branch of our Government and to Congress. 

I would like to think that I am appearing here more in my official 
capacity as a United States Government taxpayer and a real repre- 
sentative of the customers I serve. 

I believe itis the duty of the head of any business in America to save 
his customers any unnecessary burdens or extra cost that he can rea- 
sonably and properly do. I consider it an obligation to buy turbines, 
boilers, and all supplies at the lowest economical price and if you 
don’t believe thatzjust ask thessuppliers from whom I buy. 

Very seldom though have we had an opportunity to purchase fuel 
oil on what we thought was a real competitive basis and our fuel bill 
is now larger than our payroll. We are never able to make a contract 
for any given length of time for the purchase of fuel oil at a specified 
price. It must always be based on future daily quotations either at 
the gulf-coast refineries, the terminals in Florida, or the New York 
Harbor, or a combination of those quotations. 

It is strange that an industry as large and as responsible as the 
petroleum industry, that can keep the price of crude steady—which 
accounts for three-fourths of the cost of refined products at the re- 
finery—cannot contract for a year or even a month at a definite price 
for the residue remaining after removing the more valuable refined 
products. A few times in the past we have been able to secure maxi- 
mum ceilings. 

The Lota Bheseod Florida with lots of sunshine, but I guess in those 
days He thought we would not have any use for coal, gas, or water- 
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ower, because in His wisdom He chose to locate them in States which 
Nid not have an abundance of sunshine. ing e 

Because of the cost of coal delivered to Florida, it has been more 
economical throughout the years to obtain fuel oil from the gulf-coast 
refineries delivered by heavy tankers. Most all of Florida’s electric 

lants and industries have been constructed to burn fuel oil only. 
Sapiens fuel is such a large part of the cost of making electricity, 
many of the electric rates have fuel clauses which increase or decrease 
electric bills with the increase or decrease in fuel-oil costs. 

Certain municipalities that operate their own electric plants, but 
who did not have fuel-adjustment clauses, have since these price in- 
creases adopted resolutions to increase their rates as much as 6 percent. 

Since Florida industry is so dependent upon fuel oil, the whole 
economy and future development of the State is at stake. I was 
privileged to be the first chairman of the Florida Industrial Develop- 
ment Commission, and have served in the industrial-development pro- 
gram in one capacity or another under the last four governors, includ- 
ing the present Governor, LeRoy Collins, who has done so much to 
attract industry to our State. 

Although I am primarily interested in what can be done to get the 
price of oil down for the benefit of our customers, I am just as inter- 
ested in preventing the future of Florida being jeopardized by, what 
to me appears to be, an unnecessary increase—and I use the term 
“unnecessary” advisedly; that is the term the President used, and to 
me a necessary increase means one that is necessary for a large industry 
in America to keep on going and remain healthy. I think that is 
the main test. 

An unnecessary increase in the commodity upon which our entire 
State is so dependent—I am not so sure, though, that this problem is 
Florida’s alone. Certainly an increase of 30 to 40 percent in the 
cost of such a basic commodity as fuel will have unlimited inflationary 
effects nationwide. The country has, since the last great depression, 
been trying to find ways and means of avoiding deep depressions. 
We have all kinds of gadgets for priming the economic machinery 
when it needs it, but right now the Federal Reserve is trying to slow 
down the terrific boom in order to curb inflation. 

And I saw on the television since I have been here former President 
Hoover who predicted that with this inflation we might well go into 
another depression which, he said, would make his hair curl, but 
looking at him on the television, I did not see that he had too much 
to worry about. 

The Federal Reserve, however, is absolutely helpless in trying te 
combat the psychological effect of such an increase as has been put in 
by the oil industry. If the oil industry, which, according to Forbes 
magazine of January 1957 and I quote and commend that article to 
you, is “without question the most profitable industry in the entire 
economy,” can make this increase stick, then there is no need of trying 
to close the barn door, and I doubt if it would be worth while to try to 
find the horses. 

Now the real magnitude of this increase of 75 cents per barrel of 
fuel oil can best be shown by relating such increased costs to a similar 
increase in coal, freight rates on coal, or labor. 

Now let me tell you how I arrived at the 75-cent increase. Before 
November 8, before the first rise at the gulf-coast refineries, fuel oil 
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was quoted at a low quotation of $2.10 and a high quotation of $2.15 
per barrel of 42 gallons, what we call bunker C fuel oil. 

Senator O’Manoney. What was that? 

Mr. Smirn. $2.10 to $2.15. 

Senator O’Manoney. The date? 

Mr. Smrru. Prior to November 8, prior to the first price rise. I 
will give you the dates of the increase at the gulf-coast refineries. 

Now I expect I had better explain to the committee what I mean 
by quotation. There is a recognized concern called Platt’s Oilgram 
that sends out daily quotations which are used by the oil industry 
itself and by the purchasers to determine the prevalent price. 

Now the increases since that date have been a low of $2.10 to a low 
of $2.75, from a high of $2.15 to a high of $3.05. The average increase 
therefore is from $2.1214—1214 is the average between $2.10 and 
$2.15—and the average between $2.75 and $3.09 is $2.90. So the dif- 
ference between the average high and the average low in the last 2 
months has been 7714 cents per barrel. 

Well, I have taken round figures—75 cents. If you want to argue 
that it has only increased 65 cents, then you are talking about the low 
quotation. If somebody says it increased 90 cents, then you are talk- 
ing about the high quotation. I have taken 75 cents which is 214 
cents under the average increase taken, the average highs and lows. 

Senator Kerauver. Mr. Chairman, I did not understand how many 
gallons you said were in this kind of barrel. 

Mr. Smiru. 42 gallons toa barrel. 

Senator Keravuver. That is almost 2 cents a 

Mr. Smiru. It is almost 2 cents, but we never use cents per gallon 
because so much of it is consumed in large quantities. It is sold in 
bulk on the barrel basis, but what we are talking about is 42 gallons 
and we are talking about an average of 6,250,000 heat units per barrel. 

Senator Keravuver. I did not understand the service that you said 
you got your quotations from? 

Mr. Smirn. Platt’s Oilgram, which is the published quotation that 
you subscribe to. It is recognized and we are buying our oil on the 
basis of Platt’s quotations. Three-fourths of the oil purchased today 
is based on the low quotation of gulf-coast prices. 

Now the annual increase in fuel based upon not 75 cents but 65 
cents is $6 million to our company. 

Now that is equal to a payroll increase of 40 percent. That is one 
way of explaining how important it is to me. 

Now since it takes 4 barrels of oil to produce as much heat as 1 ton 
of coal, it follows that an increase of 75 cents a barrel is equal to a $3 
increase in the price of coal. 

Now gentlemen, I will show you by chart that coal has not gone up 
in the last 20 years altogether as much as $3. If the $3 per ton was 
added to the freight rates on coal, it would almost triple the increase 
in the freight rate. The average freight rate on coal throughout the 
United States, according to the Bureau of Mines figures, has been 
$1.11. 

Now I put in this example for Mr. Kefauver. If the TVA, which 
is supposed to be producing electricity from waterpower, and does 
produce a large amount, had to pay $3 a ton more at the mines or at 
its plants for the coal that it uses to produce electricity, its fuel cost 
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during the last fiscal period would have been increased by $52.8 mil- 
lion. Senator, they used last year 17.6 million tons of coal. 

Now that w ould have wiped out the reported $53 million net earn- 
ings. However, if they had had automatic fuel clauses or they chose 
to pass it on to the consumer, they would have had to raise the overall 
price 24 percent. That figure is based upon the 221 million operating 
revenue from the TVA. 

I could go on citing numerous comparisons, but by now I am sure 
you will agree with me that something more unusual has happened to 
Florida than the usual unusual. 

We have unusual hurricanes, I might say, and in connection with 
hurricanes, gentlemen, the worst hurricane Florida Power & Light 
Co. ever had was in 1926 when the cost was $214 million. This one 
increase in oil will pay for all the hurricanes that we have had since 
that enormous one for our company. 

We never had a hurricane in Florida that cost as much in total 
dollars as the increase in petroleum products has been up to the last 
2 months on all petroleum products in the State. There is no one 
who believes in our free competitive—and I underscore competitive— 
enterprise system more than Ido. I have been referred to many times 
as an economic royalist. I am not here to recommend Government 
regulation or ownership of the petroleum industry, and I want to say 
also I am not here to criticize the Interior Department or the Presi- 
dent for their efforts. 

Listening to this testimony yesterday, I could not help but sym- 
pathize with the tremendous problem that the Interior has in trying 
to reverse the flow of oil and get it done the right way. 

It reminded me of an incident that happened last summer when 
I visited Yugoslavia. I was down in Dubrovnik, a city that was 
built and had independence longer than any other city, perhaps, 1 in 
the world. They have an inscription in Latin that freedom is not 
to be sold for all the gold in the world, yet, there is no freedom in 
Dubrovnik today. 

I was visiting with a highly intellectual gentleman and I said, 

“How is the system working? All the stores are owned by the gov- 
ernment. All the filling stations are owned by the government. Most 
of the taxicabs are owned by the government.’ 

I said to this gentleman, “How does the system work?” 

He looked all around and, while there wasn’t anybody in hearing 
distance, he wanted to be sure. He said, “It just is not working.” 

I said, “Why not?” 

He said, “Well, the system was made for angels and we are not 
angels.” 

Gentlemen, that is an observation. The gentlemen that are running 
and trying to distribute this oil have their particular point of view 
and I am sure they are sincere, but they are not angels: They have 
problems with the international refiners, they have problems of get- 
ting as much oil out the other end of Arabia as they can because 
they have got to keep the country satisfied with as much as possible 
and to do so they have got to carry it around long distances. 

Yet, I call your attention to the fact that the distance from the 
gulf coast to London is less than it is through the Suez Canal, by sea. 
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Senator O’Manoney. Do I take it, Mr. Smith, that your feeling is 
that the Government cannot very well trust to one segment of an in- 
dustry the responsibility of carrying out a Government program, that 
it would be just as absurd for the State of Florida to depend upon the 
utilities of Florida to regulate themselves as it is for the Unitea 
States to depend upon the major oil companies to distribute the oil 
in the public interest ? 

Mr. Smrru. That is correct, Mr. Chairman, and certainly I don’t 
mean that anybody is dishonest. I just mean we have our particular 
points of view. Iam sure that 

Senator O’Manoney. Of course. 

Mr. Surrn. That we can—what do you call this word—rationalize 
is the word I am trying for; we can rationalize ourselves into a certain 
point of view. It oa be awfully difficult for the petroleum industry 
to convince me that I am hurting private enterprise by appearing up 
here. I am helping private enterprise. I don’t want to see the 
petroleum industry drag down the great private enterprise system 
that I think has built America. 

I have seen too much communism in Yugoslavia. I have seen too 
much poverty in Greece. I have seen too much poverty in Egypt and 
Lebanon and I have seen the have-nots against the haves and, gentle- 
men, I know why Europe is using 14 percent a year more oil. They 
ought to be using 100 percent. Most all the work I saw being done 
in Yugoslavia and Greece in the fields was by the women with a hand 
scythe that I haven’t seen in use for many, many years. 

You can appreciate the greatness of America when you go to the 
foreign countries. 

I don’t mean to digress, Mr. Chairman. I just am apologetic for my 
position of one private enterprise attacking another. I think it is a 
great system where we can all feel free to do it. 

Senator O’Manonry. You don’t need to apologize here or anywhere 
for speaking the truth in your mind as you find it. 

Mr. Sarru. There were only two times in my life that I felt moved 
to send a telegram to the President of the United States. I never did 
think I was that important and still don’t think so, but I got awfully 
mad in 1947 when the price of fuel went up just like it is going up now, 
and I will show you directly how it did go up and we know what hap- 
pened, and I sent a stronger wire to President Truman than I sent 
to President Eisenhower. 

Only two times in my life have I felt moved to call on the President 
of the United States and I feel sure that the publicity that was in the 
New York Times yesterday, asking him about this oil situation in his 
interview, and he said if they don’t do something they may have to have 
controls. 

I am not recommending what the answer is. I am certainly not rec- 
ommending Government ownership or Government regulation, but if 
it takes temporary controls to meet a crisis, I don’t see any other end 
to it. 

Any industry which with its natural gas supplies 6714 percent of all 
the energy used in the United States—now, gentlemen, that is an im- 
portant thing—any industry that supplies 6714 percent of all the 
energy in the United States certainly owes a certain obligation to the 
public not to take advantage of its unique position by imposing un- 
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necessary increases in the cost of so basic a commodity it controls. 
And as I use the word “unnecessary” I wonder what do we mean by 
“necessary”? 

It is my hope that after you Members of Congress and the Presi- 
dent have become acquainted, and particularly the President, because 
he can act faster than anybody else—it takes you gentlemen too long to 
act. You don’t act until we folks back in the sticks, enough of us get 
mad, and I am afraid in this case not enough people have spoken, and 
: don’t see how we are going to get it from Texas, Louisiana or Okla- 

oma. 

Senator O’Manoney. I will frankly say to you, Mr. Smith, that 
it is when the people get mad that the echoes here in the halls of Con- 
gress produce results. I have been mad about this concentration of 
economic power for 20 years, but I think now we are beginning to get 
the picture displayed to the people as it really is—the transfer of Gov- 
ernment from the representatives of the people to the representatives 
of concentrated business. 

Mr. Sir. Well, Senator, I have heard of your philospohy and 
I would like the opportunity some evening to swap exchanges with you. 
I am sure that I would agree with you on much of your views, but I 
am vitally opposed to public ownership of power. I certainly don’t 
have to tell you that. [Laughter. ] 

Senator O’Manoney. You take that up with Jacksonville, please. 

Mr. SmirH. Senator Kefauver wants to know why I left Tennessee. 
I left Tennessee because they did have the waterpower and I told 
Mr. Morgan, the president of the University of Tennessee, that I went 
to Louisiana because we didn’t have any waterpower down there. I 
stayed under the banner of private ownership. 

Senator Keravuver. Mr. Chairman, I thought Mr. Smith was a 
Baptist and he liked water, but he must not be. [Laughter.] 

Mr. Smirx. I am what you might call a convenient Presbyterian. 
[| Laughter. | 

It is my hope that after you Members of Congress and the President 
have become acquainted with the devastating effects the spiraling fuel 
costs are having on the State of Florida and the Nation as a whole, 
you will be able to persuade the oil industry to roll back their prices 
and to wholeheartedly cooperate with President Eisenhower as he 
has asked all industry and labor to do in holding down inflation. 

The consumers of Florida need help now, immediate help. I appeal 
to you to do what you can to resolve this so pressing problem that 
cannot wait for the results of such a monumental task as an investiga- 
tion of the petroleum industry. 

If the committee wil bear with me, I would like to present a series of 
charts which I believe will be of interest. 

(The charts are as follows:) 
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EBASCO SERVICES INCORPORATED. MEW YORK, DECIMBER 1996 
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NUMERICAL GROWTH IN MANUFACTURING EMPLOYEES 
TEN LEADING STATES 
(Annual Average) 


1947 - 1954 





Florida’s Gain: 


1947 - 1954 - 44,200 
1954 - 1956 - 22,400 


Source: U. S. Census of Manufactures, 1947 and 1954 
Florida Industrial Commission, 1954-1956 


Florida Power & Light Co. - Jan, 1957 
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RATE OF INCREASE IN MANUFACTURING EMPLOYMENT 
FOR 


TEN STATES LEADING IN NUMERICAL INCREASE 


1947 - 1954 


69% PERCENT 


CALIFORNIA 


35% 
21% 
° 
1 ‘ E 


Source: U. S. Census of Manufactures, 1947 and 1954 
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FLORIDA ELECTRIC UTILITY SYSTEMS 
TOTAL GENERATING CAPABILITY 


1945 - 1956 Actual 
1957 - Estimated 


Thousands of Kilowatts 
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FLORIDA ELECTRIC UTILITY SYSTEMS 
GROSS ANNUAL CONSTRUCTION EXPENDITURES 
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FLORIDA ELECTRIC UTILITY SYSTEMS 
GROSS CONSTRUCTION EXPENDITURES 
CUMULATIVE 


1945 - 1956 Actual 
1957 - Estimated 


$ Millions 
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ANNUAL USE OF RESIDUAL FUEL OIL 
Millions of STATE OF FLORIDA 
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Source: Federal Power Commission and 
‘*Petroleum Facts & Figures’’, 
Ninth and Twelfth Editions, 
American Petroleum Institute. 


Jan. 30, 1957 
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FLORIDA 
RESIDUAL FUEL OIL USED 
BY YEARS, 1949 - 1955 INCLUSIVE 


MILLIONS OF BARRELS 


32.2 







ELECTRIC POWER 
AND GAS PLANTS 


INDUSTRIAL SMELTERS, 
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Source: Pages 50-57 - 12th Edition, Petroleum Facts and Figures 
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FLORIDA’S USES OF RESIDUAL FUEL OIL 


MILLIONS OF BARRELS 


ill 
ila 


Percent Increase, 
1955 Over 1950: 


Power Plants Industries Other 
69. 2% 122.6% 109.4% 


Source: Pages 50-57, 12th Edition - Petroleum Facts and Figures 





Jan, 17, 1957 
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FLORIDA 
TREND IN USE 
RESIDUAL FUEL OIL 
1949 - 1955* ACTUAL 
1956 - 1957** ESTIMATED 
PROJECTED TO 1965 


(Millions of Barrels) 
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1955 RESIDUAL FUEL OIL USE 
BARRELS PER CAPITA 
TEN LEADING STATES IN TOTAL USE 


POPULATION ESTIMATES - 1955 


Note: Florida’s Use Per Capita 


Exceeded Only By Rhode 
4 
| 4. 


: 
: 


6.5 6.4 


4.2 


FLORIDA 
NEW JERSEY 
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3 
Rank In Total 
7 5 4 


6 3 1 


Source: Page 50 - 12th Edition, Petroleum Facts and Figures 
U. S. Census Bureau Current Population Reports - Series P-25, 
No. 145 
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SALES OF RESIDUAL FUEL OILS 
FOR USE BY ELECTRIC AND GAS UTILITIES 
TEN LEADING STATES - 1955 


Millions of Barrels 


19.5 













OREGON 
PENNSYLVANIA 
CONNECTICUT 
RHODE ISLAND 


MAINE 








MASSACHUSETTS 


CALIFORNIA 
NEW JERSEY 


SG 


Percent 


25.7 22.1 10.6 9.4 9.2 40 3.6 2.6 


Source: 12th Edition, Petroleum Facts and Figures 





Jan. 17, 1957 
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INCREASE IN SALES OF RESIDUAL FUEL OILS 
FOR USE BY ELECTRIC AND GAS UTILITIES 


1946 - 1955 


(Ten States With Largest Consumption in 1955) 
Millions of Barrels 


10.2 
















> 
fa 
2 
a 
- 8 a5 88 
el 2 63 8 £ a x 
e >» 2 & & 
S| |2 a. =. * 
2) |e) ¢ &@ 8 s 
el |g oS gf 8B B 
S| |3 
O 


Source: 12th Edition, Petroleum Facts and Figures 


Jan, 17, 1957 
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EXCLUSIVE OF THAT USED BY VESSELS 
1950 - 1955 
UNITED STATES AND TEN STATES LEADING IN USE, 1950 


INCREASE IN USE OF RESIDUAL FUEL OIL 
(Millions of Barrels) 
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New York 


©! United States 






United States 


Excluding Florida 


-34.5 


Source: 12th Edition, Petroleum Facts and Figures 


Jan, 28, 1957 








EMERGENCY OIL LIFT PROGRAM 


PART Ii 


193 








194 EMERGENCY OIL LIFT PROGRAM 






DOMESTIC DEMAND 


THREE PRINCIPAL PETROLEUM PRODUCTS 
Millions of Barrels 









and 
12 Months Ending July 1956 


1365 | MOTOR FUEL 


1950 - 1955 Inclusive 









1950 





1951 





1953 





1954 1955 1956 
12 Mos. 


July 








@ Estimated at 20% of total 








‘Source: 1950-1955 Page 5 - ‘‘Petroleum Facts and Figures’’ 12th Edn. 
12 Mos, July 1956 - U.S. Dept. of Commerce ‘‘Current Business’’ 
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RATE OF INCREASE: 
U. &. A. 
PETROLEUM REFINING CAPACITY 
AND 


ELECTRIC POWER PLANT CAPACITY 


Index 1951 = 100 


a — 
Be 
z @ 
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a & 


Cj Cj Cj 
1952 1953 1954 


* Total Operating and Shut Down 
** Total Electric Utility Industry (Name Plate Rating) 


Source: 12th Edition, Petroleum Facts and Figures 
Edison Electric Institute, Statistical Bulletin, 1955 





Jan. 25, 1957 
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RESIDUAL FUEL OIL 
U. S.A. 
DOMESTIC DEMANDS (SALES) 
BY MONTHS 
1955 - 1956 


* Estimated 


Source: Survey of Current Business (Through October, 1956) 
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Suez Blockaded 


| 


Millions of Barrels 


* Statistical Bulletins, American Petroleum Institute 





Jan. 17, 1957 
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RESIDUAL FUEL OIL 
STOCKS END OF MONTH 
U. S. A. 


tt 


Millions of Barrels 
° 
Millions of Barrels 


all 


eke 


Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec 


* Estimated 


a 
Source: Statistical Bulletins, American Petroleum Institute 
Survey of Current Business 





Jan. 17, 1957 
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NUMBER OF WELLS COMPLETED ANNUALLY 
AND 
DAILY PRICE OF CRUDE PETROLEUM; OKLAHOMA-KANSAS AT THE WELLS 






Number of Dollars 
Wells Completed Per Barrel 
| Hos a : 
30, 000 f 3.00 
Price cd Le 
a ght ial SA 
25, 000 2.50 
Al of 

20, 000 2.00 
15, 000 1.50 
10, 000 1.00 
5, 000 50 

0 


1946 1947 1948 1949 1950 1951 1952 1953 1954 1955 1956 1957 


Source: PLATT'S Oil Price Service and 


Survey of Current Business, U.S. Dept. 
of Commerce 
Jan, 17, 1967 


*12 Months Ending September 1956 
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CRUDE OIL RESERVES AND PRODUCTION 
UNITED STATES 
1955 





Percent of Total 
100, 0 100.0 







2,485 






Millions of Bbl. 
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24.1 600 
12.7 
14.3 
6.7 
11.0 8.2} Oklahoma 
: i 
10.8 
' 
le 


RESERVES PRODUCTION 
Source: 12th Edition, Petroleum Facts and Figures 


Jan. 30, 1957 
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DAILY LOW QUOTED PRICES FOR BUNKER "C" FUEL OIL, GULF COAST CARGOES 
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FUEL OIL PRICES 


GULF COAST BUNKER “C” CARGOES 
HIGHS, LOWS and AVERAGES 








~—High 
$3. 00- Jan 21, 1957—> 
——Avg. of 
High and Low 
$2. 50— _ 
$2. 0O— : 
$1. 50— 
$1. 00— 
$ .50— 


Source: Platt’s Oil Price Handbook and Oilgram 


740 41 42 43 44 45 46 47 48 49 50 51 52 53 54 55 56 57 





Jan, 25, 1957 
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DAILY QUOTED PRICE OF BUNKER "C" FUEL OIL, GULF COAST CARGOES 
(Domestic & export from all Gulf ‘ports, FOB ship, minimum 20, 000 barrels) 
And 


DAILY QUOTED PRICES FOR OKLAHOMA - KANSAS CRUDE OIL 






Dollars DOLLARS PER BARREL Dollars 
Per Barrel Per Barrel 
‘ po a ge ~ 
3.20 3. 20 
3. 00 3.00 
2. 80 2. 80 


Low 1/10/8 





Bunker “C”’ 
\ estat at ou Fuel Oil 
esta! Fol Ou Coast 


Jan. 22, 1957 


Source: PLATT'S Oil Price Service, and Survey 
of Current Business, U.S. Dept. of Commerce 
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CHANGES IN THE PRICES OF RESIDUAL FUEL 
OIL FOR GULF COAST CARGO LOTS, AND DIFFERENTIAL 
BETWEEN GULF COAST PRICES AND PRICES FOR 
FOUR SELECTED CITIES 
Prices are the Low Quotations for the day 


New York 
Jacksonville 


11/14 2/8 17/20 8/10 6/29 11/21 
1954 1955 1955 1955 1956 1956 


Source: PLATT'S Oilgrams 
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1/10 1/21 
1957 1957 





Jan, 30, 1957 
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° AVERAGE PRICE OF CRUDE PETROLEUM 
36 - 36.9° GRAVITY; KANSAS - OKLAHOMA AT THE WELLS, 
And 
AVERAGE OF AVERAGE MONTHLY LOW AND HIGH QUOTED PRICES FOR 
BUNKER ‘‘C’’ FUEL, GULF COAST CARGOES 


PRE-WAR YEARS 


Bunker C 


Average for Average for January 21, 1957 
1932 - 1941 1942 - 1945 


Source: Calculated from fuel oil prices as reported by PLATT’S 
Oil Price Service and from Crude Petroleum Prices in Jan. 22, 1957 
Survey of Current Business, U.S. Dept. of Commerce. 
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ANNUAL AVERAGE OF AVERAGE MONTHLY LOW & HIGH QUOTED PRICES FOR 
BUNKER “‘C’? FUEL, GULF COAST CARGOES 
1935 - 1939 = 100 
And 
ANNUAL AVERAGE WHOLESALE PRICES OF ALL COMMODITIES 
COST OF LIVING - ANNUAL AVERAGE RETAIL PRICES OF ALL COMMODITIES 
Setex 1935 - 1939 = 100 


400 


Fuel Oil 


Wholesale Prices 
All Commodities 


v8 Ap 
7 | CE 


1940 '41 '42 '43 '44 '45 '46 '47 '48 '49 '50 '51 '52 '53 '54 '55 '56 





Source: Fuel Oil calculated from PLATT’S Oil Price 
Handbook. Retail Prices from Survey of Current 
Business, U.S. Dept. of Commerce. Wholesale 
Prices calculated from Survey of Current Business. 
Cost of Residential Service for U.S.A. from Edison 

Electric Institute. 


Jan. 22, 1957 
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PERCENT INCREASE OVER 1935-39 AVERAGE 
DOMESTIC DEMAND AND PRICES 
CRUDE PETROLEUM AND REFINED PRODUCTS 
UNITED STATES 





1956 . 
459.9 
Quotation Average 
Jan. 21, 1957 
258.5 
[ 
156.1 170. 156.1 156.4 
136.4 





. ie 


MOTOR FUEL DISTILLATE RESIDUALS CRUDE 


Source: U. 8. Dept. of Commerce, Survey of Current Business 


Jan. 30, 1957 
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ANNUAL AVERAGE PRICES OF 
RESIDUAL FUEL OIL 
AND 
CRUDE OIL, MOTOR FUEL AND DISTILLATE FUEL 
COMPARED WITH 
WHOLESALE PRICES AND COST OF LIVING 


INDEX 1935-39 = 100 Index 


sf 

















Fuel Oil 
Quotation Average 
Jan, 21, 1957 
358.5 
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*Annual Average of Average Monthly High and Low Quoted Prices for 
Bunker ‘‘C’’ Fuel, Gulf Coast Cargoes 


Source: Platt’s Oil Price Handbook 
U. S. Dept. of Commerce, Survey of Current Business 
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IS EQUIVALENT TO 
2-1/2 ¢ PER BARREL 
ON FUEL OIL! 


Carolina P&L Acts Fast 
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Carolina Power & Light Co, Raleigh, N. C., 
protest fast after Southern railroads asked Int 


freight rates—including 10¢ a ton on coal. 

CP&L told the ICC that last March’s boost al- | 
ready has cost the company nearly $200,000, and 
the proposed 10¢ hike would cost another $144,000 | 
next year. Duke Power Co, South Carolina E&G | 
Co, Georgia Power Co, and Alabama Power Co | 
also are filing protests. | 

Raymond S. Talton, CP&L superintendent of 
power, estimated that the company spent $6.5 mil- | 
lion in freight on coal last year. If freight rates 
continue to rise, he said, it might become feasible | 
for CP&L to build steam plants outside its territory | 
near coal mines rather than build plants within its | 
own territory. 


ELECTRICAL WORLD e@ January 21, 1957 


| 
——————— | 
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IN THE UNITED STATES OF AN INCREASE IN ALL FUELS 
EQUIVALENT TO AN INCREASE OF 75¢ PER BARREL OF Ol’ 
BASED ON FUEL USED IN 1955 





















Miilions of Miliioas 
Tons of Coal —TOTALS ot 
Equivalent Tons Dollars 
oa 
Coal 
208.5 
200 2,000 
$1,605 
__coAL _ 1838) increase 
Summary of Cost of Fuel used in 1955, and 49% 
of increases in this cost if all fuels incneased Tons 
150 the equivalent of 75¢ per barrel of ofl, which 1,500 
is equivalent to $3.00 per ton of coal. 143.6 
Actual 
fuel _Cost $1,331 
Qu $360 
Gas 213 
Coal 897 0 
Total $1270 oie 
| 430) rease 
' 48% 
. i 1 
: j 
Z| : | 
= 
' Tons 
L of 
| Coal 
i OlL 
; ‘ sof Tons 46.1 see 
l | ke of 
E Coal 
40 + 400 
) | $351 
. i 30 + Increase 300 
| t $217 | 65% 
j 18.8 
> | 20 + Increase 200 
35% 
E 10 | 100 
f E 
| o 0 
- | 1955 Cost per unit $2. 125 18 1/2¢ $6. 25 
t per bbi per Mcf per ton 
5 Equivaient cost/ton $8.50 $4. 625 $6.25 
e onversion Factors of Gas Oil to i 500 Btu per 3 
1 Ton Coal = 4 bbis Ot) (6,250,000 Btu/bbi) x 1955 oil price of $2. 125 = $8.50 
y 1 Ton Coal = 25 Mcf Gas (1,000,000 Btu/Mcf) x 1955 gas price of 18 1/2¢ = $4. 625 
| Increase of 75¢ per bbl is equivalent to 75¢ times 4 = $3.00 per Ton of Coal 
| ' Millions of 
| ' 1935 Consumption of Fuels Tons of Coal 
5 Millions of Mcf of Natural Gas, 1,151. 7-25 « 46.1 
f Millions of Barrels of Fue! Oil, 73.3 4« 18.8 
| Millions of Tons of Coal 143.6 
| Totat Coai and Coal Equivaient 208.5 
ee 


Jan. 31, 1957 


Source: Ebasco Services, Inc 
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Mr. SmirH. Part I will show the growth of the Nation, its increas- 
ing prosperity, and how work has been performed from 1850 when 
over 87 percent of all work was done by muscle power and water- 
eo down to the so when only 8 percent of the work is done 

y muscle power and waterpower. 

Ninety-two percent of the work done today in the United States is 
by fuel and 70 percent of this fuel comes from the petroleum and natu- 
ral gas industry, the balance of 30 percent from coal. 

So, when you speak of important items in American costs, there 
is NO more important item than fuel, natural gas and petroleum which 
does 70 percent of all the work of all fuel. 

Parts II and ITI will show the growth in Florida and then I will 
go on and show the prices. 

Now, gentlemen, I started getting up some charts before I came up 
here because I like to kind of analyze situations themselves. I thought 
the least I could do would be to get people to listen who would give 
me a sympathetic ear. I know I have too many charts and I am 
going to skip through some of them rather hurriedly. 

The first section I have put in a green book. It is called Energy 
Consumption. There is absolutely nothing controversial in this pam- 
phlet. It is something that conld be sent to any school by public 
power, private power, petroleum industries, no matter what the per- 
son’s social views are. It is purely factual. 

First of all, the cover shows that the people in Florida are a little 
bit worked up about the increase in fuel oil. If you read it very 
carefully you will see that even the Wall Street Journal and Chase- 
Manhattan Bank questioned whether or not this fuel-oil increase and 
gasoline price increase can stick. Their editorials are asking you 
gentlement or the President to suspend what is known as the Con- 
nally Hot Oil Act. I don’t know anything about that act and some- 
body else will have to talk about it who knows something about it. 
I don’t know what effect that has on us. I know what effect the 
conservation commission in Texas has on us. 

The first chart I will pass over. It merely shows the great popula- 
tion growth and as we grow we need more petroleum and petroleum 
will make for growth. Petroleum kills people in wars. It kills people 
in automobiles, and it prolongs also our lines. 

The next chart is merely informative. I will pass over that. That 
shows the major growth of the United States and gives me an oppor- 
tunity to show you gentlemen that Florida in the Jast 16 years has 
increased its population 98.7 percent against the national average 
of 27 percent. I would like to point out that the 4 States that have 
the fastest growth—Nevada, Arizona, California, and Florida—where 
would they be without petroleum. They get there by planes and ride 
in an automobile after they get there. 

So, this is not a local problem. 

The next is Gross National Product. The petroleum industry con- 
tributes probably not less than 1 percent, probably nearer to 2 percent, 
of the entitre gross national produce which today is close to $425 
billion. 

The next is an important chart and I would like to explain that to 
you. It is on page 4 of the booklet. It shows how, in the last 100 
years, America has gone forward with the help of the petroleum 
industry, with the help of the railroads, with the help of the utilities. 
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We have changed from doing 65 percent of our work by muscle and by 
animals. The farmer, Kettering said, lost his main consumers of 
products when he got rid of the horses and mules. He did not have 
anybody now to sell corn to when he got rid of the horses and mules. 
We have got tractors now. Some 92 percent of the work performed in 
America today is done by fuel, 7 percent approximately by water- 
power, 1 percent by men. 

Senator O’Manonery. May I interrupt you? 

Mr. Smiru. Yes, sir. 

Senator O’Manoney. I note that these charts were received by you 
from Ebasco Services, Inc. 

Mr. Smiru. Yes, sir. 

Senator O’Manoney. Do youstill employ Ebasco Services ? 

Mr. SmirH. We employ Ebasco on a competitive basis. We let a 
contract 3 years ago to build two powerplants and Bechtel of Cali- 
fornia was low bidder. Mr. Chairman, we gave the contract to Bechtel 
that year. 

Senator O’Manonry. Was Ebasco one of the bidders ? 

Mr. Smirn. They were one of the bidders. They were not close at 
that time to Bechtel. A year ago we let a contract for two more plants 
to be completed in 1959 and 1960. We got both of them to bid on 
engineering and construction. Ebasco was low bidder. The bids 
were rather close, but it was on a guaranteed basis. No cost-plus basis, 
Senator. 

Senator O’Manonegy. Thank you. 

Mr. SmirH. These charts were obtained by me from Ebasco in this 
way. Ebasco has a meeting every December and they invite their 
clients up to attend the meeting. They have booklets on the growth of 
power and many things. From that booklet I took the charts that 
dealt with fuel only which I thought would be informative to this 
committee and had them renumbered to fit this book. I would like to 
claim credit for having had the original thought, but I do claim credit 
for recognizing a good job and grabbing it and presenting it to you 
gentlemen. 

Now, on the next page, I don’t want you to get confused about that 
term “quadrillions of B. t. u.’s. I will refer to it as quadroots, merely 
a number for so many heat units. You buy heat units of oil or other 
fuels. You can convert waterpower by the work it does by figuring the 
amount of fuel in B. t. u.’s required to perform that much work. 

Now, you will notice that there were 39.7 of these major units used 
in the United States in 1955. One-sixth was used in the electric utility 
industry and in 1975 we are going to have 7114 percent of those units. 
Between one-third and one-fourth of them are estimated to come be- 
cause of use in the electric utility industry. 

Now, let us move over to what are those heat units. The next chart 
shows you that out of 39.7 major units, 17.5 or 44.2 percent come from 
petroleum. Skip over to natural gas. You will find 9 units from 
natural gas which constitutes 22.7 percent of the total. 

So, when you add the 2 together, you get 66.9 percent of all the 
energy used in the United States, including waterpower, in 1955 from 
the petroleum and natural gas industry. Coal used 11 of those units, 
or 2914 percent and waterpower only 11% units, and I think that was 
about 3.6 percent, Anthracite was added into my coal figure, making 





214 EMERGENCY OIL LIFT PROGRAM 


the 2914, because there was a very small amount. No nuclear energy. 

Now, the next chart I will skip. That is merely to show you the 
production and consumption of coal. ; 

The next chart is an important chart. It shows that this coal where 
there has been an awful lot of competition, an awful lot of labor 
struggles—we have all heard about the increases and we blame them 
on poor old John L. Lewis, and there were times when I felt about peer 
old John like I guess the people who have had to negotiate with him. 
I thought he was getting us in trouble, but I was very pleasantly sur- 

rised to see that the cost of coal, according to the Bureau of Mines, 
rom 1937 to 1955 had only gone up the difference between $2 and 
$4.83, or a total increase of $2.83. 

Yet this oil increase in 2 months is equivalent to $3. Now, and this 
is for the whole United States, the delivered cost in 1937, reading from 
the chart, appeared to be $4.10 against $8.04 today, so the freight rate 
appears to be, in 1937, $2.10 and today $3.21, or an increase of approx- 
imately $1.11 in freight rate. 

Let’s take a look at the natural-gas reserves. I think this commit- 
tee is dealing with an overall fuel problem, and this is important. 

Start with 1946, and take a look at the chart for 1946. You will 
see down at the bottom of the chart that 4 means 4 trillion cubic feet 
of natural gas used up. At the bottom of the chart is the amount pro- 
duced that year. The top of the chart represents the known reserves. 
The known reserves were 160, dividing 4 into 160 gives us a natural- 
gas supply in 1946 of 40 years. 

Slipping over to 1955, the production has gone up to 9.4, the reserve 
up to 223, and the production has gone up so far that when you 
divide it into the reserve you get an estimated life based on that year’s 
consumption of 23. 

It is interesting to note in reading the Humble Oil statement that 
they have about 7 percent of those particular gas reserves. 

And over on the next chart, Humble Oil has 10 percent of the crude- 
oil reserves. In other words, their reserve is about 3.1 billion, and the 
total reserves, as of 1955, is 30 billion. 

Now, by making the same comparison, dividing the 1946 consump- 
tion at 1.73 into the 20.8 reserves at the end of the year, the first year 
after the war we had a 12-year supply, and as of 1955, we had a 1214- 
year supply. That is based upon production. The figure given yes- 
terday of 10 years, I think, took the reserves as of today and divided 
by a totaldemand. And we get a certain amount of our demand from 
imports, and we think there is no reason why we shouldn’t continue 
to get imports from Venezuela if we consumer States can benefit by it. 

We ought to have adequate refining capacity for all purposes. 
I know I speak a little bit to the contrary of what I thought were 
the views of the members of the committee—but I see no reason why 
the importation of crude would deplete our oil reserves. It seems to 
me like the more we import, the more we would still have left. 
But I don’t want to debate that problem. I have got enough water 
to bail out of my canoe without getting into somebody else’s boat. 

The next chart shows the very rapid growth in all sections of the 
country of the electric utility industry, and it notes the shifting of the 
electric utility industry. Now, take New England, where there were 
214 million kilowatts in 1935, which constitute 7.6 percent of Amer- 
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ican power resources; well, that has gone up more than double. It 
now constitutes only 4.6. , ’ 

Now, going down in west south central, you will see that the in- 
crease has been phenomenal. So today, we have 8.8 percent of the 
power resources against 5.1. And, gentlemen, fuel is a factor in the 
switching of industry, the location of power, for anything that de- 
pends in large part for fuel. There are many industries that don’t 
need fuel in large quantities. 

Now, the next chart is one of the most important charts in this 
series. That not only shows you the amount used in 1955, but it 
shows you the decreasing percentage of the total fuel from coal, the 
increasing percentages from petroleum, the increasing percentages 
from natural gas, and from waterpower, and even in 1975—and I 
don’t think anybody can estimate accurately the uses of these various 
fuels that are ahead, but you can estimate the total amount of fuel 
required because that is a matter of taking estimated population and 
estimating it by the number of heat units that we individually think 
we are going to need. 

That is something that most any high-school boy could do if we 
gave him the estimated population and told him a little bit about how 
many heat units we use. 

But even though it looks like there will be less use of petroleum 
and natural gas, actually, while the percentage is less, the consump- 
tion on this curve is about double. 

And they will still represent about 55 percent. And as of that 
time, nuclear energy comes into the picture with about 314 percent, 
and that is no small factor, because we are talking about a lot of ex- 
pansion on this chart. 

Senator O’Manonry. May I interrupt at this point, because I think 
we will arrange to have these charts placed in the record. 

With respect to coal, the United States at the present time has 
larger reserves of coal than any other nation. The known deposits 
in the United States are extraordinary, and coal itself contains so 
many commodities which can be developed by refineries that science 
cannot even now, I think, correctly project the future of coal. 

Mr. Soirnu. I agree. 

Senator O’Manonery. Hitherto coal has been used to burn merely to 
create heat, to serve steam boilers, and heat homes and the like. But 
in later years, we have learned that coal contains all sorts of com- 
modities, chemical and physical commodities—aspirin is made from 
coal, a coal tar product. 

The Public phe Committee—then called that, now the Interior 
and Insular Affairs Committee—has conducted broad studies of the 
possibilities of coal. Coal will produce liquid fuel. We have in the 
United States these great deposits of coal, and we can retain for the 
United States the leadership in the production of energy resources 
even as against the huge petroleum deposits of the Middle East, if 
we only turn our thoughts to coal and oil shale. Geologists tell us 
that in the three States of Colorado, Wyoming, and Utah, there are 
deposits of oil shale sufficient in prospective reserves to exceed those of 
the whole Arabian Peninsula. So that it is not necessary for the 
United States or the people of the United States to feel that they are 
dependent upon the petroleum produced by the giant petroleum cor- 
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porations, which are engaged in various combinations and consortiums 
with the governments of the Middle East, with the governments of 
France and Great Britain, to produce these supplies of energy which 
this country will need in the future. 

Energy, of course, has been the cause of the great progress, indus- 
trial and otherwise, that this country has made. Your charts have 
been designed to show and do show the great change that our supply 
of energy has made in the productive output of the people of the 
United States, merely because the reserves of petroleum within the 
United States are now estimated, if one takes the apparent figures, to 
last for only 10 or 12 years. 

We have other sources of energy, and particularly coal and oil shale, 
which will supply this country with all its needs whatever may hap- 
pen in the great world conflict now going on between free government 
and totalitarian government. 

Mr. Smiru. I agree 100 percent with what you say, and I think it 
is highly important that the Government itself act very wisely and 
think a long time before disturbing our economic balance just because 
some of us happen to be pretty mad at this time. I would hate to see 
anything that led to a situation where we couldn’t do what we have 
done most of the time because it is an awfully comfortable feeling to 
see so many Americans drive into the filling stations and say, “Fill ’er 
up.” You don’t see that in any other nation that I have been in, and 
a been in pretty nearly all of them. 

I have noted that in the next 20 years the use of coal will be multi- 
plied 2.3 times. I imagine engineers may have taken into considera- 
tion some of the things you are familiar with. 

The next chart shows you how you arrive at the estimated heat you 
will require. We are using 250 million B. t. u.’s per capita—I wish 
I had that figure for the world, but I don’t. But I know we would be 
far in excess of anybody else. 

And we like to feel that as we get jet planes and more automobiles 
per family and more of the things that we like to have, that this is a 
very modest estimated increase from today’s 250 millions to about 320 
millions. AndI think that is a reasonable estimate. 

Now, the next chart—lI turn to it just hurriedly, because that is put 
in there to show you that there are no petroleum or gas fields near 
Florida, or the Northeast. 

The next chart shows the location of the coalfields. And I hope 
that we have got the coalfields that you referred to—I see that they are 
here, Mr. Chairman. 

There are no coalfields near Florida, very few in the New England 
States. 

The next map is the major gas pipelines. We do have a dotted line 
going down through the middle of Florida, but it is still dotted. 
There is a real line to Pensacola, but Pensacola is 750 miles from 
where I live. 

Florida is a small State compared with Texas, but it is much further 
from Miami to Pensacola than it is, Senator Kefauver, from Bristol 
to Memphis—it used to take us a long time to get there on the Tennessee 
Central in those days. 

The next chart shows natural gas consuming areas. Now, we come 
down to the main point of this chart. As a result of the location, 
physical location, so to speak, of coal mines, natural gas, petroleum, 
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and as a result of the transportation methods—some by railroad, some 
by buses, those that are fortunate enough to have coastlines like 
Florida, have a right to depend upon vessels, or water irenemenrin 
from the gulf coast. This shows the average cost per million heat 
units of the electric utility industry in 1955. I do not know what it 
would be, all industry, but this chart shows that in Texas it 1s about 
10.3 cents. And, gentlemen, that represents about 10.3 cents per 
thousand cubic feet. A thousand cubic feet of gas generally has about 
a million B. t. u.’s, some a little more, some a little less. 

You will see in Louisiana the effect of natural gas. You will see it 
in Mississippi. You will see it in Oklahoma. And when you get 
outside of that yellow belt you get into a little higher area, but I would 
like to point to Tennessee and Kentucky, where it is possible to build 
powerplants right at the mouth of the mines. 

As I remember it, the average cost of coal was about $4.50 to the 
TVA last year. Dividing that figure by 4 would give the correct 
figure, it would be $4.54, figuring 12,500 B. t. u.’s per pound. 

Florida ends up—with some natural gas at Pensacola—with a cost 
of 34 cents. Now, if you multiply that by 6.3, you would get the 
equivalent cost of oil, or it is equivalent to 34 cents a thousand, natural 
gas. Or if you multiply it by 25 you would get the coal cost. 

Now, that was in 1955. We were satisfied and growing. We were 
getting industry in 1955. 

Now, if you gentlemen who have the chart will take the overlay, 
if you happen to have one, I will ask you now to put in the overlay. 
This is what is happening to the average cost of fuel, gentlemen. 
This is not exactly a fair comparison, I don’t want to pull any tricks 
here. The 34 cents in 1955 was the average for the whole State, but 
did include some natural gas in Pensacola, a very small amount, 
because the power company at Pensacola doesn’t put out more than 
6 percent of the energy in the State, and a good deal of its energy 
comes from Georgia. So the 34 cents is fairly representative of the 
average cost of oil. 

Now, the posted price on January 21—that is when we made this 
overlay—results in 49 cents per million B. t. u.’s at Tampa, 50 cents at 
Miami, 51 cents at Jacksonville, and the posted price at New York 
Harbor was 53 cents, as against the average price in the State of 
New York, which was 3314 cents, and the average price in Connecti- 
cut was 36 cents. 

Now, those States up there do not depend largely on oil. 

Senator O’Manoney. Those figures aren’t visible from here. 
Would you please repeat them? What is the price for New York? 

Mr. Smiru. The cost per million B. t. u. in Florida in 1955 was 
34.3 cents. ‘Today the posted price per million B. t. u. on an oil basis 
is 49 cents at Tampa, 50 cents at Miami, 51 cents at Jacksonville, 
53 cents in New York. There is supposed to be in the back of the 
green charts a copy of the overlay. I do not have one in mine. And 
that would give you a little game which you could play, if you put 
it on top of the other one, you could see what has happened to us and 
why we are concerned. 

Senator Kerauver. Mr. Smith, in connection with that chart you 
only listed four points there, but practielly all other parts of the 
United States have suffered, too, haven’t they ? 
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Mr. Smirn. Yes. Any point in the United States that is depend- 
g upon fuel oil, because the price in Tampa, Miami, and Jackson- 
lie, as well as in New York, or other cities, will vary with the gulf 
coast refineries. Sometimes the tanker price goes up, sometimes 
it doesn’t go up. As of now, the difference in delivery price has not 
gone up, the price has gone up at the refinery. We are actually pay- 
ing less transportation today, at least as reflected between the de- 
livery price and the cost at the refineries, than we were paying last 
summer. I will have some figures on that in the next session. 

I have some more charts that deal now with Florida, and they 
hit more at the price situation, and I am going to skip a good many 
of them, if you don’t mind. 

Senator Dirksen. Before you turn away from that, how many gen- 
erating plants do you speak for? 

Mr. Smiru. I speak for the generating plants of Florida Power & 
Light Co. only. We have in the Miami area 

enator Dirksen. Do you speak for one? 

Mr. Smiru. One company. 

Senator Dixsen. One company, Florida Power & Light. 

Mr. Suirn. That is all. 

Senator Dirksen. Do you have more than one generating plant? 

Mr. Smirn. Yes, sir; we have eight major generating plants. 

Senator Dirksen. Do you speak for all of them, or just one? 

Mr. Suiru. All of the generating plants. They are all owned by 
our company. 

Senator Dirksen. So this question of fuel-oil costs in your testi- 
mony now relates to eight plants? 

Mr. Smiru. We will have our cost increased at eight plants; yes, 
sir. I am assuming, Senator, if the base cost goes up at the refinery, 
since our purchase prices are tied to the gulf-coast prices, it inevitably 
follows that the increase will go to all of those plants. 

Senator Dirksen. How old is the oldest of these plants? 

Mr. Smirn. The oldest major plant, part of it was put in in 1924. 
Most of our plants have been built since the war. At the end of the 
war, Senator, we had 215,000 kilowatts, and we have put in 800,000 
since the war. 

Senator Dirksen. I am wondering why you have depended entirely 
on one source of fuel, rather than have some alternative fuel to 
depend on. Now, look at that coal price up in Tennessee, or the cost 
per million B. t. u.; 18.2, isn’t it? 

Mr. Smirn. 18.2 is correct; yes, sir. 

Senator Dirksen. As I understand, those Tennessee coal leaders 
have always wanted to sell you coal, but they have never got anywhere. 

Mr. Smirn. They have. And I want to take my hat off to the 
Senator from Kentucky. The day after I sent a wire to President 
Eisenhower, I got a wire from the Senator from Kentucky. And 
the next day he had a coal man in. And we have been negotiating 
with three coal people that are after our business for north Florida. 

They do not think they can serve south Florida because of the 
freight rates. But we do have a plant at Palatka and at Sanford. 
If these prices hold up and they could get a fairly low freight rate 
it would be competitive. But up until now they have never been 
able to quote anywhere near what you might call an average oil cost. 
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Senator Dirksen. Well, you could never be competitive unless you 
got coal-burning equipment, could you? ’ Aa 

Mr. Suiru. I don’t think that would have anything to do with it, 
because the price at the gulf coast would be just the same, regardless 
of what we use, say, at Palatka and Sanford, in my opinion. 

Senator Dirksen. How are you going to burn coal unless you have 
got stokers and boilers? 

Mr. Smirn. We are considering that. 

Senator Dirksen. You would have to make a capital installation 
before you could even use a competitive fuel ? 

Mr. Smiru. That is correct. 

Senator Dirksen. That looks a little shortsighted to me. Here 
your oldest plant is 1924, you have had 30 years to consider this mat- 
ter, and how in the world you subject those Florida consumers to a 
single fuel when you can’t even use any other kind of fuel is really 
rather astonishing, I would say. 

Mr. Smiru. That criticism may be justified. It may be, as I say, 
there are different points of view on these things. We have never 
been able to get the coal people and the railroad people to give us a 
rate that even they thought was competitive. 

Senator Dirksen. Do you think these charts are authentic? Do 
you consider these good charts ? 

Mr. Smirn. Yes, sir, I assume that those calculations are taken, as 
I say, from the Bureau of Mines. 

Senator Dimxsen. I see these have been made by the Ebasco Serv- 
ices, Inc. 

Mr. Smiru. That is correct. 

Senator Dirksen. That is an outfit we had on the pan last year in 
this committee. 

Mr. Smirn. I have heard that you have. 

Senator Dirksen. But you say these are good charts? 

Mr. Smirn. I believe they are good charts. 

Senator Dirksen. Ebasco Services advises utilities in the country, 
don’t they ? 

Mr. Smiru. Yes, sir. 

Senator Dirksen. Have they advised you on this point about com- 
petitive fuel? 

Mr. Smirn. Not that I can recall; no, sir. 

Senator Dirksen. I am even more amazed. 

Mr. Surrn. They are not our regular consultants. We hire them 
as independent contractors. We have no regular arrangement with 
Ebasco Services. 

Senator Dirksen. That is all, Mr. Chairman. 

Mr. Smiru. We are considering exploring the use of peat in the 
Everglades, which is a very low B. t. u. fuel, your waste problem 
is quite a problem—in other words, the ground down there burns. 

Senator O’Manonry. Mr. Smith, do you have any figures on the 
competitive profits of the coal-producing companies and the oil com- 
panies? 

Mr. Smirn. You mean any figures on the earnings of the petro- 
leum industry ? 

Senator O’Manonry. Yes, as compared with coal. 

Mr. Surrnu. I understand that one of the witnesses from Florida 
will have some earnings figures, and will introduce them. 
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Senator O’Manoney. Earlier in your statement you spoke of the 
petroleum industry as the most profitable industry in the economy. 

Mr. Smiru. I was quoting verbatim Forbes magazine of January 
this year. That was a quote from Forbes. 

Senator O’Manoney. Did Forbes have an article on this question ¢ 

Mr. Smiru. Yes; a complete article. They showed the earnings 
of the majors, the plough-back, their pay-out, along with all other 
major industries. It was an extremely interesting article. 

Senator O’Manoney. Did they have to increase the prices in order 
to live? 

Mr. Smirx. Honestly, I can’t answer that question, I don’t know, 
I couldn’t know. 

Senator Witey. What company do you buy your fuel from ‘ 

Mr. Smirn. We buy some of it from a company called Eastern 
Seaboard Oil Co. Thatisasmallcompany. They service at Palatka, 
Sanford, and Fort Myers. We buy it from two distributors, one by 
the name of Hess that serves the Miami-Fort Lauderdale area, which 
constitutes about 70 percent of our fuel. The other one at West Palm 
Beach is Belcher, a local distributor who, I understand, buys his oil 
from Standard of Kentucky. Hess, I think, is a world-wide pur- 
chaser. He has terminals at various places, and I believe is a world- 
wide buyer. I have asked him from whom he got his oil, and where 
did it come from, and he let me know that that wasn’t any of my 
particular business. And I don’t object to that. It shouldn’t make 
too much difference to me where he bought it, because I might go there 
and try to buy some cheaper. 

Senator Wirtry. Did you try some other sources? 

Mr. Smiru. Well, we never have had any real solicitation from 
majors on our fuel oil. For years and years, up until last year, all 
of the oil in the Miami area has come through the distributor named 
Belcher, and apparently they are the only people that had an outlet 
in those terminals. At one time Pure broke into the picture at West 
Palm Beach; they made a 3-year contract, a very favorable contract. 

They stayed 3 years, but did not care to renew their contract. 

Senator Wier. Do I get from that that there is a monopoly of the 
market down there? 

Mr. Smiru. I wouldn’t say there is a monopoly now, because this 
fellow Hess came in and undercut the local distributors and put in 
terminals on land leased from us. 

Senator Witey. When they raised the price did you inquire why, 
or did they give you any reason? 

Mr. Surru. I have not, and they are going to explain why. The 
price rise comes when we see the quotation from Platt’s Oilgram, 
felons our prices are based on future quotations. One of the criti- 
cisms that I have made is the fact that we cannot know in advance 
what our price of oil will be; it has to be based on future quotations. 

Senator Witey. My question was whether or not there was any 
objection on your part, representing this institution that will spend 
$6 million more for oil in a year, whether you objected, and if so, 
whether there was any attempt on the part of anyone to justify it, 
justification ? 
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lots of distributors. The distributors would not know. And I don’t 
know in most cases where the oil comes from. I don’t think it would 
have done any good for me to have gone to Standard of Jersey, or 
Gulf, or Texas. Frankly, I think I would have been wasting my 
time. 

Senator Wizey. Did you find out whether the price was uniform, 
among the different suppliers ? 

Mr. Smiru. Well, the last quotation shows that it is not uniform— 
the various quotations show that the increase was not uniform. 

Senator Wiixy. Nevertheless, you agreed to pay that price, because 
you had to have the oil. But was there anyone from whom you could 
have bought it cheaper ? 

Mr. Smirn. Not tomy knowledge. 

Senator Witry. That is all, Mr. Chairman. 

Senator O’Manonry. Senator Carroll. 

Senator Carrot. Mr. Smith, do I understand that your price is 
based on future quotations? Did you say that? 

Mr. Smiru. That is correct. 

Senator Carrotit. Have you the dates that the future quotations 
began to rise, the price increases ? 

Mr. Smirn. Yes, I have them. 

This is the fuel-oil price situation leading up to the increases. There 

vas a long period of stability in fuel-oil prices at the gulf coast 
refineries, when they were stiddenly increased. The prices for bunker 
C fuel oil—for gulf coast cargo—and that is what we buy—both low 
and high remained unchanged from August 1955, to November 8, 
1956. That was quite a long and satisfactory period of stability. We 
have had 2 or 3 of them in the last several years. The low quotation 
during that entire period was $2.10, and the high was $2.15. 

On November 8 the high quotation of $2.15 increased 45 cents to 
$2.60. On November 12 the low quotation increased 5 cents to $2.15. 
On November 13 the low quotation moved 20 cents to $2.35. On 
November 21 the high quotation went to $2.80. On December 7 the 
low moved to $2.40. So that prior to the increase of crude the low 
had moved from $2.10 to $2.40, and the high from $2.15 to $2.80. On 
January 4, the day after the crude increase was announced, the high 
moved from $2.80 to $3. And on January 10 the low moved 35 cents 
to $2.75. And on January 21 the high moved 5 cents to $3.05. So 
that the last quotations that we had—which was yesterday, wasn’t 
it ’—the lows are $2.75, and the highs are $3.05, which is a little larger 
range than usual. And when there is that much range, you know, 
in a rising market, we are always afraid of further increases, because 
the low is more apt to go to the high than the high is to come to the 
low in the rising market. 

Senator Carro.u. So there was relative price stability up until about 
November 8 ? 

Mr. Smiru. Yes, sir, there was stability prior to the 8th. 

Senator Carroti. From the 8th until January the 3d, if you can 
give us an approximate estimate, what was the price increase in that 
period ? 

Mr. Smiru. During that period the low increased 35 cents a barrel, 
and the high increased 85 cents a barrel—excuse me, I gave you the 
wrong figures. 
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The low increased from $2.10 to $2.40, which is 30 cents; and the 
high increased from $2.15 to $2.80, which 1s 65 cents. 

Senator CArRouw. Now, on January 3, when the price increase was 
announced, how did it reflect itself on your purchases from January 
3on? What was the increase from the 3d on? 

Mr. Smirn. From the 3d on, the low has gone from $2.40 to $2.75. 
That is 35 cents. The high has gone from $2.80 to $3.05, or 25 cents. 

Senator Carroiu. Thank you, sir. 

Senator O’Manonery. Proceed. 

Mr. Siru. I am going to go quickly through these other charts. 
The first chart—I am going to depend on you gentlemen 

Senator O’Manonry. Before you go to the new chart, let me ask 
you this question. I was diverted while you were answer ing the ques- 
tions of Senator Wiley. That was with respect to his questions as to 
the source of your supply of fuel oil. Do you get your fuel oil from 
one source ? 

Mr. Smiru. We get it from three different people and they may get 
it from several different sources. 

Senator O’Manonry. Companies, you mean? 

Mr. Smirn. Yes, sir; that is what I mean. 

Senator O’Manonry. Do you know the names of the companies 
from which you receive this 011? 

Mr. Smiru. Eastern Seaboard Oil Co., Belcher Oil Co., and the 
other one is what we call the Hess contract—he has a locally organized 
distribution company, but he is located in New Jersey. He is known 
as Hess, I think, Inc., Hess, Inc. 

Senator O’Manoney. I understand that these three are all dis- 
tributors. 

Mr. Smirn. That is correct—except Eastern Seaboard. I think 
they have some refineries, at least I believe they do. I am not sure 
as to that. 

Senator O’Manonery. Have you asked any of these distributors 
about the increase and the reason for the increase ? 

Mr. Smirn. I haven’t discussed it with them, but I am sure our 
purchasing agent has. But there is nothing they could do about the 
Increases at the gulf coast refineries as a general rule. 

Senator O’Manonry. Why? 

Mr. Sartu. Well, because they don’t fix the prices, and our contract 
with them is to pay them so much above the gulf coast low price— 
we buy primarily on the gulf coast low. 

Senator O’MAnonry. What you are saying, I take it, is that the 
distributors with whom you deal are themselves obliged to raise the 
price because of the prices that they have had to pay for the fuel 
they sell ? 

Mr. Sarru. I think that is a logical assumption; yes, sir. 

Senator O’Manoney. Two of them were having no relations what- 
soever with refineries, two of these distributors ? 

Mr. Suir. As far as any corporate ownership, I think not. That 
is my opinion—completely independent. 

Senator O’Manoney. Then the increase in price. which you have 
had to pay has not been originated by the distributors ¢ 

Mr. Smirn. That is my opinion, because we base ours on the whole- 
sale refinery prices at the gulf coast. 
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Senator O’Manoney. And who are the wholesaler refiners who es- 
tablish those prices, do you know ¢ 

Mr. Sairu. I don’t know. It is any Gulf Coast refinery—in other 
words, Stanford at Baton Rouge, and there are several in Texas— 
any one of the gulf coast refiners, they generally quote the number 

of refiners that quote on that particular day. 

Senator O’Manonry. When Humble Oil Co., subsidiary of Stand- 
ard Oil Co., posted the increased price, that followed right down the 
line, so far as your experience goes; is that right ? 

Mr. Sirn. Well, I w ouldn't put it that way, because we generally 
look at the low quotations. There may be some quotations between 
the lows and highs, and you have to examine the Oilgram to see 
whether only one was quoted at that low or two were quoted at the 
low. Now, that information shows on Platt’s Oilgram. 

Senator O’Manonry. Your source of information, then, is the 
Oilgram ¢ 

Mr. Smiru. That is all I have. 

Senator O’Manoney. Thank you. 

Mr. Smiru. Now, this is merely to show that manufacturing-wise 
Florida has increased its manufacturing employment along with— 
to a position to where it is 1 of the 10 leading States. And the figures 
are shown there. 

The next chart merely shows the tremendous growth of the utility 
industry. That is the los 1d curve of Florida Power & Light Co. And 
the yellow shows the increase in power plant capacity. The tre- 
mendous development brings about this increase. 

The next charts in the small books show the growth of the other 
companies. 

Senator O’Manoney. May I interrupt you again ? 

Mr. Smirn. Yes, sir. 

Senator O’Manonry. The trademark of Ebasco is not on these 
charts. 

Mr. Smiru. Ebasco has nothing whatever to do with making these 
charts. These charts were made under my personal supervision, most 
of them by this gentleman sitting right here, Mr. Charlie Coomes. 
He isa statistician and a good chart maker. 

Senator O’Manoney. What is his name? 

Mr. SmirxH. Coomes, Charlie Coomes. He is my brains and my 
chart man; I would be awfully scared if he wasn’t here. 

These fiscal charts, I sent the small ones to Ebasco and asked them 
to do the art work, so they could blow up my charts. But they had 
nothing to do with the original preparation. We sent them these, 
and they made those: they cost me $35 apiece each. 

Senator Kerauver. Mr. Smith, on these Ebasco charts, as I under- 
stand it, the information up to 1956 was taken from standard Gov- 
ernment sources like the Bureau of Mines, and the projections are 
Ebasco projections 

Mr. Smiru. That is correct—at least that is what I represent them 
to be and what I believe them to be. 

I want you to look at page 7 in the booklet. We don’t have a large 
chart on it. You will see there the great increase in the use of fuel oil 
in Florida, and the use in the United States. The use in the United 
States is not mereasing very much, while in Florida it is doubling 
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The next large chart does show just how much fuel oil is used in 
Florida by the electric power and gas plants, the industrial plants, the 
vessels and the eaiircaite, so that it is not all a utility matter. 

And the next chart shows that industry in a 5-year period has in- 
creased their use 122 percent—the industries in Florida in the 5-year 
period have increased their use 122 percent. 

Now, this chart shows the 10 leading States in total use. While 
Florida is the sixth State in total use, it leads on a per capita basis 
with nine barrels per capita, with New Jersey second, and California, 
which is the largest user of fuel oil, ranking third in barrels per 
capita. 

The next chart is an important chart. This is the total use in this 
country of all petroleum products. It shows the amount used in a 
plant that uses residual fuels. It shows the tremendous growth of 
distillates, the growth of motor fuel oil, and the growth of other 
products, from 1950 to the 12 months ending July 1956. 

Senator O’Manonry. What page is that in the book? 

Mr. Smirn. That is page 15, sir. I skipped over a lot of them in 
the book. 

Now, we are getting into the prices. And the purpose of this chart 
is to show the total picture. And while 23 percent of the petroleum 
products used in the United States in 1950 were residuals, it has 
dropped to 17.7 percent now. 

T assume that the inroads of natural gas and the abandonment of 
railroads using residual fuels in steam locomotives have had some- 
thing to do with it. I have made no further studies, and just make 
that observation. But residual fuels are not a large part—it is less 
than 18 percent today of the total petroleum uses in the United States. 

In the next chart in the small book, page 16, shows the increase in 
the refining capacity since 1951. The increase has been 24 percent. 
And the electric utility industry, which you gentlemen are familiar 
with, has increased its capacity during the same 4-year period 59 
percent. I think the petroleum industry has done a good job. This 
is put in here to show you gentlemen that the electric industry is a 
fast growing industry, and so is the petroleum industry. As a matter 
of fact, the growth of the petroleum industry pretty well tracks the 
industrial curve put out by the Federal Reserve for industrial pro- 
duction, which now stands at around 148. 

The next chart is an important chart to me, because it shows the 
demand for residuals in 1954, 1955, and 1956. You can see by the 
heavy black line on page 17 of the book that there was nothing unusual 
in the monthly demand for residuals in the United States; they 
tracked generally 1955 and 1954, but actually the December demand 
was 4 million barrels less than it was December a year ago. 

The chart shows the stocks at the end of each month. And it shows 


that the stocks in 1956, December, were up 4 million barrels. The 
stocks didn’t go down, and demand didn’t go up. 

Now, the next chart in this book is page 20. We do not have a 
large chart for page 20. It shows the reserves of petroleum in the 
United States. Texas, with its 49 percent of the reserves, produces 
42.6. And we feel, we consumers feel, that Texas can and does act 
like a good balance wheel or pump on a pumping system, either pumps 
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less into it or more. And I think if you had Texans growing wheat, 
for example, and the demand for wheat was a million bushels and 
the price was $2.82, and the rest of the country furnished 500,000 
bushels of wheat, then Texas would either bring out of its granaries 
more wheat or less wheat, and nobody would be foolish enough to sell 
their wheat for less than $2.82 cents a bushel—it might be good for 
the country, I don’t know, but as a consumer, we think it runs con- 
trary to the law of supply and demand. 

Now, the next large chart merely shows the relationship between 
the low gulf coast prices and the prices at Miami. Now, I think you 
are interested in the transportation problem. The difference between 
that 1953 and 1954—the differential there in the delivery was 30 
cents. The next study in 1955, the differential was 39 cents. Now, 
that was in the latter part of 1955, the early part of 1956, the differ- 
ence between the gulf coast prices and Miami was 39 cents. Now, 
the differential today i is only 36 cents, or 3 cents less. 

Now, the next chart shows why I sent a wire to President Truman 
in 1947. Oil, you will see, was selling at the gulf coast at less than a 
dollar. Crude had been pegged at $1.17. Immediately after controls 
were taken off, crude went to $2.57, in the latter part of 1947 fuel oil 
went to about $2.46 low, and about $3.55 high in 1948, and it stayed 
there until the end of the year. 

And when fuel oil and the other petroleum products dropped—I 
suppose they got in a little better supply—the price of crude, which 
is basic, has never come down, and that is why the petroleum industry 
can say that they have had only one increase since 1947, and the in- 
crease they did get in 1947 was better than a hundred percent. 

The rise of crude today is considerably above the increase in whole- 
sale price commodities, as you will see in the chart later, if you take 
the prewar charts. 

Now, we will just skip through these others. 

This shows very briefly the change in the crude at the 10-year pre- 
war average. The crude price, the 10-year prewar average, was $1.02. 
Today it is $3.17. The prewar 10-year average for bunker C was 
78 cents: it is now $2.90. 

Now, the next chart is something that is very difficult for a con- 
sumer to understand. If you take the average year from 1935 to 1939, 
on the basis of a hundred, and compare fuel oil at the gulf coast, cost 
of living, wholesale commodities, you will find that at the end of 1956 
the cost of living had gone up about 110 or 115 percent, wholesale 
commodities were up perhaps 116 percent, fuel oil was up about—it 
appears to be in the neighborhood of 156 percent—but today it is 
up 2581, percent. 

Now, we claim that there shouldn’t be any reason for that. We 
in the electric-utility industry have been batted around. We have 
expanded—and you ‘will notice on that same chart that the cost per 
unit of residential service in the United States during that same period 
has been reduced 41 percent. And it just so happens that the cost 
per unit of Florida Power & Light Co. during that same period has 
been reduced 41 percent. 

Senator Krravver. I didn’t understand the starting point there. 

Mr. Smirn. The starting point is the average base year of 1935 to 
1939. We took the average prices from 1935 to 1939, added them up, 
and divided by 5 
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peep Keravver. And fuel oil as of today is up how much above 
that ¢ 

Mr. Smiru. It is up 25814 percent. The index figure is 358. We 
use a base of 100, so we have got a 258-percent increase. 

Senator Krrauver. You have the distribution cost of power services 
down there? 

Mr. Smiru. That is a unit cost per kilowatt-hour of all residential 
electric. It is down 41 percent on that same basis, 1935-39. 

Senator Keravuver. Thank you. 

Mr. Smirx. You will notice that increase in 1948, Florida Power 
& Light Co., that was due to the application of those fuel controls. 
You see that big bump in there. 

Senator Kreravuver. You are about to have another bump? 

Mr. Smrru. Yes, sir; we will get one next month if something isn’t 
done. 

Now, this shows the demand for motor fuels having gone up 156 
percent over the 1935-39 average. The price has gone up only 55 
percent. I will say for the petroleum industry that I was surprised 
to see that gasoline had not gone up so much. Distillate demand had 
gone up 459 percent, the price 136 percent. Residuals are up 85 per- 
cent, yet the cost today is 258 percent. Crude is up to a 156, both in 
demand and prices. 

Now, this is a chart that shows the same thing over a period of years, 
and you can look at that at your leisure. It is the same thing as 
before. 

Turn to the next chart. Now, gentlemen, this is an article I read 
in the Electrical World of January 21. Itsays: 

Carolina P. & L. acts fast. Carolina Power & Light Co., Raleigh, N. C., filed 
a protest fast after southern railroads asked Interstate Commerce Commission 
for an emergency increase in freight rates—including 10 cents a ton on coal. 
Cc. P. & L. told the ICC last March’s boost already had cost the company nearly 
$200,000— 

And so on. 

Now, gentlemen, that is only 10 cents a barrel, yet in oil that is 
equivalent to 214 cents a barrel, and we are complaining about 65 to 75 
cents per barrel. 

Now, the next chart is a complicated looking chart, but all we have 
done there is to convert the oil used to coal equivalents for the electric 
industry in 1955. And you will see on the chart that if oil was used 
to replace coal it would have been 18 million tons. There would 
have to be 46 million tons to replace gas. There were 143 million 
tons actually used in the electric utility industry, and if each one of 
those items had been increased the equivalent of 75 cents a barrel, 
there would have been an increase of 35 percent for those utilities 
using oil, 65 percent for those using gas, 46 percent for those using 
coal, and an increase of 49 percent, or 625 million, for all fuels. 

I believe that is all. I want to thank you gentlemen. I apologize 
for taking so long. 

Senator Krerauver. Mr. Smith, that is an impressive showing of the 
general overall cost increase of residual oil. We come down to this 
question: What do you recommend we do about it? I notice on page 
4 of your statement you say you hope we can persuade the companies 
to take off this price increase and not inflict any more price increases. 
But you also said that if they weren’t going to do that, while you 
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believe in the free-enterprise system very vigorously, that you think 
some temporary controls might be necessary, unless they acted 
voluntarily. 

What is your recommendation ? 

Mr. Smiru. Well, Senator, I can’t help but make one, although I 
question my qualifications for making one. 

Senator Kreravuver. You are a well-known and distinguished ex- 
ponent of free enterprise. 

Mr. Sarru. I should have said in advance that I don’t pose as an 
economist or expert in the oil business. I am an analyst who can read 
the petroleum figures. But I do have a recommendation. It is my 
firm belief that if Mr. Eisenhower had the time to acquaint himself 
with the basic facts, not all the details that I have given you, that with 
all the work and responsibilities that the petroleum people have to do 
with the United States Government from what I have seen here, al- 
though he has said that he doesn’t like to put pressure on people, he 
would rather persuade them, because when a man gets scared he does 
not stay scared long—I believe that the executive branch of our Gov- 
ernment could persuade the oil people to make at least some temporary 
adjustments until the public could be convinced that this is necessary. 

My own opinion is that it is costing the oil companies a lot of money 
to haul this oil to Europe, and to haul it around the Suez, and I can’t 
help but believe that the consumers are having to pay that extra cost. 

Now, the cost of this increase in oil to America will be almost $1.5 
billion. Now, if it takes that to get oil to Europe, I would a whole 
lot rather see an economic-aid program, put it on my income tax, my 
corporation income taxes, the income taxes of Texas, rather than put 
$65 million on Florida. I believe that they could be persuaded. But 
if they can’t then I think the answer is some temporary emergency 
control. 

Senator Krerauver. By Congress, is that what you mean ? 

Mr. Sarr. Sir? 

Senator Krrauver. Temporary emergency controls by Congress ? 

Mr. Suir. Well, I suppose that is the only way in this country— 
T hope it is the only way—that you can get that kind of control. 

Senator O’Manoney. I received a letter today from former Sena- 
tor Price Daniel, now Governor of Texas, to whom I also talked early 
in the week on the telephone about the situation in Texas. He prom- 
ised to send me some paragraphs from his message to the legislature. 
That message was delivered on the 4th of February. And he also 
promised to secure for me the reports of the Texas Railroad Com- 
mission. These statements all arrived at the same time. 

In his statement to the legislature, Governor Daniel said as follows: 

There are circumstances which could occur before the final month of this 
session which would enable the comptroller to increase his estimates of antici- 
pated revenues. 

He was referring, of course, to the Comptroller of the State of 
Texas, who handles the finances of the State. 

Then he went on: 


I refer particularly to the possibility of increased production of oil. The 
comptroller has based his December 12, 1956, estimate on less production of oil 
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for each year of the next biennium than actual production during the calendar 
year of 1956. Existing circumstances justify his calculations. However, it will 
be a sad day for our State if the circumstances which held our oil production to 
15 and 16 days per month during calendar 1956 should prevail for the next 
biennium. I have faith in the ability of our country and our oil refining industry 
to alleviate these restrictive circumstances. 

Our low production allowables have been due to excessive oil imports, exces- 
sive gasoline stocks, and failure of major refiners and pipeline companies to 
provide adequate pipeline connections for independent producers. To concede 
that these restrictive factors will continue during the next biennium is to admit 
defeat in solving the problems which are damaging and which will in time destroy 
domestic producers of oil. I am not ready to concede defeat, and I hope that 
the large refiners of gasoline, many of whom are also heavy importers of foreign 
crude, will apply the industrial statesmanship necessary to solve these problems 
and permit a fair production of oil in this State. 


Now, the papers which General Ernest Thompson of the Texas 
Railroad Commission sent me, which are copies of the records of the 
Commission, have been handed over to the staff, and in due time a 
report thereon will be made a part of this record. 

(The report referred to is as follows :) 


RAILROAD COMMISSION OF TEXAS, 
Austin, February 4, 1957. 
Hon. Joserpu C. O’MAHONEY, 
United States Senator, 
Senate Office Building, Washington, D. C. 
Dear SENATOR O’MAHONEY: These data are being sent to you as per your 
request to Governor Price Daniel. 
Sincerely yours, 
Ernest O. THOMPSON. 


RAILROAD COMMISSION OF TEXAS, OIL AND GaAs Division, JAN. 12, 1957 


Summary, nominations for crude oil for 6 months’ period beginning February 

















1957 
| 
| Increase, | Decrease, 
Febru- | | February! February 
District | ary 1 March April May | June July | firm over | firm over 
| | | | January | January 
| firm firm 
7 ‘32 cos 7 a ae ore ty MEE VS Rett 7 er = Sele 
1. Southwest Texas___.__- 62, 208 62,208; 62, 208) 62,208; 62,208) 62, 208) 1, 450 
2. Southwest Texas_- _| 164,381] 164,381) 164,381) 164,381] 164,381| 164, 381| 5, 205 
3. Gulf coast_-.-.. wenden fone 716} 475, 587| 475, 626| 475, 587| 475,625) 475, 587) 12, 248 ; 
4. Southwest Texas ...| 259,829) 259,829) 259,829) 259,829) 259,829) 259, 829 1, 451 
5. East central Texas__-__- 46,534) 46,534) 46,534) 46, 534 46, 534 45, 534 1, 406 » 
6-A. East Texas (outside).| 140,243) 140,243) 140,243) 140,243) 140,243) 140, 243) 4, 210 
6-B. East Texas field-_--- 245, 346) 245,346) 245,346) 245,346) 245,346) 245, 346) RII» sadtetyseitetietieads 
7-B. West central Texas 185,761] 186,578) 186,112) 186,578) 186,112! 186, 578) 14, 138 
7-C. West central Texas 184,870) 184,456) 184, 586) 184,456) 184,586) 184, 456 5, 124) “ 
8. West Texas dike | 1, 252, 962) 1, 252, 962) 1, 252, 962) 1, 252, 962) 1, 252, 962) 1, 252, 962 66, 029) 
9. North Texas..........- | 221,393) 222,571} 222,578) 222,571) 222,578) 222, 571 3, 941 
10. Panhandle..__........_| 105,400) 105,400) 105,400; 105,400) 105,400) 105, 400 898 
j } . | = | eng) ee eee: es —_ 
Total_.__________-.|3, 344, 643]3, 346, 095|3, 345, 805|3, 346, 095) 3, 345, 804/3, 346,095) 121, 643 2, 901 


i ! 





1 Total nominations: February 1957, 3,344,643; January 1957, 3,225,901; increase, 118,742. 


Note.—We increased the allowable by 93,000 barrels per day; new wells coming in will amount to 35,000 
barrels per day; therefore the allowable is 128,000 barrels per day. 
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Recapitulation, Texas crude oil nominations, February 1957, by companies 


February 
nominations, 
Company barrels 
I 750 
IN On OD 0 aw ene eeaen et anemesa 9, 694 
NTE ate telecon peshesindateesst chest tere ee leabit iio ted 2 aeRO a Sit Soe 8, 862 
ee meee anwar bewaveierssauaen auieieiesan 9, 951 
ee al aac eiegme 11, 555 
rr nr ai. 7. dectesmaginend auigiaean enarccenanaiiamnmmanetbmemarte 114, 760 
ann © ee ap dpeenhep pain eeeornacacaameamrmimenmepeiecdiantnians 632 
TT eek cis tees are aadsmenerienerenmieaiticas 560 
eS aac eens tne adenebodasen mines obibainenininrea minis 4, 260 
ef eancanggta emonmmensiariones ene aeeennacr meena 4, 200 
re rr ee nr Cae cntmaciessavennnancovadiondeacianareuinegaatatatinion 832 
Neen nn eo saeceqmienetieaneenrapiitne eines ci diate nat adieu cal guniane ates 27 
ne, NEAL UO oS =o ress ce cent ean co eemcniencaniattacianegtca dt aemaipaiiierirares 34, 732 
nn sgt ga oom Oba naoeancain halt nveane tie 66 
ce aud emote en meee ianininigne nani 200 
Ean “ORD CO ON CN ness as cerisentgr cp moc ooeamee emia eosin aigee termes 56 
inte ee eee ee NE — =" sncaniaieies ose iouams oe aeeparieamenimaanaren 75 
ne aad eaielag cabareneed ataaioaomoae aoe aak amimectanie 137, 342 
rr i 2 oo  aaanaeaon asounanciathncaeeirn 126 
i es mateiieammeanapeeoeaa tiene aa 6, 674 
a resin ean aes a oo memento ansiaiatates 1, 200 
ke ao oc coesivag inn ansdmiooreooemasmavemmmmaminanaan 30, 000 
ea ssceiseenasmandnertamen 14 
ne eT, UL rane calc unisincinnivemagiapctamanemamrimene on caoeeases 15, 588 
nN: MIN MR A GION ga ceca a arses ecergsncees oat tiv en moet ig eared 
[et <a Pere On cweeeenon 24, 095 
> I a a an lee es oe ed mena cae 7. ore 
I ad a ae 725 
RI ate sche te Sabet teeta relay niente oilers eg Ae ce ante belnP aeons 250 
ne ee 0 © nn ere vesmeqgeerpecen 2, 425 
Deere a een Gaerne Bren SS Se 38 
a oe seneeneoo rei iaeeimene mosaic aainatns 4, 666 
a a nr iocmes mnie aeibeenaounesaanean 2, 996 
ees i, ae ne IIR sn re ne ee oe 90 
ns a a 2 ee Se oapesanessamninaeerenie 14, 000 
enna IE ANE <> aac So adncoremmamioeneeeacener os oaentton anak mrcaioes mimenseniar 2, 500 
I re a ogra cleans Srincoms iets aenandeaien habeas 500 
a = a nerasoei adabac once boon esiaoe cbutanearbmncea 5 
a ot ree nce ee a rnin aibaaeninonnaben dec. alasenae tines 276, 740 
ne Se ee eee canta mine nen 1, 720 
nn <r ee er ein aca ea ee eee ee cle te 325 
Sn ©, ee tr ees a aig agiial aie 20 
ee dues ieee atatasinn pemuantbadomeeeoemamenoay 586, 450 
oa cael ca atianie eines ooitceameaaaaeteneaminae teuneneen 6, 360 
Ne eee eee ee ne ee nnn eee nee eae 115 
i a ae eS Soe; pees Geperuent.. nnn 111 
CTT nee eee ee eee een en ae 3, 200 
TT ee ee eee enn een ee dt aitenoaanana cain ninagen atest 130 
a eee Secetbenanasemmaraena etna: 15, 000 
a aa og re ae 1 ic mn etcendithiabannaindansiaisane 25, 329 
ee eae maeerckan 284, 950 
I a 2 a re ci ahieaeanabailinie 16 
I a a a ll a 4, 500 
ST gs ea emcee opuceebamamapa aera 111 
I ao ceisler ach leaess maaan aoa 156 
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Recapitulation, Texas crude oil nominations, February 1957, by companies—Con. 


February 
nominations, 
Company barrels 

TIN 0 ag ate crave ects ceo tannins orcas earn eige 100 
I lr ec cceracres nem tos ewe seatipeesamne” 1, 027 
rE act ke an aoa nomi amerplimee eaaer 31 
a 1 sc acer ceesacaneramarete-aemevipbewerhinapenei 18, 236 
nl Sk oe er alice craalseanoue cen erneupni pam aeee 942 
a a a an eee esp cee pe ncodion 110, 820 
Sak cad pleaneoes co aadl as iguew-caiaipsenericannniouipens 12, 124 
a etc emia it ec rennote rene peninmget 49, 642 
a giabion cc obicia am ainanmp amen 37 
nN nN cradle dinner prtanecreaneeccgh i ecemeneeteneeaciene peemertney 171, 896 
IE 2 ees eatin coon teibenareenceneniaseniags tres saueieoon 1, 348 
Beemer Oll denne OoMmpany Of Texts me 13, 062 
etc ai enerinsecinn aihomsaicouvnionmpararerensgentes my 684, 
I a a ew em emepaie 41, 900 
ae laled piopiidocioeeegeeceiesdiinecreceeesetin eh epnemge seem en areh 220 
Neen a Os cate ented ene 95 
I dion nausea up gecigaiDereupeins 26, 915 
oa sales nd anbios avast sro bo ariengstwsapepepiediteseahie 18 
I cdo eciniciarles mnt oo bean nae ni aeaanihne take 62, 682 
anita asacieroaes aeicinaandspineiiisaniemaiee 11, 983 
I avian cpeeesamew ortoen ew werevcvenananguipietenemipiic 204, 000 
atte afer eee tian eee mPa ian Pe 144, 445 
a aaa ie iba each oocnr eoemndegr en enn peaametease 3, 000 
a. aasdecchs concer ements eaianorane ten 1, 150 
er ashineraeat een ncminnaiaceniiianiceres 11, 900 
eel aviniomcsniocosh anaiarameahaedapaiapeninuaimes Game 46, 134 
i penne enlenosighiensinipaaiaiaa eins 9, 672 
a ds estenn ccs mans ancaomnen oapetenin enema 40, 820 
aie ce iaecininpendneutionimaei awe 208, 000 
od acs aia ase eee neainginrineceeenesa ee 1, 806 
I cai seni ecehineh 15 
a as acl ata casas peiegeninnicabeiigeainpn's 495 
Tene ee nn a tia 158, 404 
I a cpunliemrgncen@amanee 22, 785 
ed os cacslkeas hes ccakerebr dictcetcrelees 2, 549 
I a ld a ccaprancaisnibwncthbumandd euibitonnoapiin 936 
a aaearaniaracgeiee msaronmigupeeuh penrpinisereebecinis 232, 000 
ae i nireieipiaaesjaocieangaiaegneniainhepaioet 
Sah ip sud ictaee Sa ooin ahenak'ap axcaepduantias hiivaameabies 5, 073 
as dp ns dads soememmenneniomeeeeieaiss 790 
ON Er neeennIn E IS QO. eee 225 
I lc ccenrinapfepreeusioentine Grentiimantpen te 37, 340 
I centoneeesivuniondnreeceesuaneeniparendamunasunt 25, 403 
a ses ec niik ohoegtn Acne isneippeneieeeetnceetieiananih aa 7, 531 
Neen ee a id eetinccemvaionatie 649 
I aa ences ngneren eetcaren ecenen terns 850 
Neen a cia tee eleaniaesasoisiesinsciiin a dciadinanuiaig Raomiap Susie 280 
I a a i inn wo iciacencgeiiimiasahasensice men septie aang licceiene ites 1, 231 


oo cmiepuasilicecanupin-seguehden ga iaiccgemieaiibetl 3, 344, 643 
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Figures showing the approvimate net or calendar-day allowable for February 


























1957 
| 
February1957 
Calendar-day| Number shut-| Calendar-day| allowable 
District allowable down days allowable change as 
as of Jan. 12, | for February | for February | compared 
1957 1957 | | 1957 | with Jan, 12, 
| | 1957 allow- 
| able 
ni a sia eccaeincnanaesiisininainieiesicatl tenon se cals ie | . ~ . — 
1 cave icp 65, 870 | 13 | 66, 967 +1, 097 
, wipe ngiela 155, 713 13 |} 161, 033 | +5, 320 
s shoes 487, 813 13 | 498, 914 +11, 101 
4 ; srissheap eaters 252, 839 213 | 259, 502 +6, 663 
De hice h tani ikk wn cethbtind nie wil wipaeinwsesiiedinmneiatniaia 45, 531 | 13 | 46, 672 | +1, 141 
6 (outside east Te xas Re occa Saale 143, 519 | 13 | 147, 923 +4, 404 
6 (east Texas field) _ . 210, 394 13 | 217, 549 +7, 155 
is nade eas aes ‘ 198, 790 13 | 203, 913 +5, 123 
-C.. Soteigiee 197, 641 13 | 203, 745 +6, 104 
saenh 1, 276, 752 313 | 1, 316, 470 +39, 718 
iwaioacos 276, 114 3 | 280, 892 +4, 778 
ee E 139, 726 13 | 140, 092 +366 
I fe er caine ou aa as 3, 450, 702 pease |» BO +92, 970 
1 Denotes shutdown days applicable to nonexempt production. 
Barrels 
per day 
Calendar-day allowable, crude oil, February 1957_ - ; . -ialats SSR 
Bureau of Mines estimate, crude oil, February 1957 ata elasis sine o me nn ang wel 3, 650, 000 
Texas allowable under Bureau of Mines, crude oil sts nenaelpninte ies neea 106, 328 
Estimated Feb. 1, 1957, production of natur: al gasoline and distillate = a 521, 246 
Total Texas allowable, "February 1957, including natural gasoline and distillate__...-----.- 4, 064, 918 


2 District 4: Pantex field based on 15 producing days. 
3 District 8: Headlee (Devonian) and Dora Roberts (Devonian) fields based on 6 producing days. 


Barrels 

per day 
Calendar-day allowable for February based on Jan. 12, 1957, allowable report 3, 543, 672 
Estimated average daily buildup, Jan. 12, 1957, through Feb, 28, 1957_-_----- 45, 614 

3, 589, 286 
Less estimated underproduction ----....------.---- cence ioe negekalanaeiad 480, 964 
SNOT, SOND So isicnncccedt denna cceinvecetocuiuapeseachesssanteamesiouseweaceages 3, 108, 322 


JANUARY 7, 1957. 
Mr. WILLIAM J. Murray, Jr., 
Texas Railroad Commission, Austin, Tew.: 


The Bureau of Mines’ forecast of the demand for Texas crude oil in February 
is 3,650,000 barrels per day. 

DoNnaLpD S. CoLsy, 

Chief, Economic Analysis and Forecast Section, Bureau of Mines. 


December, 3,130,000. 
January, 3,650,000. 


Notre.—Evidently the Bureau of Mines considered 520,000 barrels added for 
export. 
STATISTICAL BULLETIN OF AMERICAN PETROLEUM INSTITUTE 


50 West 50th Street, New York, N 
[Vol. XXXVIII, No. 5, January 23, 1957] 
IMPORTS OF CRUDE OIL AND PETROLEUM PRODUCTS WEEK ENDED JANUARY 18, 1957 


Set out below is the recent weekly trend, and 4 weeks’ averages, of petroleum 
imports separately for the west coast and United States excluding west coast. 
Current figures include 50,800 barrels per day to cover nonreporting companies, 
all United States excluding west coast. They do not include rate provision No. 
16 receipts which averaged 47,000 barrels per day during August, September, 
and October 1956, the latest figures available covering this item. 
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EMERGENCY 


OIL LIFT PROGRAM 


Daily average production crude oil and condensate 


Figures in barrels] 








Actual production, week of 





| State | Jan. 18 Change | 
| crude oil | aL from 
| allowables s| | | | previous | 
| beginning | Crude | Conden-| Crude | week | 
Jan.1 | oil sate | and con- | 
| | densate | 
| ae ue 
New York-Pennsylvania*. Be o6hUS i, 28, 200 | +150 | 
Florida-_- er | | 1, 250 | P 1, 250 | 
West Virginia*__-__- Soe ft: ..=3... j 5,450 | —1, 400 | 
Virginia*_._- 100 |_- 100 | 
Ohio: 
Southeast*- RN csccius 3, 050 —250 | 
Other. | I cciniac 9, 200 | —400 | 
Indiana - | - 32,350 |_.-- 82,350 | —1, 300 | 
Illinois | 242, 400 | | 242,400 | +4, 700 | 
Kentucky... | 48, 500 | 48, 500 +50 
Michigan - - - } 26,900 | | 26, 000 —1, 300 | 
Nebraska - - ...| 139,050 | 39, 050 | +400 | 
Kansas..._-.-- aenlen 350, 000 | | 340, 150 | | 340,150 | +16, 150 | 
Oklahoma_.---. 3 620, 000 | ! 623, 300 | 623,300 | +26, 100 | 


North Dakota_-_-- 
South Dakota-- 


Texas: 
District I... -- 
District I 
District IT. 
District IV_..- 
District V__- 
East Texas-_. 
Other distriet VI_- 
District VII-B-- 
District VII-C. 
District VIII-_-- 
District IX... 
District X---.- 


Total, Texas_. 


Louisiana: 
North Louisiana. - 
Coastal Louisiana 

Total, Louisiana_. 

Arkansas 

Mississippi. __ 

Alabama 

New Mexico: 
Southeast. 
Other. 

Wyoming 

Montana. - 

Colorado 

Utah 

Nevada. 

California 


Total, United States_ 


* = Pennsylvaniagrade (includ- 
ea See 


38, 548 40, 200 
100 


| 55, 500 
145, 500 
432, 500 
230, 000 

| 39, 500 

| 207, 000 


130, 000 | 


162, 000 
168, 000 


1, 143, 000 | 


209, 000 
101, 000 


<a 


23, 421,058! 3 023, 000| 


>= = 





| 128, 200 


770, 000 


979, 026 898, 200 
80, 050 


| 

95, 257 | 
| 108, 750 
| 
| 


11, 500 

noe \f 242, 000 
If 309. 021 1 600 
natin 297, 550 
68, 500 


159, 200 
10, 750 
100 
943, 500 


7, 284, 3U0 


i 
il 


36, 800 











y 


40,200 | —1, 250 
100 | 


500 | 56, 000 | 





&, 850 154, 350 
27, 150 459, 650 
6, 850 236, 850 
300 39, 800 


6,250 | 136, 250 | 
50 162, 050 

3,750 | 171,750 

1, 500 |1, 144, 500 
400 | 209, 400 
400 | 10i, 400 


| 
} 207,000 
| 
| 


56, ;, 000) 3, 079, 000 


2,800 | 131,000 — 200 


146, 700 |7, 431,000 | 4-35, 150 


346, S00 —1, 500 





1 Oklahoma, Kansas, Nebraska figures are for week ended 7 3. m. January 12. 
, 15 shutdown days. 


2 31-day allowable January 1 


77,000 | 847, 000 
| 
79,800 | 978,000 — 200 
300 80, 350 | 
5, 100 113, 850 
11, 500 +50 
4,650 | 246, 650 +50 
| 1, 900 | 
850 298, 400 —4, 750 
58, 500 700 
| 159, 200 —600 
| 10,750 +450 
100 
| 943, 500 -800 


4 weeks | 
ended | 

Jan. 18, | 
1957 


28, 850 
1, 300 | 
5, 500 | 

100 | 


3, 000 
8, 600 
33, 100 | 
238, 850 
48, 450 
26, 850 
38, 650 
336, 600 
617, 100 
38, 650 | 

100 | 


56, 000 | 
154, 000 
459, 000 
236, 800 

39, 800 
208, 900 
133, 600 
160, 950 
171, 100 


, 139, 150 


‘es 


209, 050 
103, 150 ry 


3, 071, 500 | 


131, 100 
884, 800 


975, 900 


79, 000 
114, 000 
11, 450 


244, 800 
1, 900 
300, 109 
69, S50 
159, 000 
9, 750 
100 

945, 900 


108, 950 


37, 450 


9 


Week 
ended 
Jan, 
1956 


28, 
1, 
6, 


3, 

9, 
31, 
231, 
44, 
29, 
28, 
348, 
610, 
36, 


48, 
161, 
454, 
247, 

46, 
, 500 

133, 

150, 

173, 
, O11, 

196, 


223 


92 


2, 938, 6 


20, 





700 
350 
300 
100 


650 
400 
300 
200 
500 
650 
600 
800 
700 
800 

50 


550 
600 
100 
500 
500 


050 
050 
500 
700 
400 


2, 150 





é 
{ 
' 
' 
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Daily average production crude oil and condensate—Continued 


[Figures in barrels] 





















































| Jan. 18 Jan. 11 | ; Jan. 18 | Jan. 11 
x4 ee _| 2h : : eae y oe 
Pennsylvania grade: Kentucky: 
RL. © ndneneend <«atdy es 5, 650 5, 650 New pools... ..-- 30.100 | 29, 950 
oe ee AE RE eee 21, 050 20, 750 One poolss 7... | 18,400 | 18,500 
Southwestern Pennsylvania) 1, 500} 1, 650 |-— Se 
| Total, Kentucky.........| 48,500 48, 450 
Total, New York-Penn- | Pac fe 
epertmmess* ) es. _.| 28, 200 28, 050 || Michigan: Total_.____--- : 26, 000 27, 300 
Southeastern Ohio__..___.- | 3,060 3,300 || Nebraska: 
West Virginia - --- 5, 450 | 6, 850 Eastern Nebraska - - 650 | 650 
WHEINS 8 ooo ode ce 100 | 100 || Western Nebraska 38,400 | 38,000 
Total, Pennsylvania Total, Nebraska______-- | 89,050 | 38, 650 
grade | 36,800 | 38, 300 || _——_$——| ———— 
———|====== |} Kansas: 
Other Ohio_.___.---- | 9, 200 9, 600 || Eastern Kansas 68, 000 64, 800 
oo | 1, 250 1, 250 | Western Kansas_- | 272, 150 259, 200 
Indiana: Total, Kansas. | 340,150 | 324,000 
New pools__._-- | 29, 950 31, 300 | a =e 
Old pools 2, 400 2,350 || Oklahoma: Total 3 623,300 | 597, 200 
—__—_|-—-—— || North Dakota: Williston Basin | 
Total, Indiana os) SRR: BB: Shore: ¢ Oebdes 40, 200 41, 450 
——-|=————— || South Dakota... 100 100 
Illinois: | SSS See 
Louden --| 41,450 | 39,300 || Texas: 
Salem Oe ce .-| 19,250 18, 750 || District I: 
Other new pools ------| 156, 500 154, 550 || Darst Creek-__-- 8, 900 8, 900 
-———|——-— RS co aan gecslent’ 46,600 | 46, 600 
Total, new pools _| 217,200 | 212, 600 cnet 
Old pools... -- 25,200 | 25,100 1 Total, district I 55, 500 | 55, 500 
Total, Iinois --| 242,400 | 237,700 District II: 
pesca | a, ere 6,000 | 6,000 
| Greta Deep-_--_----- 350 350 
| Helen Gohlke_._- 3, 750 | 3, 750 
| 
United States oil production 
Barrels | Produc- | Daily | Barrels | Produe- Daily 
daily, ing average || daily, ing average 
1956 wells per well || 1956 wells per well 
| 
caveat ec al Fait ei coe ib aamaad “ 
Alabama.__.__- 8, 232 156 52.8 || New Mexico 240, 393 25, 4 
Arkansas . 78, 858 4, 789 16.5 || New York 7,617 .4 
California_- 961, 022 36, 057 26.7 || North Dakota 36, 669 48.9 
Colorado 159, 798 2, 162 73.9 || Ohio_.. 13, 238 on 
Florida 1, 311 11 119.2 || Oklahoma 585, 415 7.7 
Illinois 226,863 | 37, 684 6.0 || Pennsylvania 22, 814 : 4 
Indiana...__...- 30, 727 5, 189 | 5.9 || Texas ies 3, 036, 801 171, 468 7.7 
Kansas 339.664 | 37,095 | 9.2 || Utah 6, 262 104 60. 2 
Kentucky 47, 686 17, 693 2.7 || West Virginia : 6, 112 14, 333 4 
Louisiana * | 808, 842 20, 247 39.9 || Wyoming .| 286,973 | 6, 416 44.7 
Michigan _- ae 29, 637 4, 103 7.2 || Miscellaneous 309 162 | 1.9 
Mississippi - -..--- 111, 145 | 2, 429 6.8] . . »}»x+3=t+-.|1'|[\j —_—_—_—_— 
Montana... .-_-- j 58, 473 | 4, 009 | 14.6 || Total, United 
Nebraska_.._..-..- 44, 399 1,013 43.8 | States___.. ..|7, 149, 443 544, 402 13.1 
Nevada... ._._.. 183 2 | 91.5 


Source: The Oil and Gas Journal, Jan. 28, 1957. 


MINERAL INDUSTRY SURVEYS—UNITED STATES DEPARTMENT OF 


BUREAU OF MINES 


THE INTERIOR, 


[February 1, 1957, Rept. No. 1216] 
WEEKLY CRUDE OIL Stocks 


Stocks of domestic and foreign crude petroleum at the close of the week 
ended January 26, 1957, totaled 254,190,000 barrels, according to data reported 
to the Bureau of Mines, United States Department of the Interior. Compared 
with the total of 256,278,000 barrels for the preceding week, this represents a 
decrease of 2,088,000 barrels, comprising a decrease of 2,306,000 barrels in 
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stocks of domestic crude and an increase of 218,000 barrels in stocks of foreign 


crude. 


Current reports of the industry for the week ended January 25, 1957, indi- 
cate a decrease in crude-oil production and an increase in crude runs. Ac- 
cording to the American Petroleum Institute, the daily average output of crude 
(including lease condensate) was 7,396,000 barrels, a decrease of 35,000 barrels 
from the preceding week. Daily average crude runs to stills of 8,189,000 barrels 
were 69,000 barrels above the preceding week, and 132,000 barrels above the 
Runs of foreign crude amounted to 740,000 
barrels daily, compared with 822,000 barrels in the preceding week. For the 
4-week period ending January 25, 1957, crude oil production averaged 7,410,000 
barrels daily and crude runs to stills averaged 8,218,000 barrels daily with runs 
of foreign crude averaging 856,000 barrels daily. 


week ended January 27, 1956. 


Stocks of crude petroleum Dec, 29, 1956, Jan. 19 and 26, 1957 


(Thousands of barrels] 


Pennsylvania grade. -_..__- 
Other Appalachian__________-_- 
Lima-Michigan 
Tilinois-Indiana 
Arkansas. __.- 
Kansas ; Soe a batdae 
Nebraska and North Dakota.___-- 


Louisiana. . . -_- 


North-_-_- 
A etihn Da eid os 
Mississippi 
New Mexico-- 
Oklahoma 


et ciiedinn stiktonmeaieneamaeteiet 
East Texas proper- 

West Texas Ges 

RE 

Other Texas........_-- 


Panhandle. __- 
North. 
South. -- 

test of State__- sbbé 
Wyoming_ -- 
Other Rocky Mountain_- , 
California (excludes foreign) - __-- 

Foreign 

Other foreign 


Total crude stocks in United States 
Total located in PAW district 1-_- 
Total located in PAW district 2. - 
Total located in PAW district 3-_- 
Total located in Louisiana and 

Gulf coast 


Texas 


1 Revised. 



































2 Texas crude stocks increased 109,000 barrels last week. 








Change 
Dec. 29 Jan. 19 Jan. 26 from 
Jan. 19 
2, 397 2, 318 | 2, 385 17 
2, 239 2,117 2, 250 133 
773 77 770 
10, 060 10, 117 10, 118 1 
2, 880 2, 680 2, 821 141 
10, 047 9, 746 9, 633 | —113 
2, 095 | 2, 042 1, 965 —77 
~ 49,001 18, 588 | 13,67| 50 
1 3, 085 2, 782 2, 837 55 
115, 916 15, 806 15, 810 4 
960} 2633| 2807| ‘173 
7, 901 8, 015 7,815 | —200 
23, 433 22, 782 21, 529 | —1, 253 
j > ——— Se = = 
| 117, 425 113,294 | 113, 403 2 109 
! —— |— --- -— i — = —_-+-—-_—_--- — 
9, 057 9, 005 8, 885 —120 
54, 224 53, 264 53, 565 301 
22, 576 21, 992 | 21, 200 —792 
31, 568 29, 033 | 29, 753 720 
3, 107 2, 691 2, 909 | 218 
9, 606 8, 490 8, 360 | —13 
4, 036 3, 674 | 3, 827 | 153 
14, 819 14, 178 14, 657 | 479 
| 16,637| 16,378] 16,036| —342 
6, 395 6, 487 5, 878 —609 
| 28, 170 7, 742 | 27, 396 —346 
2, 941 2, 060 | 2, 338 278 
9, 227 8, 509 8, 449 | —60 
284, 241 256,278 | 254,199| —2,038 
20, 382 1 20, 858 | 20, 794 | —64 
83, 362 | 81, 069 | 79, 052 —2, 017 
115, 168 110,167 | 110,775 608 
49, 554 | 50, 109 49, 702 —407 


Change 
from 
Dec. 29 


—#2 





Note.—Prepared under the supervision of H. J. Barton, Chief, Branch of Petroleum Economics, Divi - 


sion of Petroleum. 
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{The Guardian, Manchester, Thursday, January 10, 1957] 
LETTERS TO THE EDITOR 


OIL FROM THE WELLS OF TEXAS 


To the Eprror oF THE MANCHESTER GUARDIAN : 


Sir: I think that some of your readers may have been left with the impression 
that the Texas Railroad Commission grant crude oil price increases. They do 
not. Their main function at their monthly meetings is to equate supply to 
demand by fixing the statewide allowables for the coming month. Obviously 
a side effect of regulated production will be stabilized prices, but when production 
costs are rising gradually there will come a time, and it usually coincides with a 
period of rising demand, when some big buyer or seller will attempt to raise the 
general crude oil price level’ It may or may not be successful. 

Until last week there had been no rise for about 3 years, costs had been steadily 
rising, and agitation among the large number of small, high-cost “stripper well” 
producers had been growing continually. Last week’s price increase was initi- 
ated, however, by the Humble Oil Co., a very large producer and buyer and the 
local Texas subsidiary of “Esso” (Standard Oil of New Jersey). It seems certain 
to be established as a general rise. Insofar as we continue to use American 
petroleum it will probably mean that we, along with American consumers, will 
have to pay about 1d per gallon more for oil products. 

I am sure that the great majority of Texas crude-oil producers, and still less 
the three railroad commissioners, have no wish to exploit Europe’s present pre- 
dicament. I know many of these men personally, and there is no corner of the 
United States where one will find a greater measure of international appreciation 
plus ail the renowned Texas hospitality. But Texas producers have their own 
fights and many of them are with the administration in Washington. They 
are willing to risk more money in exploring for more oil provided that they 
receive encouragement in the form of high prices; but in recent years a flood 
of imports of low-cost oil from the Middle East and from Venezuela, sponsored 
by the large international companies, has been a potent factor in preventing a 
price rise, and perhaps, because the international oil companies have much influ- 
ence with the Eisenhower administration, Washington has been of little help to 
Texas. If the administration were prepared to give proper guaranties to the 
oil producers against a flood of cheap Middle East oil imports once the present 
emergency is ended, then I feel confident that Texans would strain every valve 
and pump to help meet our needs, but lacking this guaranty they must preserve 
a degree of prudence, and I do not think that we are in a position to blame them. 

It is distressing, therefore, to read the widespread, and largely uninformed, 
criticism of the Texas producers and of the Railroad Commission which has 
appeared in the last few days. If fault there be, it must lie with the admin- 
istration in Washington, who promised what they did not control and have done 
little to encourage—namely, a high level of accessible domestic reserves. Few 
Texans trust their Government in oil matters: we have much in common. 

Yours &e., 

BERNARD N, DARBYSHIRE, 
11 Eldon Grove, Hampstead, London N. W. 8. 


90507—57—pt. 1——19 
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Wnited States...........s-... 


Total, North America---- 


Argentina Si Ai. ape 


(8 RRS Sl a 
Mexico_- 
Bolivia__-- 
Brazil 

Chile 

Colombia re 
| eee 
Ecuador. 

Peru 

Trinidad 
Venezuela---.--- 


Total, South 
OO aided’ 


Total, Western Hemisphere - 


Algeria. .....-- 
Austria. 
France . : 
French Moreees 
Germany (West) 
Italy 


Netherlands______- 
United Kingdom_-- 


Total Western Europe and North 
Africa (excluding U. 8.8. R 


Albania 
Czechoslovakia. 
Hungary 

Poland 
Rumania 
Yugoslavia 
0.8.8. R.- 


Total U. 8. S. R. and satellites 


Bahrain__--_...-. 
Egypt--- 

eee 

Iraq -- 

Israel _ 

Kuwait 


Neutral Zone___- 


Qatar 
Saudi Arabia 
Turkey 


Total Middle East 


British Borneo 
Burma 

China 

India_. 
Indonesia 
Japan ; 
New Guinea 
Pakistan _- 


Total Asia and Australasia- - _---_- 
Total Eastern Hemisphere--- 


World total...__._--- 


Source: World Petroleum, January 


America and Carib- | 


Ist | 2d 


| 7,228.3 | 7,066. 
455.6 | 401 
| 261.3} 252 


4, 4a 


a 7, 945.2 | 7, 720. 


we 
~ || 
OD 


2 

8.5 | 8. 

6.9 7. 
| 8.5 3. 
| 115.7 | 119. 

1.5 | : 
9.9 | 8. 
48.3 | 50. 
74,4 | 7 

2, 353.7 | 


| quarter | quarter 


s 


= 


© Ow 


rer 


| 2,711.4] 2,738 7 


10, 656.6 | 10, 459 


| 
1.0 | 
65. 4 | 64 
1 7 22. 
“2.2 | 2. 
63.9 | 67. 
7.9 9. 
18.5 | 20.6 
1.3 | 1.4 
' 
| __181.9 | 189.5 
| 6.0 | 6.0 
| 3.0 | 3. 
35.0 35.0 
| 7.0 | 7.0 
223.0 | 223. 0 
3.0 3. 
1, 568.0 1, 568.0 


1,845.0 | 1,845.0 


"30. 


0 
33.3 | 37. 
363. 3 565. 
522. 4 | 776 
3 
| 1,124.8) 1,199. 
30.0 37. 
120.3 | 126. 
{ 1,000.2} 1,086. 
9 


| 


| l. 
115.1 117. 
4.4 | 4 
19.3 19 
6.2 6. 
251. 2 251. 
5.6 | 6 
a7 7. 
5.8 5. 
414.7 418 


-| 5,672.1 | 6,317. 





0 | 


0 | 


0 


9 | 


& 
I 
6 


- 
‘ 


2 
3 
2 
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World crude oil production 


(Thousands of barrels daily] 


3d 


7, 113.2 
472. 
252. 3 


7, 837. 





195 


6. 


3 


or 


1, 845 


30 


37. 


571 


759 


1, 167. 
40. 


125. 


} 1,029. 


v.« 


3, 767 


428 


6, 235. 
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RAILROAD COMMISSION OF TEXAS, 
Austin, Tew., January 29, 1957. 
To: The Texas Delegation Congress of the United States 
In re Editorial, Washington Post, January 22, 1957 

The editorial is incorrect in that we raised the Texas allowable 92,000 barrels 
per calendar day for February over January. The editorial says, “The February 
output limit is 3.5 percent lower than this month’s limit.” 

Our Texas law under which we operate requires that we consider stocks of 
all products on hand as well as crude oil stocks. 

If there is too much gasoline on hand, we do not allow great additions to crude 
production. 

It is our legally deduced estimate gotten from industry witnesses (heads of 
all companies) that, come April 1, the gasoline needed stocks should be 176.6 
million barrels, whereas on January 18, 1957, gasoline stocks stood at 191.4 
million barrels. They will build up even more by April 1. 

If you have on hand all the bread you can use, and more, too, you don’t order 
more wheat to be made into more flour to make more biscuits. That is waste, 
avoidable waste, and under Texas law as to oil and products contrary to our 
statute. 

If Europe would take gasoline, they could use up our surplus gasoline. But 
they want to save dollars by buying crude and keeping the European refineries 
running. 

I do not find fault with them if they can save dollars, but they should not 
find fault with the State of Texas when we are trying to conserve our diminish- 
ing oil reserves and prevent physical waste both above and below ground. 

The following statement shows what our wells can do. 


Statement of average oil production for wells (by 102barrel increment) as of 
October 1956, taken from producer’s monthly production report of actuat 
production 


0 to 9 barrels: 


30 to 39 barrels: 


Number of wells__------- 73, 765 Number of wells___.._-__ 10, 700 

worl bares... ...sc.<. 273, 509 TOtRT NOTE R icc einai 366, 838 
10 to 19 barrels: 40 to 49 barrels: 

Number of wells_-_..---- 47, 442 Number of wells_.__._____ 6, 821 

SOCAL, DOI sireiccetinsateinks 601, 338 ya. ees 302, 840 
20 to 29 barrels: 50 and above barrels: 

Number of wells___--.--~ 17, 636 Number of wells______--- 11, 086 

pi | eee 423, 067 GNESI ie tins 894, 248 


We have 8,344 wells in Texas that have no pipeline connection. The buyers of 
oil should connect to these wells so the market may be shared ratably by all 


producers. 


Main pipelines to west Texas are running almost to capacity. 

We are holding a hearing to facilitate*connections and more eapacity. 

Imports have been run as high as 1,682,900 barrels a day, and average around 
1,300,000 barrels daily. These imports have brought on pipeline proration in 


many places. 


This Commission cannot legally jump up Texas oil production to serve a tem- 
porary order for crude oil when there is an oversupply of products. To do so 
would bring chaos in the cutback surely soon to come about when Suez traffic is 


resumed. 
Sincerely yours, 


ERNeEst O. THOMPSON. 
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United States industry stock position (millions of Imports (thousands of 











barrels) barrels) 
Week ending ee 
Crude | Gaso- | Distil- | Kero- | Resid-| Total Crude | Prod- Total 
oil line late sene ual stocks ucts 

Sept. 7, 1956 !._.....- 273. 5 176.0 142.7 32.7 47.2 672.1 974.8 329.9 1, 304.7 
Sept. 14, 1956__....-- 274.4 175.8 146.1 33.7 48.3 678.3 | 1,101.4 392. 1 1, 493. 5 
Sept. 21, 1956__..___- 274.6 176.9 148.8 33.7 47.8 681.8 939. 1 425.7 1, 364.8 
Sept. 28, 1956_._..__- 278.7 174.7 150. 4 33.8 7.5 685.1 | 1,061.6 505. 4 1, 567.0 
8, See 277.0 176.0 151.8 33. 2 47.3 685.3 | 1,007.5 480. 8 1, 488.3 
Ont. Ie, 2eee....-.-.. 279. 5 174.1 153. 2 33.6 47:3 687.7 808. 6 384.7 1, 193.3 
Oct. 19, 1056. ......-.- 281.6 173.1 155. 3 33.9 47.7 691.6 | 1,146.6 401.8 1, 548.3 
Oct. 26, 1956. .-.._-- 283. 6 172.0 157.3 34.5 47.5 694.9 | 1,181.2 366. 0 1, 547.2 
Adequate stocks, 

Nov. 1, 1956 2. ____- (264. 8)} (141.9)} (147.8)! (36.4)| (50.2)) % (641.1)/.....____}__- ioatttebtljas. 
Nov. 2, 1956-......-- 282.8 172. 6 158.7 35.2 48.1 697. 4 921.5 555. 2 41, 476.7 
Nov. 9, 1956...-......| 281.9 171.8 161.7 36.1 7.4 698.9 796. 9 422.6 1, 219. 5 
Nov. 16, 1956___._-.- 280. 2 172.7 160. 5 36.0 46.8 696. 2 831.5 415.4 1, 246.9 
Nov. 23, 1956.......-- 279.8 174.5 158. 9 36.3 45.7 605.2 | 1,014.1 395. 9 1, 410.0 
Nov, 30, 1956__.._..- 275.3 175.4 153. 5 34.6 44.4 683. 2 861.0 533.0 1, 394.0 
BPG, Fe BOD cc tensece 273.6 175. 4 145.6 33.1 43.5 671.2 | 1,084.4 600. 0 1, 684. 4 
Dec. 14, 1956.__--_--- 273.7 177.0 139. 6 32.4 43.1 665. 8 692. 2 534. 3 51, 226.5 
Dec. 21, 1956_._.__--. 269.9 180.5 | 134.8 32.0 42.6 659.8 741.8 567.9 1, 309. 7 
Dec, 28, 1956. ......-- 264. 2 185.8 | 134.8 31.8 42.6 659. 2 800. 2 590. 1 1, 390.3 
Jan. 4, 1967......... 260. 0 187.2 132.5 | 31.2 42.7 653. 6 944.9 570.2 1, 515.1 
Jan. 11, 1957.........| 280.7 189.2 | 123.0} 29.8 42.7 644.4 961.3 721.6 § 1, 682.9 
Jan. 18, 1957. --. 256. 3 191.4 114. 4 27.5 41.0 630. 6 597. 1 431.8 1, 028.9 
Adequate stocks, 

Apr. 1, 1956__.....-| (260.8)| (176.6)} (63.4); (18.0) wre’ aaa Skil hacttsnan ad eidaeek eine 

| ! 





1 Dates shown for products, crude oil 1 day later. 

2 Average of 19 companies recommendation, 

3 No total stock figure was recommended by 19 aforementioned companies as adequate. Above totals 
are addition of average recommended stock levels. 

4 Available for consideration December order. 

§ Available for consideration January order. 

* Available for consideration February order. 


STATISTICAL 
Texas stocks increase slightly 


Texas crude stocks increased 109,000 barrels during the week ending Janu- 
ary 26, the weekly report of the Bureau of Mines shows. This increase bucked 
the trend over the Nation as a whole, however, which saw a decrease in total 
crude stocks of 2,088,000 barrels during the week. Foreign stocks east of Cali- 
fornia dropped 60,000 barrels. The tables for the last 2 and month-ago weeks: 





Total located in Louisiana and Texas gulf 
49, 554 50, 109 49, 702 —407 148 


eee oe ay a Change Change 
Dec. 29 Jan. 19 Jan. 26 from from 

Serie | Jan. 19 Dec. 29 
Eales enanerent rie 117, 425 113, 294 113, 403 109 —4, 022 
Mest Texas proper-.--.-..-..........-. 9, 057 9, 005 8, 885 —120 —172 
og ESE S TE ESE PS wel eee 54, 224 53, 264 53, 565 301 —659 
ogi: tirkas adic Aieeenrtnmiieettlben'daien 22, 576 21, 992 21, 20 —792 —1, 37 
a el 31, 568 29, 033 29, 75% 72 —1, 815 
PRIMAND.. 3c kcde ens Subobineswed 3, 107 2, 691 2, 909 218 —198 
PG keh oih dd. -c ceiisssaaied 9, 606 | 8, 490 8, 360 —130 —1, 246 
I tall aid eine ewes 4, 036 3, 674 3, 827 153 —209 
ei eda le eel a 14, 819 14, 178 14, 657 479 —162 
California (excludes foreign) _-.---.------- 28, 170 27, 742 27, 396 —346 = F74 
i ihn eenicepiimenngeudmeiwes 2, 941 2, 060 2, 338 278 —03 
Other Begs 25 — 6 4-en pen gets ------------ 9, 227 8, 509 8, 449 —60 —778 
Total crude stocks in United States. 264, 241 256, 27: 254, 190 — 2, 088 —10, 051 
Total located in PAW District 1___.-..---- 20, 382 20, 858 20, 794 —H4 412 
Total located in PAW District 2_.___- eee 83, 362 81, 069 79, 052 —2,017 —4, 310 
Total located in PAW District 3 115, 168 110, 167 110, 775 608 —4, 393 





a3 
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RaAILRoaD COMMISSION OF TEXAS, Ort AND GAS DIVISION 
Average calendar day allowable as of Feb. 2, 1957 
Schedule Column | Total aver- 
daily al- | No. 4. con- | age calen- 
Well | Schedule Exempt lowance verted to | dar day al- 
District daily al- | allowance | subject to | calendar lowance 
lowance shutdown | day basis | columns 
days 3+5 
(1) (2) (3) (4) (5) (6) 
renee rarer yr anion 
Be sa cesccacascccesxttan Bek 7,170 93, 904 38, 056 55, 848 29, 919 67, 975 
cs ccliscs = Sik 5, 538 287, 089 15, 733 271, 356 145, 369 161, 102 
as 12, 448 745, 458 182, 628 562, 830 301, 516 484, 144 
Rat ee eran maeine ame nei 12, 279 421, 743 78, 522 343, 221 183, 868 262, 390 
ea ea ead 3, 187 73, 712 15, 623 58, 089 31, 119 46, 742 
Se 4 dd cakemnademmai 4, 435 255, 639 27, 681 227, 958 122, 120 149, 801 
ea. 7 : 19, 875 387, 172 21, 830 365, 342 195, 719 217, 549 
7-B.. ss sui 15, 516 332, 326 65, 683 266, 643 142, 844 208, 527 
i sinesss . sienauiiine 7, 474 329, 908 37, 449 ls 292, 459 156, 674 194, 123 
Dd isc acia © msaenelael 48, 271 2, 187, 165 218, 281 1, 968, 884 | 1,053,076 1, 271, 357 
oe ee 31, 082 | 403,125| 158,471 | 247,654 | "132, 672 238° 143 
i iticsrn aang 10, 479 152, 769 134, 180 | 18, 589 9, 958 | 144, 138 
| pistesnaenaneessicieendips heirensntinensmnsemipachin | | 
Rid cgeccsbuncainbeiae | 172, 954 | 5, 670, 010 991, 137 | 4, 678, 873 | 2, 504, 854 | 3 3, 495, 991 
1 All of district 6 except the east Texas field. 
3 The east Texas field. 
3 The present allowable. 
‘Datel nemaioer of wales Gb G8 Tamer ye B TAIT. gona cen e cen nncccncscacsscsvbeseccuce 172, 954 
Total number of wells as of January 26, 1957__...........-...----..--..---- sa 172, 552 
nets tw. 5 th ee it tt eh thhlidddece ec 402 
Total average calendar day allowable as of February 2, 1957_.._____- aduteheinapanineed 3, 495, 991 
Total average calendar day allowable as of January 26, 1957_........-.....-...---------.-----.-- 3, 480, 389 
NN aoc abiemiacecebaina oan’ 15, 602 
Total number of fields. __- CE re oegibbamraedana abana 5, 704 
Total number of fields exempt__- a ieee ede ila Nil ai 411 


RATLROAD COMMISSION OF TEXAS, OIL AND GaAs DIVISION 


Weekly drilling report by fields of the Railroad Commission of Texas covering 
regular drilling applications, rule 37 application, denied, granted, oil weli 
completions, gas well completions, wells plugged, dry holes drilled, and wildcat 
completions, from Jan, 26 to Feb. 2, 1957 





RECAPITULATION FOR THE SENATE 
Total for | Total for Total for 
the week | the year same period 
1956 
Regular drilling applications___...._-_- Sie Shiked Keeeebewneweens 438 2,112 2, 264 
Rule 37 applications: 
ee Ae hacks Lae an cnalmel urisaaaabeiietimdagaent na ehLeee 33 140 159 
ON i 6 sett biden ee 5 silencio tats cabaret ieieticamcinaamdas 0 19 96 91 
dail aecegh edge ice on Sabian aie A 0 | 0 1 
a ae ee ee eee ee eee 369 1, 726 | 1, 609 
Gas well complations Dis ee oe a bad cae oe ee Oa 37 | 173 188 
Dry holes_- Siaceliaanakias eiskcnilannenactuaiabata iets weniecpniies 176 | 908 839 
Wildcats drilled: 
a eae aa 13 64 | 59 
era a. ; ics ion cenilshie cian minnie ra aaedenduaid 3 | 16 | 11 
Dry. a a ct i nied a oe meee a eee 119 608 508 
Wells shoal | 
Oo a ase Cesta ener Base as tga de geass 176 | 908 839 
ae hee ea a aac a a aaa 1 29 45 
O6....... : Saab a OLS EE Ae aniston oe eaabe 57 332 | 231 
I NN ina nc ass ceibhdbia eddie ah haben aaaaed 234 1, 269 1, 115 
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RAILROAD COMMISSION OF TEXAS, OIL AND GAS DIVISION 


Weekly drilling report by fields of the Railroad Commission of Texas covering 
regular drilling applications, rule 37 application, denied, granted, oil well 
completions, gas well completions, wells plugged, dry holes drilled, and wildcat 
completions, from Jan. 26 to Feb. 2, 1957 


BY DISTRICTS 


| 

Rule 37 Completed Plugged | 

District Dry | 
| 


Wildcats drilled 


Oil ile Gas |Dry 


holes | 
Denied |Granted| Oil | Gas | drilled | Dry | Gas | Oil 
! | 


| 38 0 12 
9 10 12 
19 5 12 
43 9 14 
2 { 3 
8 6 
32 41 
15 11 
98 14 
76 48 
29 | b 3 | 


369 | 37 176 | 


_ 
UIwnwDwDwmonoem 


Cowrowronno- 
_ 





Total all districts _ 


_ 
© 

















MONTHLY SUMMARY OF TEXAS NATURAL GAS, NOVEMBER 1956, AS REPORTED TO THE 
RAILROAD COMMISSION OF TEXAS, OIL AND GAs DIVISION 


Olin Culberson, Chairman; W. J. Murray, Jr., Commissioner ; Ernest O. Thomp- 
son, Commissioner; Arthur H. Barbeck, Chief Engineer; Harry M. Batis, Chief 
Supervisor; John S. Cameron, Jr., Assistant Chief Engineer. 


TABLE 1.—Ultimate disposition of all reported gas production in Texas, November 





| Percent 
Me.f. | Percent of | increase over 
total | November 
| 1955 


Extraction loss-plant ! [ ee 17, 870, 201 | 3. 56 | 
Plant fuel and lease use. ---- ‘ — 2 35, 997, 611 | 18 | 
Pressure maintenance and Nene al aioe 28, 615, 615 | 5. 
Transmission lines. -- ae a Susipioemn es gent) eee t . 34 
Cycled___- dil bicy heigiraeaa : : ate | 34, 521, 307 | . 88 
NON UNNIT.......-----s0---2---- ..| 12, 367, 794 | 2.47 | 
Underground storage - - - -- il y : paicktowen 170, 053 

Vented or flared --__--.-.-- sa ; ieewenens 19, 534, 576 | 

Plant meter difference - - -_- hah hon palbate ce pkoes — 286, 399 

a ack a ndinewenaibd see UCU 

Marketed production ?___. ._- =" Petickt=s : 401, 260, 173 | 


1 Extraction loss is shrinkage in volume due to approval of liquefiable hydrocarbon plus acid gas a 
HS extraction. 


2 “Marketed production” is the total gas to transmission lines, carbon black, and plant fuel and lease 
Source: Railroad Commission of Texas Forms 3-266-A, GP-1, PM-1, and GCB-1. 
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FIGURE 1 

ULTIMATE DISPOSITION OF ALL 
REPORTED GAS PRODUCTION IN TEXAS 
NOVEMBER, 1956 





om Transmission Gas Exported 
from TexXBS coscccecsecs 


F5 transmission Gas Consumed 
in TexAs ..cccccccccces 


KJ cyciea coccccccccsecocece 
BSS Pient Fuel & Lease Use... 


Source: Table 1. 


Norte.—aAll gas volumes reported in M e. f. (thousand cubic feet) at a standard base pressure of 14.65 


Press. Maint., Repress., & 
underground Storage....-. 


RRRY ventea & Meter Diff. ..... 


Fey Bxtraction LOSS cccccceces 


[I[]]J carvon ee 


pounds per square inch absolute and a standard base temperature of 60 degrees Fahrenheit. 
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5.73% 
3.84% 


3.56 


| 


| 
i 
| 
| 
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TABLE 2.—Gas well gas production and initial disposition in Texas, November 


Gas wells produced a. 

Gas well gas produced 357, 879, 025 

Disposition: 
Fuel system and lease use sil alilceemnainn” Ae 
Gas lift 6, 808, 541 
Pressure maintenance and repressuring plants widens 370, 516 
Transmission lines. : 87, 377, 267 
Processing plants . 258, 399, 319 
Carbon black plants i baeaiacipaiesae bo ark ad 815, 003 
ee Ae irl inh teak silk nadlissdlsestboniautovaswonsanawene 223, 849 


1 See table 4 for analysis by commission districts. 
Source: Railroad Commission of Texas Form 3-266-A. 


TaBLE 3.—Reported casinghead gas production and initial disposition in Tevas,* 
November 1956 


Oil wells reporting production 


Casinghead gas produced _______ eee epaAiaed cai heucllaeaniechil 143, 8 806, 501 
Total gas well gas and residue gas used for gas lift_- 17, 271, 693 


, 161, 078, 194 
Disposition: 


Fuel system and lease use... 

Pressure maintenance and repressuring “plants (nonprocessing) , 054, 833 
Transmission lines ‘ 30, 340, 778 
Processing plants zs 124, 131, 628 
Carbon black plants.__.............---- dtbob aug ‘ hedanbede- 627, 227 
Underground storage ‘ 42, 287 
Vented or flared ‘ 15, 812, 055 


1 See table 5 for analysis by commission districts. 
Source: Railroad Commission of Texas Form 3-266-A . 
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TasLE 6.—Hydrocarbon liquids produced from gas wells and casinghead gas in 
Texas, November 1956 


{All volumes in barrels of 42 gallons] 























| 

| Condensate | 

BD ae en ee oe ee Butane- Other 

Railroad Com- gasoline 4 | propane 5 | products 6 Total 
mission of Texas | Gas wells! | Processing (GP-1 (GP-1 (GP-1 liquids 
District (GO-1 plants?% | Total reports) reports) reports) 
reports) | (GP-1 
S reports) 

Bl eee 
BPG sue: 13, inal 12, 474 | 25, 958 | 8, 580 10, 668 | 0 45, 206 
Oi tite benaceates 242, 872 | 154, 752 | 397, 624 322, 985 327, 785 43, 187 1, 091, 581 
3_- Sette + 753, 502 | 213, 717 967,219 | 1,062,185 | 1,061, 751 112, 613 3, 203, 768 
4 erteegas 149, 454 | 352. 605 502, 059 646, 959 355, 564 90, 281 1, 614, 863 
§ and 6____- al 194, 447 | 163, 072 357, 519 1, 077, 518 896, 673 | 34, 648 2, 366, 368 
7-B | 2, 694 | 10, 862 13, 535 153, 635 231, 469 1, 633 | 400, 193 
7-C. ao 104, 233 | 7, 845 | 112, 078 444, 301 826, 767 1, 840 | 1, 384, 986 
8 | 40, 274 | 125, 671 165,945 | 1,606, 612 1, 387, 973 | 2,245 | 3,162,775 
9 plans 19, 302 9, 865 | 29, 167 | 144, 120 199, 514 | 0 | 372, 801 
OD tease sticats §, 134 | 2, 956 12,090 | 1,731, 063 251, 693 0 | 1,994, 846 
State, total______- | 1, 529, 396 1, 053, 819 | | 2, 583, 215 | 7, 217, 858 5, 549, 857 286, 457 15, 637, 387 

j | ! 








' Includes condensate and crude oil accumulated on leases. 

? Includes all products of cycling, gasoline, pressure maintenance, repressure, dehydrating and processing 
plants recovering liquid hydrocarbon from natural gas; and scrubbers on transmission lines. 

3 Includes distillate, scrubber oil, condensate, crude, topped crude distillate, and drip gasoline. 

4 Includes natura! gasoline and propane-butane-gasoline mixture. 

5 Includes butane, propane, butane-propane mixture, isobutane and liquefied petroleum gas. 

® Includes all other hydrocarbon liquids produced. 


Source: Railroad Commission of Texas Forms GO-1 and GP-1. 


TABLE 7.—Gas processing plant operations in Texas, November 1956 











I a ae ssiteie ots te opkteinand aac 205 
Number of pressure maintenance plants. -_------ sétukgidiccbedahasenanucadeniennhtiadaheinc nina: 26 
Number of other plants ! Ss a 4 a icds ealeaain denineranadmnenind 243 
Cae I Cn a i Fe ois cine ba bE Se Ue een hbnbnanh Knunhnaantepboanamaae 474 
Number of wells produced: 
Ny Riera cack nai eltnipntadenad Ubinas inndeitetaesanney indiiyla eect ceeaisaisibcicacatestiteaaeen tds arn tadotatiiosangatieatipinstoia 6, 933 
RN sot accel tates pstmt ar Sahih ark a 5 sachet bliin banksncdkheee a acheive gruaiea ins hes eeaeoneeneo wma eaaids 77, 380 
NE ins ec ae ee a Rents sala ni tipinds ne th Scien citi dei eke siete ites deka at dio erick inks ade 84, 313 


'“ Other plants” includes drips, scrubbers, separators, dehydrating plants and all plants processing gas 


for the extraction of hydrocarbon liquids. Liquids recovered from drips as included in the plant production, 
but the gas volumes are not shown. 


Intake (M. c. f.) Gas-well gas | Casinghead | Total 
gas 


Gas into gathering pene Pesos ecto Se ..| 198, 673, 732 116, 275, 737 314, 949, 469 
Deliveries from gathe ring system Soci bins dec cooaciass ania 27, 536, 504 4, 194, 249 | 31, 730, 753 
Gas to plant for processing ------ deeesein st aiotiinps 5a eshte alee Seagal 171, 137,228 | 112, 081, 488 | 283, 218, 716 


Refinery vapors.. 3 A Se ae, ae eee 141, 136 
RPT BNR dan ccwovndus dick 


87, 884, 742 





EE I Fir aio cic 4.0 es ae cor iene cnnncdisacescegs -| 371, 244, 504 


1 Gas into gathering system is total proiuction of wells connected to plants plus or minus any meter 
difference between the wells and the plants. 
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Unprocessed gas | 
Disposition (M e. f.) ~ | Residue 
Gas well gas | Casinghead 
gas 
I ead dd. kes wiiiandwasetstpacneassbutindnlecsessenccsedt 14, 254, 878 
tk aE keira hn teh ownducgbetteswsaancensise anenibdeebiek mda dukbbabihhg aed 644, 899 
In CE i. 5 os 1D nics sencsinennnsseWadbonnn 742, 547 395, 105 21, 572, 960 
NTE eee ae eethmenieis 729, 251 225, 314 7, 785, 561 
Repressuring and pressure maintenance-.._............----.--- 111, 348 311, 640 21, 356, 309 
a le ccesisratindandh evciewinnddlinsaeniotonggnipepeimgabaenintain 182, 246 0 10, 214, 883 
Other plants___-_-_- pd iainctl ans tannins shiinscsarinsea ne araieiermapenla 20, 693, 299 2, 502, 678 12, 005, 924 
eae | ee eee 5, 076, 731 259, 777 281, 108, 828 
RI i eg Lui cn eid bthitowe 1, 082 499, 735 2, 607, 714 
I nk Sa ae he kk caine calor Uedadun<canfancpdaieonndcce —307, 362 
I Gsttt shit wbcksiiedatewdnedaeedaiAtehaah tabaedecee 27, 536, 504 4, 194, 249 371, 244, 504 
1 Included in “other sources’’ in the intake section. 
Plant production (barrels) : 
I i a alt lida datddmeciinee a a ais 892, 716 
eS ee es eae ear ae 6, 226, 574 
ee ee ee ee oe canoe easauiesectésenecen JascWanse . 4,492,035 
| Ee eee i ie eddie tke nists edeneideenineeres 169, 558 
Ba csi RUIN DI Rail lta enna Eine eS OM Bion omnes memeen 


Imported from other States (M c. f.) : 


SN, geet ek Da ages i, oc ceasenbn ep eeasens sieuionerccwense nmadieeinaens nejetiew’ <n hg eee 
i i cncnd nding eitittdalinehentusbenmnatbtantkivn dene 964, 628 
i Ae Lee BA ech nak dccieslUeuadel caidbuwe 2, 885, 290 


Taste 8.—Cycling plant operations in Texas, November 1957 


Number of cycling plants_ 


basi seaedbidsacecbacasscse 30 
Number of wells produced: 
Gas wells______- pSSKRCKSEEESROHRSESEOsaKecne pitenemsehunelaietintl wubb -- 
I cia iner atin catpincasedaplce dak lean Akins heehee anes pis celina mainicceniemaeiiicdint ald eite eich is aiamaiee’ 


SS a Dit atin aad dein Sandee ensidnonnnpinbuaissetinieduiens mye 


Intake (M c. f.) Gas well gas | Casinghead " Total 














| 
} 
| as 
a - os a aa |- ns es — eS 
Gas into gathering systems !__._.........-..-----...---.------ 59, 725, 587 7, 855, 891 67, 581, 478 
Deliveries from gathering sean S chisesiasthintelo nae alecalieteiaeieninaesitaes 326, 831 144, 028 470, 859 
Gas to plant for processing _- 59, 398, 756 7, 711, 863 | 67, 110, 619 
Refinery vapors... insite a te ta a --| 1, 223 
I ah oon cacenanchuuwacecore oa --2--]---------- ----| | 5, 399, 007 
Total to plants for processing..............--..---- idieiecsliiaeedaleadasibi cca ; ----| 72, 510, 849 
' ' 


1 Gas into gathering system is total production of wells connected to plants, plus or minus any meter 
difference between the wells and the plants. 
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Unprocessed 
Disposition (M ce. f.) y ens te, ro " Pe aes “| Residue 
Gas well gas | Casinghead 
| gas 

-_— - _ - _ - = -_ + on ee a ee ‘nana —— 
nn a Es Be ah kp aaetece ee 2, 970, 424 
Plant-lease-fuel system __.. Si tee ck teeckacunexd | 11, 218 | 0 3, 841, 770 
SE MR. exnieiin ens etsettie ena hambn wanes et eS 71, 411 0 970, 314 
Repressuring and pressure maintenance---_-_---_- Sperennae 0 | 0 1, 167, 232 
Cycled hehe a ahettioa 27, 542 | 0 34, 493, 765 
Carbon black. 5 eS ee te a ee 0 0 431, 121 
Transmission lines. 7 si askin oseesas . 216, 660 | 0 28, 474, 832 
Vented or flared....-__- : a onion bee 0 144, 028 140, 428 
Meter difference ! ner 20, 963 

re eS 

Total. 3 A eal 326, 831 144,028 | 72,510,849 








1 Meter difference in the residue disposition column is meter difference that occurs within the plants. 


Plant production (barrels): 


Condensate-crude_. : : res ; 161, 103 
Gasoline ‘ a c é 991, 284 
Butane-propane Fite bucuae ; ae adage tet Sten ... 1,057, 822 
Other products . : ; 116, 899 

Total 4 ; ; 2, 327, 108 


Source: Railroad Commission of Texas Form GP-1. 


TABLE 9.—Plants flaring over 2 percent of the gas taken into their gathering 
systems, November 1956 








Percent of 
District Operator | Plant Flared gathered 
(Mec.f.) | gas flared 
ce i —|—__—— one etie ‘ 
3 : Magnolia Petroleum Co W adsworth_-. 24, 667 3 36 j 
| West Gasoline Co | Hull__. 30, 380 25. 01 ; 
4 | Atlantie Refrigeration Co- J. R. Foster 17, 122 24. 24 { 
C. G. Glasseock-Tidelands | Compano Bay Comp | 17, 815 | 27. 15 i 
Plymouth Oil Co-_. Plymouth 143, 257 &. 69 ‘ 
Renwar Oil Corp : | Mustang No. 2 ‘ 69, 889 | 38, 22 ‘ 
Sunray Mid-Continent Oil Co_.| Redfish Bay ciuwl 18, 893 | 6. 00 H 
Texas Co., The ..| Jennings, West 56, 414 | 44. 08 : 
Southern Mining Corp Saxet- 517, 693 | 79. 18 : 
6 ; | LeCuno Oil Corp... } Jonesville __- | 10, 416 | 2.17 : 
7-B Breckenridge Gasoline Co Elliasville 30, 987 | 17.17 } 
| Grimes, Otha H ....| North Dora 10, 845 | 25. 59 
Lone Star Production Co Brooks ‘ | 13, 115 | 8.17 
| do _.| Plant 108 33. 573 | 11.97 
Sun Oil Co ; a | South Lake Trammel_ 13, 879 15. 15 
Texas Natural Gasoline Corp_..| Wimberly No. 1- 23, 324 | 5, 38 
7-C.. Runnels Gas Production Co....| Sykes- 23, 345 | 2 63 
| Sinclair Oil & Gas Co --| Plant No. 23_- 309, 342 78. 05 
8. | Gulf Oil Corp_-- Waddell-__- 62, 844 | 5. 08 
Houston Hydrocarbon Corp....| Cardona Lake | 24, 916 | 53. 65 
| Odessa Natural Gasoline Co.....| Odessa Nat--. 49, 707 | 4.27 
Phillips Petroleum Co-_--- Andrews 751, 082 34. 63 
-do_.- : ..----| Crane 30, 018 | 2. 21 
0... ..-| Judkins_ 27, 172 | 3. 10 
Reef Fields Gasoline Corp_._....| East Vealmoor 70, 081 | 7.31 
Sunray Mid-Continent Oil Co__| Snyder | 326, 365 | 20. 86 
9. Texas Natural Gasoline Corp_._| Walnut Bend- | 109, 948 | 13. 24 
10 Phillips Petroleum Co-__-.----- Canadian. -- ‘ 10, 828 | 2. 06 
eee 1 
Total...... copia wea wad one dena aeeiiooneerars scadauel 2, 887,007 ‘fe 2.2... 





! Does not include plants flaring less than 10,000 M c. f. per month. 
Source: Railroad Commission of Texas Form GP-1. 
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TABLE 10.—Carbon black plant operations in Texas, November 1956 


[All gas volume in thousand cubic feet] 


District 3 | District 4 | District 8 | District 10 | State total 











Number of plants __-........------ — 2 3 | 4 8 17 
Gas used for carbon bl: ack Se eee 258, 999 1, 523, 606 4, 739, 706 5, 845, 483 12, 367, 794 
Gas used for other purposes ead aciach 17, 427 13, 361 65, 923 149, 489 O45. 291 
Carbon black manufactured (pounds) -----| 1,688, 825 2, 538, 077 | 14, 067, 690 | 23, 246, 434 41, 541, 026 
Carbon black in storage (pounds) Fens 3, 557, 767 | 4, 507, 767 | 46, 741, 388 | 53, 445,033 | 108, 251, 955 
Carbon black produced per thousand cubic ; 
feet of gas (pounds).....---..----- an 6. 52 1, 67 | 2.97 3. 98 3. 36 











Source: Railroad Commission of Texas Form GCB 1. 


TABLE 11.—Presstire mainténance: and-repressuring plant operations in Tevas, 
November 1956 








Ie ia sh bebnn aniebieeninéeininne a ae = — 1 
Intake—kind of gas (M c. f.): ere 
es chee eee e. ta Lea Coe a kane oue poke WoeCOee Ue Len nab nb uwimnccgmne owe, tee 
i a ed eae Sel ine nieliaiaintwtormmre dinero ..-- 5, 054, 833 
tas cad eo raerg ae key aeneseuebaeseaettes caaccnbebs aseuuanene : 1, 079, 157 
a a aa : : - 243, 737 
tetas ttiad dicesinticesinone masse eee A eee Saisie a cectasccttabsagaiiiis tb atpicnitiedles 6, 748, 243 
Disposition of residue (M e. f.): 
ine ap eerabapansastbnsonwece ca ied 234, 804 
Gas lift - - eine nt aeingwdneadibenss > kewernays psawee we nits a“ feelin esse ee 
Pressure maintenance and repressuring - Se ben ibeibenbnnmaneceu naeee kaa ane 5, 307, 245 
a nae cate hethminweennsinbie alan eitieclenda ; sano icivenivecsone> | 
i a a eahan pashan naetebaeaacnsedaannescnsmce}acassuts 77, 968 
I a ioe nem enwan<oce sas inc titnininilagabneins tinea clog planpag eas Ser 
TNS ode annhch sw shan darlene Aiba teite Rtgs ecitebschdickteeiniivpedneeaeceasts Sa eictastele . 6,748, 243 
Number of injection wells_..._........---.-...-- i hisesiaags Sills wi aietiso cabinets ciated Niece ied 462 


Source: Railroad Commission of Texas form PM-1. 


TABLE 12.—Gas exported from Texas, November 1956 


[All gas volumes in thousand cubic feet] 

















i ! 
Texas pro- |Importedgas| Total gas 
Company duced gas exported exported 
exported | 
r | 
re Ci C0. 8... ccccbectpecemebtinioensesens 4, 906, 451 701, 171 5, 607, 622 
i oa, cn ale eared inp Renhusnandintewewsimnne 349, 660 0 349, 660 
es 2. casiiwasenebnamawene nem 2, 780, 059 0 | 2, 780, 059 
OR as cae necneuevadigaweccqshhe 7, 567, 142 0 7, 567, 142 
Consolidated Gas Utilities Corp. .-.....-...-.-.-....-----.--.- 1, 012, 579 0 1, 012, 579 
a a  eeomatinhale mall send eenamee 21, 191, 405 21, 335, 998 42, 527, 403 
ao eet oneutigiemmeicaninirenattrinie’ 50, 611 95, 943 146, 554 
Michigan-W isconsin Pipe a a hehe 8, 605, 554 904, 942 | 9, 510, 496 
Mississippi River Fuel Corp ------ Divs mciiarisiagtelinestere-canant-asain 1, 310, 912 | 0 1, 310, 912 
Natural Gas Pipe Line Co of Oo ae idee Ie ah 11, 774, 042 | 0 11, 774, 042 
Northern Natural Gas Co aes in iadencanis Mdina eniieiinins 14, 731, 046 4, 606, 487 | 19, 337, 533 
Panhandle Eastern Pipe Line SS sree ee ae sd 9, 035, 533 | 1, 011, 518 10, 047, 051 
Public Service Corporation of Texas-----.......--------------- 27, 450 | 0 27, 450 
iain ah omcadimnnd apreyeleh teats smnnmnil 602, 028 0 602, 028 
a nneennondeneibquaghpers<ecieas 796, 379 0 | 796, 379 
es un auenscotnemnannes chien 66, 238 0 | 66, 238 
Southeastern Public Service Co. .......................-....- 10, 478 0 | 10, 478 
‘Tennessee Gas Transmission Co. -.-.............--.-.----......- 50, 043, 859 0 50, 043, 859 
Texas Eastern Transmission Corp------....----.------------ 23, 481, 168 0 23, 481, 168 
Texas Gas Pipe Line Corp ; TOT 1, 555, 440 | 0 1, 555, 440 
Texas Gas Transmission SN etdcomsesandiee ueinaes 5, 629, 410 0 | 5, 629, 410 
Texas Gas Utilities Corp ~ i oonakek . 89, 920 | 0 89, 920 
Texas Illinois Natural Gas Pipe Line Co___....-.----------- 15, 282, 705 | 0 15, 282, 705 
Texola Gas Co fini — 1, 883 | 0 | 1, 883 
Transcontinental Gas Pipe Line Co } 13,595, 298 | 0 13, 595, 298 
Trunkline Gas Co Sis | 8, 729, 135 | 0 | 8, 729, 135 
United Gas Corp etc senene ‘Sei aeeis 79, 116 | 0 | 79, 116 
United Gas Pipe Line Co ae -| 12,735, 680 | 21, 257 12, 756, 937 
Rp EOD. 5 oc ncdcccacesecuns 928 | 0 928 
ee = - a 7H = 
ele cues aree pa cwet a 216, 042, 109 | 28,677,316 | 244,719, 425 


NoTE.—3.55 percent increase of Texas eiainaasih gas asian over November 1955. 
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Senator O’Manoney. The committee now stands in recess until 2: 30 
this afternoon. 

(Whereupon, at 12:20 p. m., a recess was taken until 2: 30 p. m. of 
the same day.) 


AFTERNOON SESSION 


Senator O’Manonery. The committee will come to order. We will 
make it a part of the record that I was advised by Senator Magnuson, 
chairman of the Committee on Interstate and Foreign Commerce, that 
it has now been possible for him to appoint a subcommittee to join with 
us in this study of oil prices. 

This subcommittee will be chairmaned by Senator Pastore, of Rhode 
Island. I expect him this afternoon, but there are many things going 
on in the Capitol. 

The participation of the Interstate and Foreign Commerce Commit- 
tee with this committee is official and has been in existence from the 
beginning. The Interstate and Foreign Commerce Committee has 
been represented here by staff members who have been present at each 
hearing. 

Senator Holland, I understand that you have another communica- 
tion that you would like to present to this committee. 

Senator Hotitanp. Thank you, Mr. Chairman. 


STATEMENT OF HON. SPESSARD L. HOLLAND, UNITED STATES 
SENATOR FROM THE STATE OF FLORIDA—Resumed 


Senator Hotianp. May I say that I am happy as you are that the 
Interstate and Foreign Commerce Committee is going to officially join 
in this investigation, which means that you will have the best brains 
of the Judiciary, Interior, and Interstate and Foreign Commerce 
Committees all looking into this vital question, vital to the people of 
the State of Florida and, I am sure, many, many other people through- 
out the Nation. 

Senator O’Manoney. We have some of the best brains testifying on 
this, too. 

Senator Ho.tuanp. Thank you, Mr. Chairman. 

As I have explained to the chairman, we have received a wire from 
Hon. Abe Aronovitz, the immediate past mayor of the city of Miami, 
and a very public-minded citizen, advising that he could not attend 
and asking the chance to be heard later, and also asking that his wire 
be read into the record. 

This wire was received after we had planned the presentation by the 
gentlemen I introduced this morning. I am going to ask the privilege 
of reading the wire into the record w vith the understanding that it will 
appear in the record following the testimony of the Flor ida witnesses 
who were introduced to the committee this morning. 

Senator O’Manoney. It is so ordered. 

Senator Hottanp. Mr. Chairman, in closing I call attention to the 
fact that. Ma. Aronovitz has asked for the right to be heard at a !»ter 
date by your committee. 

Senator O’Manoney. Senator, before you leave the room, I might 
say that the telegram you have read from the former mayor of Miami 
brings to my mind, because of a reference that he made to contribu- 
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tions to political campaigns, that the Superior Oil Co.—which was 
represented by Mr. Keck in the incident that brought about the public 
statement of Senator Case of South Dakota repudiating a contribu- 
tion from that company—was a member of the Petroleum Supply 
Committee which the Department of Interior had worked with prior 
to the Suez Canal closing and which is one company member of the 
previous committee which was omitted from the MEEC when that 
was created. I mention that just as an interesting bit of information 
picked up along the way. 

Who is the first witness to appear now? 

Mr. Boyp. Alan Boyd, Mr. Chairman. 

Senator O’Manoney. Mr. Boyd, would you identify yourself for 
the record ? 


STATEMENT OF ALAN S. BOYD, CHAIRMAN OF THE FLORIDA 
RAILROAD AND PUBLIC UTILITIES COMMISSION 


Mr. Boyp. I am Alan 8S. Boyd, chairman of the Florida Railroad 
and Public Utilities Commission. I am an elected official of the State 
of Florida, elected statewide to serve a 4-year term. I appear here in 
my representative capacity as chairman of that commission and also 
at the request of Governor Leroy Collins of the State of Florida. 

Senator O’Manonry. You may proceed. 

Mr. Boyp. Thank you, sir. I would like to say before proceeding 
that both for Governor Collins and for our commission, we very much 
appreciate the opportunity to permit us to express our views on this 
situation. 

I appear before this committee on behalf of, and at the direction of, 
the commission, a constitutional and statutory body having jurisdic- 
tion over persons and corporations engaged as common carriers in 
transporting persons and property or performing other services of a 
public nature, including privately owned electrie and gas utilities. 

In view of the commission’s relation to the general public, it can be 
said that I also appear on behalf of the many hundreds of thousands 
of public utility consumers, freight shippers and receivers, and others 
who are, or will be, financially and otherwise detrimentally affected 
by the recent increases in fuel-oil prices. 

While the commission does not have jurisdiction over rural electric 
corporations and municipally owned systems, what I say with respect 
to consumers of privately owned utilities applies with equal force for 
consumers of publicly owned utilities’ systems in that our newspapers 
have reported recently that rates of publicly operated powerplants in 
Florida including Tallahassee and Key West have been increased to 
meet fuel-oil prices. I have also noted in the press that fuel-oil price 
increases will cost the electric department of the city of Jacksonville 
about $1 million annually. 

The railroad and public utilities commission has adopted a lengthy 
resolution setting forth some of the more direct adverse effects on 
Florida citizens and businesses as a result of recent crude oil and 
petroleum product price increases. Copies of this resolution deploring 
these apparently unwarranted increases have been made available to 
vou gentlemen. 

Florida is expanding rapidly in all fields of economic activity. Its 
rate of population growth is phenomenal. All of the new or expanded 
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industries in Florida need continuing amounts of fuel or one of its 
major end products, electrical power. The cost of fuel and electrical 
power are clirectly related to the industrial growth of the State. 

Our new citizens are not mainly retired people who come to sit. in 
the sunshine through the balance of their declining years. Mostly, 
they are the young or middie aged who want to make their homes or 
careers in Florida. These people need employment. Employment is 
available only as we obtain more factories and other businesses. 

One immediate adverse effect of these recent oil-price increases is 
that when industry finds the cost of fuel oil and electrical power are 
skyrocketing in Florida with no competitive fuel available, there is 
small inducement for management to invest here in plant and equip- 
ment. Therefore, the necessary jobs for the growing population will 
not be available. Florida, its citizens and businesses, is literally at 
the end of the line. Rising costs must be absorbed in Florida; they 
cannot be passed on. 

In Florida the cost of fuel constitutes a large part of furnishing 
utility service. In order to avoid the disruptive effects of fluctua- 
tions in the price of fuel oil as regards both utilities and consumers 
and so as to avoid numerous and extended rate hearings whenever 
the price of fuel moves up or down, which price is not subject to 
any regulation whatsoever by Federal or State authorities and hence 
beyond the control of regulatory authorities, the Florida Commission 
has approved rate schedules containing fuel clauses. Simply stated 
by such clause the consumer of utility service is required to pay the 
increase in the cost of fuel above a specific base, if an increase occurs, 
and they are given the mee of a decrease when a reduction occurs. 

Rate schedules with fuel clauses are general throughout the public 
utility industry and have been authorized by numerous regulatory 
commissions and upheld by the courts. U nder the Florida commis- 
sion clause, the recent increase in fuel-oil price will be borne by the 
affected customers to the extent of many millions of dollars annually. 
But this is only a segment of the disastrous effects of the fuel oil 
merease on the people of Florida. Florida industries use as much 
fuel oil as Florida utilities. 

Based upon an estimated use of 40 million barrels of oil annually 
for 1957 the utility customers and such industries must. bear increases 
of approximately $80 million annually. Adding this multimillion 
dollar increase to the i inereases borne by the other 47 States produces 
an astronomical amount of loss suffered by the people of the United 
States and an astronomical gain obtained by the oil industry. It 
should be kept in mind that 1 am speaking only of fuel-oil price in- 
creases and not the millions of dollars increase in gasoline and other 
petroleum products affecting Florida industries, business and citizens 
as well as those of the entire United States. 

I should say that I am opposed to governmental ownership of busi- 
ness, including the oil industry. I am opposed to the regulation of 
the oil industry unless such industry does not discharge its corporate 
citizenship in the public interest or fouls its own nest in a manner 
detrimental to the public interest or fails to police itself internally and 
consistent with the public interest. Historically, Government regula- 
tion has come into place in those areas of industry where a large 
segment of the public becomes dependent upon a product or service 
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EMERGENCY OIL LIFT PROGRAM 


which (a) is without effective competition and (6) does not acknow!l- 
edge its own responsibility to the public which depends upon it. 

Nothwithstanding my personal philosophy it may become neces- 
sary that the oil tony be subjected to some remedial or corrective 
legislation having for its purpose such measures as will specifically 
avoid a repetition of the oil industry’s present price increase actions 
which are costing and will cost the consumers and citizens of Florida 
so many millions of dollars annually. Such remedial or corrective 
legislation is a matter for your review and the wisdom of Congress to 
whom we all must look for relief. 

This unconscionable oil price increase has resulted in thousands of 
what I feel are justified complaints to the President and Congress. 
Numerous editorials have appeared in our Florida newspapers de- 
ore this apparently willful action of the oil industry. The 

lorida Legislature is without power to regulate this interstate-com- 
merce industry because of the limitations of the Federal Constitution. 
We must have relief or we shall have chaos. ; 

In this connection many Floridians who are natural gas conscious 
because of recent publicity concerning the advent of natural gas in 
Florida have aie me why the price of natural gas to prospective 
Florida consumers is so closely regulated by the Federal Power Com- 
mission while prices of oil are not subject to any regulation what- 
soever. For this very pertinent question I do not have an answer 
but will leave the same with you. 

It should be recalled that the genesis of all regulatory cases— 
Munn v. Lilinois—does not concern a public-service company serv- 
ing millions of customers as does the oil industry and which affects 
the economy of the entire United States. This case pertained to 
grain storage warehuses patronized by farmers and graingrowers; 
however, the Supreme Court of the United States in 1877, and 
I might add parenthetically, when, I think, very few people will ac- 
cuse the Supreme Court of having any ultraliberal tendencies upheld 
a statute of the State of Illinois fixing the maximum rate for the 
storage of grain and held that when private property is devoted to 
a public use it is subject to public regulations. 

Senator O’Manoney. I might say, Mr. Boyd, that perhaps the 
Supreme Court in 1877 adhered to the fundamental liberal princi- 
ples of government. 

Mr. Boyp. I think that point is very well taken, Mr. Chairman, 
and what I refer to here as part of their decision is something that I 
think management as a whole in all industries could take to heart 
to make unnecessary any regulation. 

I commend this decision to your reading. It would be well if the 
management of all regulated and unregulated businesses read that 
decision at this time because it sets down a golden rule of regulation 
including the following: 

Property does become clothed with a public interest when used in a manner 
to make it of public consequence and affect the community at large. When 
therefore, one devotes his property to a use in which the public has an interest, 
he, in effect, grants to the public an interest in that use, and must submit to be 
controlled by the public for the common good—to the extent of the interest he 


has thus created. He may withdraw his grant by discontinuing the use; but, 
so long as he maintains the use he must submit to the control. 
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Certainly the common good is involved in this situation because the 
use of petroleum or its products touches every home in the United 
States. 

I note in the February 4, 1957 issue of Time magazine the follow- 
ing: 

Some profit pictures were much brighter. Oil industry earnings were pushed 
up by heavy demand arising from the Suez crisis. Sinclair’s net shot up to 
13 percent to a record $91 million in 1956. Socony Mobil estimated earnings 
at $250 million up from $208 million in 1955. Shell Oil hit $135.8 million, 
for an advance of $10.3 million. 

According to Goodbody & Co., in its monthly letter for February 
1957, discussing petroleum prospects—and I understand that copies 
of that letter have been previously made available to the committee— 

In summary, producing companies and domestic integrated companies that 
produce a large portion of their crude requirements are in the most favorable 
position. Domestic integrated companies that are large crude-oil buyers on 
balance should report further improvement during the first half of 1957, but 
profits for the second half appear somewhat uncertain at this time. Con- 
versely, profits for the international companies will be below year earlier levels 
during the early months of the current year but sharp improvement is expected 
after Middle East shipments are largely back to normal. 

There is a mass of other pertinent information in the Goodbody 
& Co. letter. I should like to urge that you gentlemen take the time 
to peruse this letter. 

According to figures developed by our staff concerning a number 
of the major oil companies for the years 1950 through 1955, these 
companies have made capital expenditures in excess ‘of $12 billion 
while obtaining less than one-half billion from long-term debts or 
by the sale of capital stock. The tremendous difference available for 
capital expenditure has come from retained earnings and deprecia- 
tion reserves. 

With but two exceptions these companies have shown an increase 
on the percent of return on total assets, less plant reserves, for the 
year 1955 over the year 1954. From the quotes above it is apparent 
that the earnings for 1956 were generally in excess of those for the 
year 1955. Copies of the studies made by our staff have been made 
available to all members of the commitee. 

It should be recognized by you that the oil industry generally 
raises its capital requirements, which are quite extensive, from in- 
ternal sources. Such general policy of financing is‘entirely different 
from regulated utilities like those under our commission’s jurisdic- 
tion in that such utilities must raise their capital requirements from 
outside sources. If regulated utilities were permitted to raise all 
their capital requirements from internal sources, as does the oil 
industry generally, the rates to produce funds from internal sources 
would be much higher—about 50 percent—than their present. level. 
As to whether the general practice of the oil industry to raise its 

capital from internal sources has any bearing on oil prices or the 
recent increased prices is a matter for your decision. 

I have no quarrel with the policy that the oil industry should be 
strong because of its relation to peacetime ‘uses and national defense. 
However, I have a similar view about other industries and businesses 
and also about the people of the United States, including our Florida 
folks, because it will be the American people who will make or break 
our national-defense efforts regardless of the oil industry. Our coun- 
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try is not engaged in a war at this time unless it can be said, and 
I think it can, that our daily contests with inflationary prices and 
constant price increases, including those of the oil industry, makes us 
engage in an economic war with each other. Regardless of required 
corporate and productive strength for any purpose, no American 
industry should unjustly add to its treasury earnings at the expense 
of the entire people of this Nation. 

Our commission is interested in relief from increased fuel-oil 
prices for our Florida affected people now. As to how immediate 
relief from these increased prices and the vicious inflationary circle 
it creates can be accomplished is a matter for the wisdom of our 
President, you gentlemen, and Congress. 

If situations exist that executive action can correct, such should 
be done immediately. If situations exist that only congressional 
action can correct, then immediate attention should be given to such 
situations and an interim report by this committee should be made 
to Congress and Congress should act immediately in the interests 
of the entire people of the United States. In any event, and pending 
executive, committee, or legislative action, the executive and legislative 
branches of our Government should immediately hold a joint confer- 
ence with the representatives of the oil industry and seek a rollback 
of oil prices to at least pre-Suez levels. 

The situation is serious. The adverse financial impact is now on 
our Florida people and others similarly affected by increased oil 
prices. An immediate solution must be found. It is hoped that such 
solution will come through an immediate recognition by the oil in- 
dustry that the people of these United States have just cause for 
complaint and that the oil industry will cancel all its recent increases. 

In closing, let me again emphasize the utter dependency of Florida 
on fuel oil. We have no coal, no waterpower, and no natural gas, 
We want the oil industry to eee but would prefer such prosperity 
to derive from increased efficiency and not because apparently the 
industry’s consumers are quite literally “over a barrel.” 

Senator O’Manoney. Questions? 

Senator Dirksen. Mr. Byrd, I notice on page 5 you say— 
it may become necessary that the oil industry be subjected to some remedial or 
corrective legislation. 

Have you any specific recommendations to make to the committee ? 

Mr. Born. No,sir. Idonot. And if I made any, I would be talking 
through my hat because I am not sufficiently familiar or grounded in 
the problem to make any intelligent recommendations, Senator. 

Senator Dirksen. Well, now, you are an elected public official for 
the State? 

Mr. Boyn. Yes, sir. 

Senator Dirksen. And you operate at the State level, of course ¢ 

Mr. Boyn. Yes, sir. 

Senator Dirksen. And I would assume this is a very well con- 
structed statement that you made to the committee. I would assume 
from this a very excellent background on your part, and I would 
assume further that perhaps you had some specific suggestion to 
make to the committee. 

Mr. Boyp. No,sir. Ido not, so far as legislative action is concerned. 
I included that in my statement because it appeared to me to be one 
of the possible choices of action which could be taken. 
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As far as a specific recommendation, my recommendation is that 
the Congress through the proper committees should consult with 
the oil industry to see whether or not it might be possible to get them 
to voluntarily roll back these prices or, in the alternative, to justify 
the increase. 

Now, I think that it is incumbent upon the oil industry to give a 
reasonable justification for the price increase. 

Senator Dirksen. Yesterday I read into the record a letter over 
the signature of the president of the Independent Petroleum Pro- 
ducers in the three States of Ilinois, Kentucky, and Indiana. They 
are all small producers. They insist that they have to have a price 
increase over and above the price that has been obtained for quite some 
time and it is part of their contention, they pointed out, what has hap- 
pened to alloy and carbon pipe, steel, wages, and to everything else. 
And they are quite incensed over the fact that suddenly all the hatchets 
and the arrows have been aimed at the oil industry and that includes 
them, and as small producers, of course—owning shallow wells, 

2,500 feet, 3,000 feet at the most—they feel that they are not producing 
or getting a price that is commensurate with their production costs to- 
day. They point out very specifically the increase in drilling costs in 
the last few years. 

Mr. Born. Well, Senator, if I may say so, I think this situation is 
analogous to that of the railroads in the United States, and there is a 
situation where I have no answer, no solution except that I feel the 
whole system is wrong. 

Now, the railroads are asking for an over-the-board increase, the 
vast majority of the rail carriers throughout the United States. They 
are not all in the same economic condition. 

The same thing, I am convinced, is true with the oil producers and 
the little ones I don’t question. Undoubtedly they need an increase 
due to these increased expenses. 

But the big ones—let us say that I would like to have them look me 
in the eye and say they have got to have it. I think the American 
people are entitled to know why this is and not have everybody point 
their finger at Suez and say, “Well, Suez is the reason,” because while 
I am not familiar with all the ramifications of the oil industry and 
none of them, as a matter of fact, just the mere fact that somebody 
says, “Well, the Suez Canal is blocked, therefore our prices are going 
up”; I cannot buy that. 

Senator Dirxsen. I see you cite the rather well-known case of Munn 
v. Lllinois. Of course, that was action taken by the State and not by 
the Federal Government. 

Mr. Boyp. That is correct, and the reason I cited that was not to 
recommend State action or Federal action but to point it up as a rule 
of procedure which I think all businesses, including the oil industry, 
could well follow for the benefit of their own company and stock- 
holders as well as the citizens of this country, their consumers. 

Senator Dirksen. Suppose the only effective remedy were a resto- 
ration of price controls. Would you be in favor ? 

Mr. Boyp. Well, I don’t really know how to answer that. I like 
ito think of myself as an unreconstructed capitalist also, but I cer- 
tainly see nothing innately immoral about price controls if the indus- 
try affected cannot police its own ranks, so to speak, and will not. 
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Senator Dirksen. Of course, any kind of price control would have 
to be rather uniform in character. 

Mr. Born. That is true. 

Senator Dirksen. You could not just spot your economy and say, 
“Put it here and not there,” because if you are going to do it for 
one, you would have to do it broadgage and probably your whole 
citrus crop would come under price controls. It would probably 
make a few of your growers unhappy down there, wouldn’t it? 

Mr. Boyp. It would all depend on where the price control was set, 
Senator. 

Senator Dirksen. I appreciate that. 

Senator O’Manoney. There is a big difference, I think, between 
growers of grapefruit in Florida and the companies which produce 
the oil on which so many of your industries depend for fuel. 

On page 8 of your statement, you make reference to figures de- 
veloped by your staff concerning major companies through a.6-year 
period. Is this the table entitled “Operating and financial data; 
sources, oil companies, Moody’s Investors Service, Moody’s Indus- 
trial Manual, and 1955 annual reports?” 

Mr. Boyp. Yes, sir, that is the graph. 

Senator O’Manoney. So this is the document upon which your 
conclusion is based 

Mr. Boyp. Yes, sir. 

Senator O’Manoney (continuing). That these large companies 
have made vast capital expenditures from internal sources. 

I notice from this table, which will be here made a part of the 
record, that there are listed several of the members of the MEEC— 


Standard Oil of New Jersey, Standard Oil of California, Humble 

Oil & Refining Co., which is not a member of MEEC but is a sub- 

sidiary of Standard of New sory Creole Petroleum Corp., which 
? 


I think is a member of the MEEC, certainly by way of major com- 
any ownership, at least; Texas Oil Co., which is a member of 
EEC; Socony Mobil, also a member; Gulf Oil, Sinclair Oil Co., 

both of them members; the Shell Oil Co., which is not a member; 

Phillips Petroleum, which is a member only by part ownership in one 

of the other members. 

(The table above referred to is as follows :) 
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REGULATION IN PUBLIC INTEREST 


Senator O’Manoney. Now, these figures show that Creole Petroleum 
Co., for example, from 1950 through 1955 showed a return on total 
assets less plant reserves from a percentage ranging from 23.2 in 1950 
to 28.5 percent in 1955. Standard of New Jersey ranges from 9.8 
percent in 1950 to 11.2 percent in 1951, 10.3 percent in 1952 and 1953, 
8.8 percent in 1954 and 9.9 percent in 1955. 

It is useless and unnecessary to go through all of the others, but it 
may be mentioned that the Shell Oil Co. is a Dutch company which 
is also affiliated with one of the oil companies which is a member of 
OPEG, the group of oil companies in Europe which advises Western 
European nations of the availability of oil supplies. 

Weare dealing, in other words, with major companies which operate 
throughout the world. Your recitation of the famous Munn case 
which began in the State of Illinois is the basis from which the doc- 
trine in this country arose that busines can become vested with a 
public interest. 

Now, are you suggesting to this committee that the oil business in 
the sense that it delivers fuel oil on a national scale into the State of 
Florida is, nevertheless, though it is not interstate commerce, so 
vested with the public interest that Congress might act to provide 
for its regulation, just as much as it does the regulation of freight 
rates for railroads? 

Mr. Boyp. Mr. Chairman, I am certainly not a constitutional lawyer 
but I would say that that proposition is correct. I think that that 
there is such a dependence by the people of every State on the oil 
industry that it is vested with a sufficient public interest that valid 
regulation could undoubtedly be put into effect. 

Senator O’Manoney. We have had the spectacle now of having the 
President of the United States in a White House press conference 
urge the oil companies voluntarily to do something about this price 
increase. He does not specify what ought to be done. He does not 
recommend any congressional action. In fact, the testimony here 
shows that the policy of the administration was to refrain from legis- 
lative action but to depend upon the suggestions of industry as to 
what should be done to regulate industry in the prices that are charged 
the public. 

I cite this because I think Senator Dirksen said your statement 
shows that you have a very excellent background and you presented 
your views lucidly. They clearly constitute a warning to the giant 
oil companies which are engaged in foreign commerce as well as 
domestic commerce that they are not to be compared at all with the 
small domestic oil producers which have not taken on the aspect of 
public utilities, vested with the public interest, because they are not 
integrated for the most part. 

An integrated company which deals in the material which is de- 
livered to the public in every step of its processing, from its production 
to its delivery, puts itself in a completely different category from 
the normal oil producer. Do you agree with that ? 

Mr. Boyp. Yes, sir. I think that is undoubtedly true, and I would 
like to concur that my purpose in making those statements was to 
try to get across the point that I felt that regulation was possible. 

Senator O’Manonry. You asked for a rollback of prices to pre- 
Suez days. How can you expect a rollback of prices to be voluntarily 
raade by these giant worldwide corporations? 
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Mr. Boyp. Well, in the brief time that I have been in public life, 
Mr. Chairman, it has been my experience that if you made a mistake, 
the best thing you can do and the smartest thing you can do is admit 
it readily when it is brought to your attention and retreat as grace- 
fully as possible. I think the oil industry would be very wise to do the 
same thing. 

I further more feel that they should have every reasonable oppor- 
tunity to put their own house in order, and if they don’t do so, then 
ae effort should be made to assist them in putting their house in 
order. 

Senator O’Manoney. What you present to this committee, sir, is 
as a member of the Florida Utilities Commission, and as a spokesman 
for the Governor of the State. You have spoken of the fact that you 
regulate the prices that the utilities place upon the commodity, the 
electric power, which the utilities serve to their customers, the people 
of Florida, do you not? 

Mr. Boyp. Yes, sir. 

Senator O’Manonry. You have no power to regulate the prices of 
the fuel that is furnished to the people of your State? 

Mr. Boyp. That is correct. 

Senator O’Manoney. Because that is a matter of interstate com- 
merce. And lacking that power, you have written into your contracts, 
or insisted that the utility companies should carry a clause, a fuel 
clause, as I think you called it. Can you give us the text of that law? 

Mr. Boyp. I have it right here, sir. Ficaee tell you better how it 
works because—— 

Senator O’Manoney. Put the text in the record and then tell us 
how it works. 

Mr. Boyp. I don’t actually have the text of the way the thing is set 
up in the tariff, Mr. Chairman. 

Senator O’MAnoney. Can you supply it to us? 

Mr. Boyp. Yes, sir. I will make that available, and I would like to, 
if I may, tell you very briefly by one example, how it operates. 

Senator O’Manoney. Please do. 

Mr. Boyp. For the fuel adjustment clause, using a base price of $1.47 
a barrel of fuel oil, the rates shall be increased by a percentage to 
reflect increases in fuel oil prices above this base. The percent in- 
crease in rates shall be one-eighth of 1 percent for each 1 percent 
increase in fuel oil price above the base price. 

For example, take today’s price of oil, we will say, at $2.45 per barrel. 
From the $2.45 we subtracted $1.47, which is the base price, leaving a 
price increase of 98 cents per barrel. We divided the 98 cents into the 
$1.47, the base price, which gives us a 66.7 percent increase above the 
base rate. 

Since for each 1 percent increase over the base price the rate is in- 
creased by one-eighth of 1 percent, we divided 66.7 percent by 8, giving 
us a 8.33—814 percent increase which is added to the customer’s bill. 

Senator O’Manonry. Has that increase in the customer’s bill al- 
ready been put into effect in Florida as a result of this recent rise in 

rice? 

Mr. Boyp. That increase will go out in the February billings. 

Senator O’Manoney. For the month of February ¢ 

Mr. Boyp. Yes, sir. 
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Senator O’Manoney. So that every bit of electric power that is now 
being purchased during this present month will be billed when the 
February billings go out at this increased rate ¢ 

Mr. Boyp. At an increased rate. It won’t work out exactly as I have 
it there, but 

Senator O’Manoney. An increased rate? 

Mr. Born. Yes,sir. That is correct. ay 

Senator O’Manoney. Then your fuel clause is not unlike in princi- 
ple the wage clause which General Motors made with its employees 
which was based upon the cost of living. 

Mr. Boyp. I think that is true, sir, that we operate from different 
indices but the-——— 

Senator O’Manoney. The principle is the same? 

Mr. Boyp. The principle is the same, yes, sir. And the reason for 
that is, as I expressed, we hold our utility companies to a more or less 
rigid rate of return which we think is quite reasonable for a utility. 

Senator Dirksen. What is that return ? 

Mr. Boyp. That will average, for an electrical utility, Senator 
Dirksen, about 614 percent on their net investment. 

Senator Kerauver. Is that on net worth? 

Mr. Boyp. Yes, sir. 

Senator Dirksen. Is that what you use for base? The net worth? 

Mr. Boyp. Yes,sir. We have different formulas for working it out, 
but that is about what it comes out as. And with the price of fuel oil 
fluctuating as it has so much over the past years, we felt that it would 
be to the benefit of the public to put this fuel-adjustment clause in be- 
cause if the price goes up, the utility is entitled to ask for an increase 
and in order to do so, they have got to get up this mass of data, all of 
which they are entitled to charge to their operating expenses, then get 
the increase, then the price of oil goes down and then we have to go 
through an investigation to get them to decrease their price, which 
results in greater cost to the public over all, we feel, than the fuel- 
adjustment clause. 

Senator O’Manoney. The resolution to which you refer will be 
made a part of the record. This resolution undertakes to present a 
rather complete schedule of the increases in price which have taken 
place in Florida as a result of the increase in price of crude 

Mr. Born. Yes, sir. We tried to give specific examples to give some 
weight to the resolution. 

Senator O’Manonry. Any questions, Senator? 

Senator Kerauver. Just one or two, Mr. Chairman. 

Mr. Boyd, first I want to join in commending you upon a clear 
statement which gets directly down to the issues involved in the State 
of Florida and also in the other States of the Union. 

Your feeling is that as long as there is competition in some product 
which is a public necessity, competition should regulate the price so 
then governmental regulation is not necessary. But when it gets 
to a point where there isn’t any competition and the public is at the 
mercy of action taken by either one company or a group of com- 
panies, then it gets to a prant where there might have to be some 
regulation. Is that right? 

Mr. Boyp. Yes, sir; that is correct. I feel that this situation is to 
a great extent like raising your children, that if they get off base, 
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you should give them fair warning that if they don’t straighten up 
you will discipline them, and then if they get off base after that, you 
give them the business. 

Senator Kerauver. In connection with this fair warning, how long 
do you think you have to give people fair warning before you start 
doing something else about it ? 

I might call your attention to the fact that here is a newspaper 
clipping of September 3, 1956, in which the Government is asking 
the oil companies to cooperate in this program. 

Here is another one, August 3. Here is the President’s state of the 
Union message delivered on January 10, asking them to hold the line. 

Here is the New York Times, January 27: Steady Rise in Prices, 
Eisenhower Dilemma, which asks that something be done. 

And January 31, United States prods oilmen on aiding Europe, 
holding down prices. 

Here is the New York Times on November 18, 1956: Administration 
Presses War on Inflation. 

Here the press of today carries a headline: “Eisenhower Warns of 
Price Controls To Stem Inflation.” 

How long do you think you have got to keep on warning these peo- 
ple before the time comes when drastic action is going to have to 
be taken ? 

Mr. Boyp. Well, Senator, all I can say is a reasonable time, and 
what is a reasonable time, I have to leave completely in your province. 

Senator Keravuver. Do you feel that you have reached the point of 
a reasonable time running out in the State of Florida? 

Mr. Boyp. Yes, sir. It has already run. The sands have run out 
in our hourglass. 

Senator Kerauver. As you said in your statement, you are over 
the barrel. 

Mr. Boyp. That is correct, and it is not a very comfortable position. 

Senator Keravuver. I should say, in connection with all these warn- 
ings, that the President has issued the warnings but they are consid- 
erably negatived by the action of his own administrators—Mr. Worm- 
ser, Mr. Flemming, and Mr. Stewart, sitting in these MEEC meet- 
ing and not even being willing to lift their voice or raise a finger to 
try to get the companies to hold down prices. Their testimony here 
yesterday was an invitation that no matter how high prices go, Mr. 
Wormeser, at least, is not going to protest, is not going to do anything 
about it. So that considerably negatives the warnings, will you 
agree ¢ 

Mr. Boyp. Yes, sir. From what you say it certainly seems to me 
that there are two entirely different approaches to it, but I would 
like to say this, that this matter is too profound for me. 

Senator Keravuver. It does not do much good to have general warn- 
ings and then the people who are running the shop and are in daily 
touch with the industry and the setting up of the Middle East Emer- 
gency Committee do not follow up and are unwilling even to raise 
the issue with the oil companies, does it? 

Mr. Boyp. Well, if that is the case, it seems to me that that is like 
trying to please everybody and 

Senator Krrauver. You heard the statement here yesterday that 
people who are running this Middle East Emergency Committee were 


IN ENON OPRERRAE IE ION NTO ts aD i eee 


ERNET EET 





EMERGENCY OIL LIFT PROGRAM 


unwilling even to raise the issue. They said price is no considera- 
tion to them. 

Mr. Boyp. I am sorry to say yesterday I was flying around, Sena- 
tor, trying to get into Washington, and I haven’t even had a ‘chance 
to read the paper. So I don’t even know what transpired. 

Senator Kerauver. That was the astonishing testimony that we 
had from the men who are representing the Government in the De- 

artment of the Interior on this Middle East Emergency Committee. 
RS I think it completely negatives the pleas of the President. 

I agree with you that if sometime back they had all gotten together 
and put their foot down on these unjustified increases, they could 
have, perhaps, been effective in holding them down. It is going to 
take joint action of the strongest kind to do anything about it now. 

You say if there is real competition, maybe that is connected to 
higher price increases. Have you ever seen any real competition in 
the furnishing of oil to Texas? Aren’t all the prices about the same? 

Mr. Boyp. The only experience that I have had 

Senator Keravver. I mean, in furnishing oil to Florida. 

Mr. Boyp. The prices are all the same, and just as the prices of 
gasoline are all the same, with the exception of independents—— 

Senator Keravver. They are about the same amount, up and down, 
all the companies, all along together. 

Mr. Boyp. That is my impression ; yes, sir. 

Senator Kerauver. You know that is true; isn’t it? 

Mr. Boyp. I am sure it is, Senator. But, frankly, 1 haven’t looked 
into it, except from newspaper articles. 

Senator Keravuver. It shows that either they are working in concert, 
or that when one makes a price increase they all follow suit. 

Referring to your exhibit here in which you list some of the large 
companies, Mr. Boyd, you have got Standard Oil of Indiana, Standard 
Oil of New Jer sey, Standard of ‘California. They were all part of the 
same oil trust broken up, but they still don’t compete with one another. 

Then you have got Standard of New Jersey, which wholly owns 
Humble Oil & Refining Co. You know that, don’t you, Mr. Boyd? 

Mr. Boyp. Yes, sir; T understand that to be the case. 

Senator Kerauver. That is an unusual situation, that you let a 
wholly owned subsidiary make a price rise, and then the parent com- 
panies, those associated with it, follow along the same line. 

Mr. Boyp. Well, it is pretty nice, Senator, if you can get somebody 
else to do the dirty work. 

Senator Kerauver. You get the little fellow to make the price in- 
crease and then the owners of the company and those associated follow 
along and say, “Humble did it; we have to go along, too.” But the 
fact is that Standard Oil of New Jersey, which owns it has control of 
the offspring which made the increase. 

Here is another one, Creole Petroleum. That is a wholly owned 
Standard of New Jersey subsidiary. 

Mr. Boyp. I believe it is owned by one of the Standard companies. 

Senator Keravver. I refer you to your chart there. This Humble 
Oil Co., which raised the price and started the chain reaction which all 
of them are glad to follow, 1954 to 1955 

Mr. Boyp. That is 1950 to 1955. 
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Senator Kerauver. I know. But 1954 had 11.7 percent profit. Is 
that return on total assets less plant reserves? Then, in 1955, it is up 
to 13.2. 

Mr. Boyp. Yes, sir. 

Senator Krerauver. You said a few minutes ago that you allowed a 
percentage rate to the utilities based upon net worth, did you ? 

Mr. Boyp. Yes;thatistrue. But I would like to say, in all fairness, 
you can’t compare a producing oil company with a utility because the 
mode of operation is so completely different. 

Senator Kreravver. In any event, if these profits here were based on 
net. worth, they would be considerably higher than they are here. 

Mr. Boyp. That, I think, is correct, because I have just asked for a 
cursory examination on this matter by our staff and they tell me, with 
the utilities we regulate, if that return, if their rate of return were 
based on the same standard as that, it would probably be about 314 
percent. 

Senator Kerauver. Instead of 6144 percent? 

Mr. Boyp. Yes, sir; that is correct. 

Senator Kerauver. That is right. It would be, in the case of util- 
ities,-twice as much based upon net worth. Well, for your informa- 
tion, figuring out some of these, it is about 65 percent higher than these 
profits when based upon net worth in the oil industry. 

For instance, Standard of New Jersey in 1952 had a 10.3 profit. It 
would have been 16.4 based upon net worth. In 1951, 11.2-percent 
profit, and 18.9 if based upon net worth. 

Over on the left here, you have a note: “Stocks, books, etc., not 
included.” Do you mean stock dividends not included ? 

Mr. Born. Yes, sir. 

Senator Kerauver. You mean the dividends they pay, the stock 
dividends? 

Mr. Boyp. That is my understanding; that those were not included. 

Senator Keravuver. I] don’t know what that means. Mr. Boyd, have 
you investigated how much the oil industry as a whole increased its 
net profit in 1956 over 1955? 

Mr. Boyp. No, sir. I have not had an opportunity to do that, but 
I understand that the profits were up from this squib that I read in 
Time magazine, that their profits were up in 1956 over 1955. 

Senator Kerauver. The figure I have, 1954 to 1956, is a $385 million 
increase, 10.7 percent. Now, would you think that Humble Oil, 
making a 13.2 profit on assets, which would be over 20 percent on net 
eee was in such a depleted financial condition that it had to raise 
prices ? 

Mr. Boyp. Well, I would like to say, Senator, that the main thing 
that I concluded from that study was that, if I had the money, I would 
go out and buy some oil stock this afternoon because it looks like a 

arn good investment to me. 

Senator Kerauver. You asked what the Government could do. Of 
course, the Government does regulate a lot of industries as you say— 
Federal Power Commission, Civil Aeronautics Authority, Federal 
Communications Commission. The Government can put on price 
controls, can’t it? Then, of course, I know you have been trying to do 
something about nuclear energy down there in Florida. This un- 
doubtedly will accentuate your efforts in that regard, to have an alter- 
native power supply, won’t it? 
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Mr. Boyp. Well, that is true. Of course, we are in the position of 
a supplicant. We have to come to Washington on everything. We 
can’t do anything of any magnitude on nuclear power without the help 
of Washington, either. 

Senator Keravuver. Thank you very much, Mr. Boyd. 

Senator O’Manonry. Senator Dirksen ¢ 

Senator Dirksen. Mr. Boyd, just one question, if you know. What 
would be the average consumer’s monthly bill for electrical energy in 
Florida? Would it be $8 a month, $10 a month, $12, or what ? 

Mr. Boyp. Senator Dirksen, I think that I am an average consumer 
and I have a 2-bedroom house, television, electric stove, refrigerator, 
washing machine, hot-water heater, radios, and my electrical bill runs 
on an average of $10 a month. 

Senator Dirxsen. $10 a month. 

Mr. Boyn. Yes, sir. 

Senator Dirksen. Now, I am curious as to what this increase in the 
price of fuel oil would mean in the monthly bill of the average con- 
sumer like yourself. Can you calculate that and indicate how much 
would be added to your $10 per month ? 

Mr. Boyp. No, sir; lam afraid I can’t. I would like to request that 
you defer that question to ask Mr. Smith when he reappears. 

Senator Diesen. I will ask Mr. Smith right now. He is here. 

Mr. Smith, can you tell us if the average consumer uses $10 worth 
of electrical energy for all purposes in a month, what difference will 
there now be in his monthly bill as a result of this price increase in 
fuel oil ? 

Mr. Smiru. The typical residential bill of $10, it would be 55 cents 
added. That is 514 percent. 

Senator Dirksen. Instead of $10 a month, he would pay $10.55? 

Mr. Smiru. That is correct. 

Senator Dirksen. That would be $6.60 a year ? 

Mr. Smiru. That is correct, and to that would be added the taxes 
that many municipalities levy on the sales of electricity. Some of 
them run as high as 10 percent. 

Senator Dirksen. Of course, that tax you Florida folks levy your- 
selves ? 

Mr. Smiru. No, sir; the city levies it. We collect it for the city. 
In other words, the city on that $6.60 would collect another 66 cents 
if the tax was the maximum permitted under the laws of Florida. I 
would say the taxes down there would average about 7 percent through- 
out all the municipalities. 

Senator Dirksen. So, to the average consumer this will amount to 
about 55 cents a month ? 

Mr. Boyp. Yes, sir. 

Senator Carroti. At this point in the record, I would like to ask 
Mr. Smith or Mr. Boyd just 1 question, about this 55 cents per 
month. Is that what you meant in your testimony when you said 
it would add about $6 million to the electric bills for approximately 
600,000 customers ? 

Mr. Smiru. That is correct. 

Senator Carroti. That is what you meant to say ? 

Mr. Smirn. Our base revenue upon which this 514 percent would 
apply would be about $105 milloin, so it would be about $6 million 
added to the total. 
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Mr. Boyp. I would like to say that that figure pertains only to 
the customers of Florida Power & Light Co. and not the other elec- 
trical utilities in Florida, which together would aggregate about the 
same number of residential customers as Florida Power & Light has. 

Senator Carrotu. To put it another way, would there be an addi- 
tional $6 million, then, to the other customers ? 

Mr. Born. Yes, sir. 

Senator Carrot. Actually, it would be a total increase to the con- 
sumers of Florida of approximately $12 million, as a result of this 
increase in fuel-oil prices 4 

Mr. Boyp. Yes, sir; and that is purely through electrical energy. 
That has nothing to do with our freight rates, ‘and all of our rail- 
roads are dieselized in Florida, and the price increase also affects 
them. 

Senator Carroty. Are there some estimates on that 4 

Mr. Born. No, sir; other than as appears in the resolution of our 
commission which I think sets forth some figures on that. 

Senator Carroti. Thank you. 

Senator O’Manonry. Mr. Kennedy, you may proceed, sir. Please 
identify yourself for the record. 


STATEMENT OF J. DILLON KENNEDY, COMMISSIONER, PUBLIC 
UTILITIES, JACKSONVILLE, FLA. 


Mr. Kennepy. Mr. Chairman and gentlemen, I am the commis- 
sioner of utilities, representing the city commission of the city of 
Jacksonville, Fla. The city commission is the administrative body 
charged with the responsibility for the operation of the electric and 

ater utilities of the city of Jacksonville. I am here at the request 
of counsel for the committee; I presume in reply to the President 
on this matter on January 17, 1! 957, 

Senator O’Manonry. You may proceed. 

Mr. Kennepy. The city of Jacksonville, Fla., owns and operates its 
own municipal electric system. The system serves 115,331 customers 
in an area encompassing all of Duval County and a portion of Clay 
County including the towns of Orange Park, Green Cove Springs, and 
the naval berthing area. 

To serve the electrical demand in this area required the generation 
of 1,181,252,500 kilowatt-hours of electricity in 1956. This ‘electricity 
was generated by three generating stations—the Talleyrand station, 
the Southside station, and the floating powerplant Inductance. 

The fuel used to generate steam to produce this power has always 
been, because of economic considerations, Bunker C residual fuel oil. 
To meet the gross electricity generated in 1956 required 2,220,592 
barrels of residual fuel oil. 

Although the Southside and Talleyrand station boilers are designed 
to burn powdered coal, natural gas; or residual oil, a’substantial capital 
investment would have to be made to install coal handling and coal 
storage facilities. Natural gas is unavailable in the Jacksonville area 
at the present time. It is “therefore the unfortunate circumstance, 
due to geography and economic hardship, to be required to produce 
electricity w ithout the benefits to be gained from competition in types 
and pricing of fuel. 
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The city of Jacksonville issues an annual call for bids for its fuel- 
oil requirements and accepts the lowest and best bid conforming to the 
specifications. 

The available records show that prior to World War II, the city of 
Jacksonville was favored with proposals from three or more oil com- 
panies every year. The pricing policy in effect by all companies at 
that time guaranteed a firm maximum price per barrel and also gave 
the city the benefit of any price decline occurring during the period 
of the contract. 

During World War II, price controls were in effect and the city 
received oil at fairly stable prices but without any price limitation. 
All oil purchased since 1951 has been sold based on price in effect on 
date of delivery. 

When price controls were discontinued after 1946, the price of 
residual fuel zoomed upward to a maximum of $2.98 per barrel in 
1948. 

The rapidity with which the inflationary pressures incident to the 
outbreak of war in Korea and the announced stepped-up rearmament 
program were being reflected in price increases throughout the econ- 
omy during the latter part of 1950 required immediate action in the 
field of direct controls. Accordingly, a general ceiling price regula- 
tion was issued on January 26, 1951, to stop the mounting inflation. 
Specific price-control regulations covering the products of the petro- 
leum industry were formulated. 

The ceiling price for bunker C residual fuel oils established for the 
Jacksonville Harbor was set at $2.18 per barrel. The ceiling price 
was raised effective December 5, 1951, to $2.37 per barrel. The ceil- 
ing prices were not exceeded until August 22, 1955, although the office 
of Price Stabilization was terminated on April 30, 1953. It was on 
this date that the Jacksonville Harbor price for residual fuel oil was 
raised from $2.30 per barrel to $2.44 per barrel. 

The recent increase in fuel price to $3.07 per barrel on January 21, 
1957, when compared with July 28, 1955, price of $2.30 per barrel, 
represents a 33.4 percent increase in 17 months. During this same 
period, the Wholesale Commodity Index, as published by the Depart- 
ment of Labor, only increased 5.3 percent. 

Further evidence of the arbitrary and inconsistent position of the 
fuel-oil pricing structure can be seen in a comparison of the January, 
1953 Jacksonville Harbor price of $1.82 per barrel with the recent 
January 21, 1957 price of $3.07 per barrel. This difference in cost 
of $1.25 per barrel represents a 68.6 percent increase since price 
regulations were lifted. Again the glaring inconsistency stands out 
when it is known that the Wholesale Commodity Index changed only 
from 109.9 to 116.2 or 6.3 percent. 

To throw further light on the pricing policy, crude oil prices were 
investigated. The average United States wholesale price of crude oil 
(8 areas), as reported by the National Petroleum News, was $2.73 
for 1953. Recent advances of crude oil prices have established a price 
of $3 per barrel. 

Thus, crude oil prices have increased only 9.8 percent as compared 
to a rise of 68.6 percent for residual fuel. 

The net profit statements for 20 large oil companies for 1955, as 
shown in the National Petroleum News Factbook for 1956, gives an 
average net profit increase over 1954 of 16.7 percent. 
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The net profit statements for 20 large oil companies for 1955, as 
shown in the National Petroleum News Factbook for 1956, gives an 
average net profit increase over 1954 of 16.7 percent. 

The net profit per share of common stock for the Standard Oil 
Company of New Jersey showed a change from $9.56 in 1954 to 
$10.96 in 1955. The Gulf Oil Corp. showed a similar increase from 
$6.87 in 1954 to $8.19 in 1955. The Texas Co. boosted their net 
profit from $8.24 in 1954 to $9.57 in 1955. 

These profits were made based on a crude-oil price of $2.82 for 
1954 and $2.82 for 1955. The spread between the crude price and the 
average price of four products increased from $0.91 in 1954 to $0.99 
in 1955. 

This data was obtained from the 1956 National Petroleum News 
Factbook. 

It appears from the foregoing data that recent advances in crude oil 
prices cannot account for the extreme change in residual oil prices. 
Other factors affecting the price structure were investigated. 

The oil supplied to the city of Jacksonville weighs 350 pounds per 
barrel. The oil tanker rates are set up on price per ton. Thus in 
1953 the average dirty tanker rate on North of Hatteras fixtures from 
the United States gulf was $2.05 per ton or $0.36 per barrel. This rate 
increaser to $0.37 per barrel in 1954. In 1955, the average rate was 
$0.49 per barrel. The average rate for 1956 was approximately $0.53 
per barrel. Presently the rate for Januaty 1957 is $0.98 per barrel. 

The present supplier of residual oil to the city of Jacksonville 
operate their own vessels. The 1956 requirements of the city of 
Jacksonville required the delivery of 200,000 barrels per month. Esti- 
mating 2 days to load, 5 days from Port Arthur, Tex., to Jacksonville, 
2 days to unload and 5 days to make the return trip or a total of 14 
days for the round trip, carrying a cargo of 100,000 barrels, it is 
apparent that 1 ship must be available throughout the month to serve 
the city of Jacksonville. This is shown by a study of the vessels 
bringing cargo oil here in the past 2 years. 

This information is brought out to show that the cost of delivering 
oil to the city of Jacksonville should not vary to the extremes indicated 
on spot voyages where tanker rates are made variable by the ever- 
changing demand. Any increase in the Jacksonville Harbor price as 
established by our supplier should only reflect increases in his actual 
operating costs and should not be affected by the profiteering factors 
due to world tankage shortage. 

_The city of Jacksonville’s municipal electric system has an obliga- 
tion to its customers to furnish electricity at reasonable rates and it 
has always done just that. 

senefits of increased economy of operation due to the installation 
of larger and more efficient generating equipment coupled with rapid 
load growth which reduces. unit costs, have been passed on to the con- 
sumer as shown by the 744-percent rate reduction made in 1951. 
_ To hold this rate line, the utility has already absorbed a 22.4 percent 
mcrease in cost of fuel oil since 1953. : 

The recent unwarranted increases in fuel oil cost will impose an 
additional 22.8 percent direct production cost increase upon the city 
electric plants during the year of 1957. Figures provided by the 
production department indicate that this increase in expected cost of 
oil will amount to at least $1,082,132 in 1957. Fuel oil costs in 1953 
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were 75.4 percent of the total cost of production at the switchboard. 
In 1957, they are expected to exceed 85 percent of the total cost of 
production at the switchboard. oe 

It is self-evident that there is no practical way to absorb a million 
dollar increase in fuel costs. Efforts will be made to effect further 
economies at the plants but since no new or more efficient equipment 
is scheduled for operation in 1957, our designed economy limit has been 
reached. 

This inability to absorb additional costs leaves only one alternative. 
These fuel costs will have to be passed on to the consumer. It is the 
position of the city of Jacksonville that the Congress of the United 
States should invoke such price regulations as may be necessary to 
protect the people of our country from the evil effects of profiteering. 
We also humbly ask that all oil supply sources in the continental 
United States be required to increase production of residual fuel oil 
so as to prevent the destruction of the economy of sections of the 
country dependent upon residual oil for the generation of electricity. 

Senator Dirksen. Mr. Kennedy, I notice that on page 2 of your 
statement you say that, “When price controls were discontinued after 
1946, the price of residual fuel zoomed up to a maximum of $2.98 per 
barrel in 1948.” And your last quotation was what, $3.07 ? 

Mr. Kennepy. $3.07. 

Senator Dirksen. So that price is roughly 9 cents a barrel higher 
than what you paid for fuel oil in 1948? 

Mr. Kennepy. That is correct, sir. 

Senator Dirxsen. Since you own a public utility, could you invoke 
the escalator clause like that referred to by Mr. Boyd? 

Mr. Kennepy. Not on our domestic and residential, on residential or 
commercial consumers, we invoke an escalator clause only on industrial 
users, on our primary transmission customers, and they pay a fuel oil 
adjustment—such, for instance, as the United States Navy. We were 
advised before we left home by the press that the Navy—there was a 
statement that the Navy was going to be short some $66,000 in their 
allocation for the purchase of electricity between now and June 30, 
due to this increased cost in fuel. 

Senator Dirksen. Did you invoke on the rate increases in 1948 when 
your fuel oil was within 9 cents of 

Mr. Kennepy. No, sir. 

Senator Dirksen. How did you make out on your rates? 

Mr. Kennepy. Well, we made out just like we are making out now, 
we did the best we could, and tried to increase the efficiency the best 
we could to offset it. 

Senator Dirksen. You managed to offset it out of accumulated sur- 
plus, or what? 

Mr. Kennepy. May I give you the fact on this matter? 

Senator Dirksen. Yes. 

Mr. Kennepy. This price of $2.98 only lasted for a very short while, 
and it dropped to $2.71, and in January it dropped to $2.46, and in 
February it dropped to $2.21, and then it went down to $2.01, and 
then to $1.96, oe then finally in 1950, on March 9, it was down to $1.74. 
So oil went down all the time, sir. 

Senator Dirksen. So that $2.98 price just lasted for a very short 
time ? 

Mr. Kennepy. That is right. 
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Senator Dirksen. Now, I notice that your cartage cost by way of 
tanker has gone up very considerably. 

Mr. Kennepy. Yes. 

Senator Dirksen. Is your supplier an independent contractor ? 

Mr. Kennepy. No, sir; we have been burning oil in the city of Jack- 
sonville—as a matter of f: ict, the city utilities has been in operation 
in Jacksonville since 1896. The station was converted to oil burning 
in 1906. And from 1906 until the present time, with two exceptions, 1 
believe, the Gulf Oil Corp. has supplied the requirements of the city 
of Jacksonville, and we have a contract now that expires on December 

81, 1957, with the Gulf Oil Corp. 

Senator Dirksen. When was that contract made? 

Mr. Kennepy. That contract was enterd into on the 1st of January 
this year. As a matter of fact, we asked for bids about October of 
the preceding year for our require ments for the following year. 

Senator Dirksen. I see your tanker cost was 36 cents a barrel in 
1953, and you say now that as of January 1957, your tanker cost is 98 
cents a barrel. 

Mr. Kennepy. That is not our cost. We were just quoting the 
cost of the Gulf Oil Corp. 

Senator Dmxsen. What do you pay? 

Mr. Kennepy. I beg your pordon, Senator ? 

Senator Dirksen. I say, what do you pay? 

Mr. Kennepy. What do we pay on transportation costs? 

Senator Dirksen. Yes. 

Mr. Kennepy. The price to us is the cost of oil on the date of de- 
livery f. 0. b. Jacksonville Harbor. 

Senator Dirksen. So you don’t know quite what the tanker rate is a 
bar rel ¢ 

Mr. Kennepy. No, sir. 

Senator Dirksen. I was wondering why you put that in your state- 
ment—it is interesting, of course, and I thought perhaps that it had 
some bearing on your particular case. 

Now, I notice in the last paragraph—and that, of course, is the 
significant paragraph in your statement—you say, “It is the position 
of the city of Jacksonville that the Congress of the United States 
should invoke such price regulations as may be necessary to protect 
the people of our country from the evil effects of profiteering.” Now, 
of course Congress does not invoke price regulation, Congress just 
supplies the authority under which an executive agency issues the 

regulations. May I deduce from that that you would favor price 
control ¢ 

Mr. Kennepy. I think it is the position of the city commission— 
and speaking for the city commission 
this matter is of such a serious nature that we feel that some es 
porary measure—if we should call it price regulation—should be 
invoked to give us relief in Jacksonville and in the State of Florida. 

Senator Dirksen. Well, of course, we are searching for a very 
specific recommendation here. I would gather that what you are 
interested in particularly is profit control, is that right? You want 
profit control ? 

Mr. Kennepy. Yes. 

Senator Dirksen. Now, one other question. You say, “We also 
humbly ask that all oil supply sources in the continental United States 
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be required to increase production of residual fuel oil so as to prevent 
the destruction of the economy of sections of the country dependent 
upon residual oil for the generation of electricity.” Now, of course, 
the production of oil of all kinds is not under the jurisdiction of the 
United States, that is a matter that is handled entirely at the State 
level. When you say you humbly ask that these producers be re- 
certs to increase production, did you envision there some kind of 
ederal requirement whereby we move in on the States? 

Mr. Kennepy. I think the sense of that request, Senator, would be 
that you gentlemen use your best judgment. 

Senator Dixsen. Of course, you have the problem, and we have 
the problem also. But you see, you have to refine these problems, 
oe them, in order to discover what kind of an approach to make 
to them. And so I am just foraging for any specific suggestion that 
you may have. 

Mr. Kennepy. That is the way we feel about it in Jacksonville. 

Senator Dimxsen. Thank you. 

Senator Carrotu. Mr. Chairman. 

Senator O’Manoney. Senator Carroll. 

Senator Carrotu. Mr. Kennedy, at this point where the fuel price 
zoomed upward to $2.98 per barrel, and then I think you have 
indicated in your testimony that there was a constant dropping—— 

Mr. Kennepy. Yes, sir. 

Senator Carroti. Now, referring to your statement on page 2: 

The rapidity with which the inflationary pressures incident to the outbreak 

of war in Korea and the announced stepped-up rearmament program were being 
reflected in price increases throughout the economy during the latter part of 
1950 required immediate action in the field of direct controls. 
Will you just briefly give us some idea as to how those prices began 
their upward surge during that period? In other words, is there any 
comparison between that period and the conditions which exist today 
in your area ? 

Mr. Kennepy. Well, this statement was taken out of the ceiling 
price regulation of the Office of Price Stabilization; that is where 
that statement comes from, sir. 

Senator Carrot. I notice that the ceiling price was established, 
according to your statement, on December 5, 1951, at $2.37 per barrel. 
What was the price situation at that time, prior to the price regula- 
tion ? 

Mr. Kennepy. It was $2.09. Then in 1952 it went up to $2.12 and in 
1953 it dropped back to $1.99, went up to $2.09, to $2.21, to $2.46, down 
to $2.45, at different dates, and then on July 13, 1956, it went to $2.59 
and on December 2, 1956, it went to $2.82. 

Senator Carrot. What was it, for example, in January of 1951? 

Mr. Kennepy. $1.99. 

Senator Carroti. And in 1950, when the Korean war was on, what 
was the price of it then? 

Mr. Kennepy. It went from $1.74 up to $1.99. 

Senator Carrotyi. And what was its high just prior to the price regu- 
lation that was imposed, December 5, 1951? 

Mr. Kennepy. $1.99. 

Senator Carroty, That was its high? 

Mr. Kennepy. Yes, sir. 

Senator Carroty. That regulation said $2.37 per barrel. 
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Mr. Kennepy. I might say, Senator, it is a rather interesting fact 
that we were notified by the Gulf Oil Corp. on January 14, 1957, 
that the price of oil to the city of Jacksonville would be $3.17 per 
barrel effective January 21, 1957. A 7-day delay clause in our con- 
tract prevents the Gulf Oil Corp. from establishing an immediate price 
change. Between the notification on the 14th of January and the effec- 
tive price change date of the 21st of January, the Gulf Oil Corp. ad- 
vised us by letter they were passing on to us a reduction of 10 cents per 
barrel and instead of $3.17 price quoted in their first announcement, 
the Jacksonville Harbor price would only be $3.07 per barrel. 

That was the date between the 14th of January and the 21st of 
January. 

Senator Carroitu. So if I understand correctly, from the figures 
in your statement, all during the Korean war period and during the 
period up to and including August 22, 1955, you were really paying 
a price from $2.30 to $2.44 a barrel. 

Mr. Kennepy. That is correct, sir. 

Senator Carrotu. So now the price per barrel is at the highest 
point in the history of your operation ? 

Mr. Kennepy. That is correct, sir. 

Senator Carroiu. Just one further figure that might be of some 
help for the record. What was the price that you were paying 6 
months ago? 

Mr. Kennepy. We would have to take July, Senator, the 13th, 
which would be $2.59. 

Senator Carroni. $2.59. What were you paying in September? 

Mr. Kennepy. Of that year? 

Senator Carroiy. That is right. 

Mr. Kennepy. We were paying, still paying the $2.59, and we got 
a rise to $2.82 on December 2. 

Senator Carro.u. That is when it began to climb up? 

Mr. Kennepy. The Jacksonville Harbor price remained stable 
from August 20, 1955, at $2.44 per barrel until July 13, 1956, when 
it was Increased to $2.59 per barrel. On December 2, 1956, a further 
price increase of 23 cents per barrel brought the Jacksonville Harbor 
price to $2.82. 

Senator Carrotyi. And then the next rise after that 

Mr. Kennepy. The next rise that they notified us—on January 
14 we would get a 35-cents-a-barrel rise, which was to be $3.17. And 
in the intervening time between January 14 to January 21 they noti- 
fied us that instead of it being 35 cents it would be 25 cents. So we 
are now paying $3.07 f. o. b. Jacksonville Harbor for all tanker 
deliveries, which is supposed to be 10 cents a barrel below the barge 

rice. 

Senator Carroiu. Percentagewise, what is the percentage price in- 
erease from July of 1956 until January 14, approximately ? 

Mr. Krennepy. About 60 percent, I think. 

Senator Carroti. You went from $2.59, as I understand it—— 

Mr. Kennepy. To $2.44. 

Senator Carrouy. $2.44? 

Mr. Kennepy. Yes, sir. 

Senator Carrotu. Up to the present price of $3.07 ? 

Mr. Kennepy. Yes, sir. 
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Senator O’Manoney. Thank you very much, Mr. Kennedy. We 
appreciate your statement on behalf of the municipally owned plant 
in Jacksonville. 

Senator Kennepy. Mr. Chairman, I want to take this occasion to 
thank you and the committee for allowing me to appear before this 
committee on behalf of the city of Jacksonville. 

Senator O’Manoney. You have brought some very valuable infor- 
mation. 

Mr. Kennepy. Thank you, sir. 

Senator O’Manonry. The next witness will be Mr. Shelton. 


STATEMENT OF WILLIAM C. SHELTON, MANAGER OF THE BUSINESS 
RESEARCH DEPARTMENT OF THE FLORIDA DEVELOPMENT COM- 
MISSION 


Senator O’Manonery. Will you identify yourself for the record, 

lease ? 

. Mr. Suetron. I am William C. Shelton, manager of the business 
research department of the Florida Development Commission. 

Senator O’Manoney. What is the Florida Development Commis- 
sion ? 

Mr. Suetron. This is the agency of the State of Florida which 
is charged with the broad responsibility of the economic develop- 
ment and the general development of the State. We are very much 
concerned over the recent price increases in petroleum and its prod- 
ucts both from the standpoint of what this will do to Florida and 
from the standpoint of sound public policy. 

Florida is a major State in the consumption of petroleum products. 
If you will refer to the bound study prepared for us by the First 
Research Corp.—that is this document, Mr. Chairman. 

Senator O’Manonry. It will be received for the files of the com- 
mittee. 

(The study prepared by the First Research Corp. was made a part 
of the record, and will be found in the files of the committee.) 

Mr. Suetron. Thank you, sir. 

At tab A there, the first table in the book, you will see in table 1 
Florida’s consumption of oil products is large and growing. This is 
especially true of gasoline and residual fuel oil, shown in the first three 
columns in the table. We put in two columns for motor fuel, to show 
it both in barrels and in gallons. 

For petroleum products as a whole, Florida’s consumption has 
roughly doubled in the last 7 years. Turning now past the graphs— 
there are several graphs which follow the table—you will see from 
table 2—that is tab B—that Florida ranks 10th among the 48 States 
in consumption of petroleum products. 

This fact is shown graphically in the chart which follows. That 
is tab C. 

The chart after that one, I think, shows a rather interesting fact. 
In oil consumption, Florida is the most rapidly growing State—that 
is, the most rapidly growing of all the 48 and by far. Florida’s in- 
crease in oil consumption—and, Mr. Chairman, may I point out that 
I am talking here not just about fuel oil, which most of the witnesses 
have talked about, but about all petroleum products, gasoline and all 
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the other products. Florida’s increase in consumption from 1950 
to 1955 was 71 percent. And the next State had an increase of only 
40 percent. 

Also, as shown in the next chart—that is your tab E—our per 
capita oil consumption is second only to that of New Jersey. The 
reason that Florida is so important a State with respect to oil is 
that oil enjoys in our State a monopoly position. We are so far from 
the coalfields that it has not been economical to market coal in Florida 
in quantity. We have natural gas only in the northwestern part of 
the State. We have only two small hydroelectric dams, so we are 
completely dependent upon petroleum products, not only to run our 
automobiles but also to provide heat, electricity, and in fact all 
forms of commercial energy. 

So an increase in oil prices hits Florida harder than any other 
State. 

Now, going back to the bound study with this as a background, 
table 3 takes on some meaning. That is your tab F, the last tab. It 
shows that the petroleum price increases to date, if they stick, will 
cost the people of the State of Florida about $65 million in 1957. 
This is $16 per capita and about $55 per family. 

Again, let me point out that the increases in electric bills which 
we were talking about earlier are only a part of this figure because 
the Florida consumer is going to pay for these increased petroleum 
product prices every time he fills his gasoline tank, every time he pays 
an electric bill, every time he buys heat for his home. 

If we had a tax increase of this amount, the people of Florida 
would demand to know what justification there was for such a levy, 
and we feel that we have the same right to know in the case of these 
additional levies on petroleum products. 

This briefly is why we are here. 

We have sought this justification in our offices in Tallahassee by a 
considerable amount of research both on our own part and by con- 
tracting with the First Research Corp. to study the question. We are 
not satisfied with the things we have found so far. In fact some of 
the things we have found are rather disquieting. We are not, how- 
ever, experts on the oil industry, or price and profit analysts.. I 
prefer, therefore, to leave this subject alone until the oil industry 
itself sets forth in a clear and rational manner what its reasons were 
for this winter’s large price increase in crude oil and all major pe- 
troleum products. 

Now, at the beginning of my testimony, I said that we in the govern- 
ment of the State of Florida were interested in these large oil price 
increases not only from the standpoint of what they will do to Florida 
but also from the standpoint of sound public policy. And just now 
I said that some of the things we had found out in our research on 
this problem were rather disquieting. Let me explain these remarks. 

There have been charges of monopoly leveled at the oil industry, 
and we felt it necessary to look into this matter in as objective a 
manner as possible. The word monopoly is, of course, no longer 
restricted to its pure meaning of just one producer or supplier. Today 
it is used in a rather general way to denote the absence of competition. 
It ey refer to a concentration of ownership or a concentration of 
control. 
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As regards ownership, there is a rather high degree of concentra- 
tion in the oil industry But not more than in many other major indus- 
tries. There is much more concentration of ownership in oil than in 
coal or cotton textiles, but less than in steel or automobiles. 

But the same thing is not true as regards concentration of control. 
One State, Texas, produces more than 40 percent of the domestic out- 

ut, and four more States produce about another 40 percent. ‘The 
Texas Railroad Commission has effective control over a large enough 
share of crude output to balance supply and demand at least over 
short periods, and it does not hesitate to use this power. Texas often 
acts as a balance wheel, and a very potent balance wheel it is. Dur- 
ing the last decade imports have offered some relief from this control, 
but since the introduction of the voluntary import control program, 
operated by the Office of Defense Mobilization under a Cabinet com- 
mittee, consuming States can no longer count on this recourse. With 
certain exceptions, imports of crude are now being held to the same 
percentage of total supply as they were in 1954. 

The influence of the Federal Government in oil matters goes further 
than this, of course, because the authority of State regulatory bodies 
in this industry derives from the Connally Hot Oil Act of 1935 as 
amended. If I may go into past history on this question a moment, 
there was quite a bit of competition, in crude oil production at least, 
before the passage of the Connally Hot Oil Act. 

On some occasions it was cutthroat competition, and the price of 
crude at times was very low. Those were depression days, and there 
os was a real need for this act of Congress, which outlawed the 

ow in interstate commerce of oil produced in excess of that permitted 
by State regulatory agencies. After the passage of this act, the price 
of crude remained close to $1 per barrel at the gulf coast for many 
years. 

The conditions of 1957, however, are not those of 1935, and some- 
times laws need to change with the times. The Texas Railroad Com- 
mission has recently ordered a cutback in the output of crude oil for 
February of 314 percent. If State regulatory bodies are going to use 
the authority granted to them by the Federal Government to support 
the oil industry in a major price increase for which there is no appar- 
ent justification, then it is time to reconsider the question of whether 
they should have this authority at all or whether this authority should 
not be restricted. 

Now, gentlemen, I think you begin to see what we in the consuming 
States find disquieting. In the first place, we have an industry with 
a moderately high degree of concentration of ownership. In the sec- 
ond place, we have State agencies which regulate the output of crude 
oil. In the third place, we have the Federal Government backing up 
the State agencies and holding down imports. 

The oil industry by itself is probably not a strong enough monopoly 
to establish and maintain artificially high prices for crude oil and 
petroleum products. But now that it is supported by State and Fed- 
era] agencies, it has taken advantage of a temporary situation whose 
effects on North America have been far less than might have been 
anticipted to raise oil prices across the board in an amount for which 
we have not been able to find adequate justification. 

Mr. Chairman, that concludes my written testimony. I would like 
to say that we in the commission have felt that there has been a con- 
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siderable amount of talking about this problem, but not very much in 
the way of action. 

Now, at the State level, there is really nothing that we can do. We 
are a consuming State and not a producing State. The Federal Gov- 
ernment has the authority not only to control interstate commerce, as 
it was originally construed, but the production of goods which go into 
interstate commerce. This has been quite clearly established, as you 
gentlemen undoubtedly know much better than I, over the last genera- 
tion. 

We felt, therefore, that the Federal Government offers the only 
recourse. 

Senator Dirksen. What is your specific recommendation ! 

Mr. Suettron. Well, Mr. Chairman, I am reminded a little bit of a 
story about the preacher and the bear, the old song that you remember. 
The preacher had to fight a grizzly bear, and the Yast thing he did was 
pray to God and say, “Now, Lord, if you can’t help me, for goodness 
sake don’t you help that bear.” 

We sort of have the feeling that the Federal Government and the 
producing States are “helping that bear” just a little bit. 

Senator Dirksen. I notice your mention there of the Connally Act. 
Of course, that was simply using the power of the Federal Govern- 
ment to help States enforce their own laws, that was the whole nub 
of it, because States couldn’t enforce their own laws when this bootleg 
oil got into the interstate pipelines. But that has been a pretty 
settled principle ever since I can remember. 

Senator O’Manoney. Of course, the States’ control over petroleum 
is based to a large extent upon the technical desirability of conserva- 
tion of resources. 

In the early development of petroleum in the United States, oil and 
gas fields were allowed to run wild. I remember very well 30 years 
or so ago in northern Colorado, a company drilling for oil brought 
in a stupendous gas well, it blew all of the drilling equipment out of 
place, it ignited and it was a burning torch to which people drove from 
all over the Rocky Mountain region just to see that fountain of natural 
gas burn itself into the air. 

The technology of oil has greatly increased since then, but one of the 
things that has been done is to provide for drilling methods, spacing of 
wells, and other devices which make it much more possible to get the 
most efficient production. 

You can produce an oil-and-gas field so rapidly that it loses the 

yressure necessary to bring the oil or the gas to the surface. That has 

a done by Statelaw. And naturally, Congress has always hesitated 
from the very beginning to take away authority from the States. But 
here we are confronted with the operations of a group of integrated oil 
companies which are far beyond the local field. They operate outside 
the State boundaries and outside the boundaries of the United States. 
They operate throughout the world. They have political affiliations 
with the Government as well as contractual affiliations with the Gov- 
ernment. 

The testimony here yesterday showed that OPEG, a committee 
formed in Europe, reports to the governments of Europe as to the 
availability of petroleum and petroleum products. Now, that com- 
mittee is made up of corporations, some of them partly owned by the 
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British Government, in partnership with American oil companies, 
some of them owned by the French Government, and by the Dutch 
Government, as well as by private individuals. 

And so we have created as the natural result of technological and 
scientific improvement a new sort of integration in the economic field 
which makes the old laws, local self-gov ernment, altogether remote. 
That is what we are struggling with. 

There are suggestions right here today from Florida which include 
some action by C ongress to roll back the prices of fuel oil and other 
products to a pre- Suez date. Other suggestions have been made. And 
the operation of petroleum by an integrated company may be of such 
a character as to invite the definition of a public utility, an operation 
clothed with public interest and therefor subject to public control. 

That would have to be initiated by Congress. 

So the other suggestions that have been made are for exhortations 
to the companies to voluntarily correct the situation. Now, this com- 
mittee is endeavoring to get information from every possible source, 
the Federal Government, the State governments, the consumers, the 

roducers, the refiners, and even the members of MEEC. We will 
hate them all in due course and we hope that they will all testify as 
clearly, as rapidly, and as lucidly as the representatives from Florida 
have done. 

Senator Dirksen. May I ask one more question. 

I notice you say that the Texas Railroad Commission has ordered a 
crude cutback of 314 percent for February. When they order a cut- 
back of that kind, do you know whether or not the commission assigns 
a reason for it? 

Mr. Syevron. All I know, Senator, is the newspaper accounts and 
the newspaper accounts indicated that there was an oversupply of 
gasoline now. Now if there is an oversupply of gasoline, we don’t 
quite understand why the price of gasoline has gone up by 1.7 cents 
in the areas of Florida that we were able to check. 

It seems to us that either the commission is not acting properly or 
else there is some lack of competition in the industry. 

Senator Dirksen. I hope, Mr. Chairman, that we can be informed 
by people competent to tell us how and why these orders are issued 
and production is controlled in that fashion, and what the consum- 
mation of that is. 

Senator O’Manonry. Were you present when I read from Gov- 
ernor Daniels’ message this morning ? 

Senator Dirksen. Y es, I was. 

Senator O’Manonry. The feeling down there seems to be that some 
of the larger companies have excess supplies of crude, some of the 
refineries, ‘including the independent refineries, have excess stocks of 
gasoline, and so forth. 

All of that we are going into. We are trying our best to get the facts 
from every source. I am glad to be able to say publicly for the record 
that the Oil and Gas Division of the Department of the Interior has 
notified us today of additional material to be placed at our disposal. 
Our staff will go into that, and we will be able to present the facts in 
their most simple form next week, I hope. 

Now, there is another witness from Florida, is there not? 

Mr. Sueuron. May I add just one thing , Senator ¢ The thing that 
seems to us rather disquieting is the fact “that production is cut back 
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and prices are going up at the same time. Now, it is not the same 
people doing it, but you know from the testimony of the gentlemen 
from the Department of the Interior that most of the people in these 
regulatory agencies are people who have been in the oil industry. 
They, of course, attempt to take the public point of view when they 
accept public jobs, but they don’t always succeed. 

Senator O’Manonry. One explanation of the increase in the price 
of crude has been that it was necessary to advance the price of crude 
in order to stimulate production, because the price of crude oil has not 
advanced for several years—it has been 4 years since there has been 
any increase in the price of crude. There has been during that same 
period, however, a substantial increase in the prices of the commodi- 
ties which the operator pays. Now, the big integrated operator can 
absorb those increases in the price of steel, in the price of material, 
in the price of chemicals, and the like, whereas the small producer 
cannot absorb those increases. 

In some of this Middle East production of oil the companies have 
earned a profit of 80 cents a barrel the minute the oil reaches the sur- 
face. That is not the situation in which the domestic producer lives. 
But, unfortunately, when Humble Oil Co. announces an increase in 
the price of crude, there is a chain reaction which goes right down the 
line and increases the price of everything else, increasing the price of 
gasoline, as to which less than a month ago, it was testified to, it was 
agreed to by everybody at a meeting of the National Petroleum Coun- 
cil, that the refineries of the United States were swimming in gasoline 
that they found it difficult to get rid of. 

So we have a complex problem, too. 

Mr. Sueutron. Yes; I quite understand that. 

Sir, on the increase in cost, the integrated companies, even those that 
have largely domestic production, have increased their profits a great 
deal over the last 4 years, in spite of increasing costs and more or less 
stable prices. They have been able to do this because of improvements 
in technology, and by other means. For example, there has been a 
shift, an upward shift, in the product mix. They have been selling 
a little higher proportion of gasoline and a little lower proportion of 
residual fuel oil, and there have been other changes in the industry. 
But I think, from the economists’ point of view on this, we would say 
that whereas there have been increases in cost per unit of input, cost 
per unit of output, we think, has probably gone down in this period. 

Senator O’Manonry. I haven’t any doubt about it that the cost of 
some of the byproducts of the refining process have gone down con- 
siderably. It may be that gasoline, for example, is almost in the posi- 
tion of a byproduct now in the most modern of the refineries. Returns 
of a substantial amount are received by the large refiners, particularly 
the integrated refineries, from other products from a barrel of crude. 

We are going into all of that, and it will be laid out in the most 
authentic fashion that we can manage. 

Mr. Suetron. And, sir, on that, one more point, if I may. The 
price of crude had not gone up for 4 years, it is true, but the price of 
crude at that time had already been quite high, a price of $2.85 gulf 
coast compares with the prewar price of $1—that is, prices are 2.8 times 


as much as prewar, whereas the general price level is only about 
double prewar. 
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I think that is all, sir. 
Senator O’Manoney. We are grateful to you for your presenta- 
tion, sir. 


Mr. Payne. 


STATEMENT OF DAVID PAYNE, CITY MANAGER, LAKELAND, FLA.; 
ACCOMPANIED BY DAN McINTOSH, ASSISTANT SUPERINTEND- 
ENT OF THE WATER & LIGHT CO. 


Mr. Payne. This is David Payne, city manager of Lakeland, Fla. 
And with me is Dan McIntosh, who is assistant superintendent of the 
Water & Light Co. 

The city of Lakeland owns and operates a 57,500-kilowatt electric- 
<a plant and water plant. This plant serves in Lakeland 

ight and water to approximately 43,000 people, and on the outside 
of Lakeland proper we serve approximately 20,000 people in the rural 
areas and small cities surrounding Lakeland. 

Quite recently, of course, we have been deeply concerned about the 
fuel-oil price increases that we have received. 

I would like to start with the first one, which was July 1, 1956. 
We received notice that fuel oil had been increased 14 cents per barrel, 
which carried our delivery price to $2.79. 

On December 1, 1956, we received notice of a 21-cent-per-barrel price 
increase. 

On January 21, 1957, we received another fuel-oil price increase of 
25 cents, which carried a delivered price to us to $3.25 per barrel. 

Thus, from July 1, 1956, there has been a total increase of 60 cents 
per barrel. 

Now, not taking into consideration the first 14-cent increase that 
we received, to compare with our anticipated consumption of oil for 
1957 with 1956, that will cost the city of Lakeland $206,700 more for 
fuel oil than we anticipated that we would have to pay. 

Now, here is what makes it a specially bad situation for us at home: 

Light and water contributes to our general fund $885,878 per year. 
And that general fund, of course, operates our city in the way of police 
protection, fire protection, garbage pickup, trash pickup, street main- 
tenance, and mosquito control, and that sort of thing. You can readily 
see that light and water is going to fall short $206,000 that is passed 
to the general fund to carry on city operations. 

Therefore, the city has no choice but to increase power rates enough 
to make up this $206,000. And what it means to our town, that it 
will be the first time in the history of the light and water plant, so 
far as I know, that rates were ever increased; it is going to be our 
first rate increase. 

Of course, if the city commission would choose to say, “Well, we 
won’t increase fuel-oil rate, but we will raise the taxes to offset that,” 
well, that just couldn’t be done, because that would mean that we 
would have to add to real and personal property 414 mills taxes to 
offset the $206,700 that we are going to have to make up on fuel-oil 
increases. 

That is pretty well my presentation, other than one more thing, and 
some of this has been brought out, I am sure. 
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It is not understandable to the people in our town why during the 
war years—say, as an example, from 1940 to 1955—in 1940 we paid 
$1.25; in 1941, $1.33; in 1942, $1.68; in 1943, $1.77; in 1944, $1.74; 
in 1945, $1.67; in 1946, $1.64; and now we have to pay $3.25. 

I heard some discussion here from some of the other utility com- 
panies as to what the percentage would be to make up for this in- 
creased fuel-oil cost. And I believe I heard in one instance where on 
an average bill of $10 it would amount to, I believe, 55 cents; if that 
is correct, in our case, anyway, it wouldn’t work that way. 

Our increase would run 7 percent. And that would mean on our 
$10 light and water bill that we would pay $10.70 instead of $10. 

So we certainly, without any question of doubt, would like to urge 
our Senators and Congressmen to help us in any way that you can 
to bring about a fair price for fuel oil. If this price that they are 
charging is legitimate, the people are entitled to know that it is legiti- 
mate, and why it is increased. But nobody knows. They just don’t 
notify you that your fuel oil has been increased 25 cents a barrel, then 
again increased 21 cents a barrel; it is not understandable. 

I believe that concludes what I had to present. Are there any 
questions ? 

Senator O’Mauoney. Mr. Payne, I must say that the Florida dele- 
gation has done a very excellent job in preparing for this hearing, 
and in presenting the evidence of the effect price increases have 
upon your State. We are very much indebted to you. Your Sena- 
tors and the Members of the House from Florida have all indicated 
to this committee their interest in the matter, their desire to keep in 
touch with the developments as they go along, and I am sure they will 
keep you advised. 

In the meantime, let me say to you, if there is anything additional 
that you wish to add to what you have said or presented here, after 
you go back to Florida, we will be very happy to hear from you. And 
particularly, after you have thought about this matter, if you come 
up with specific suggestions as to what you think should be done, we 
will be very happy to receive those suggestions. 

I think we should not overlook the fact that one of the most effective 
of all congressional acts is furnishing to the public all the facts of 
the cases that arise. This public exposition of facts brings about 
reform itself over and over and over again, without the need of 
legislation. 

When the people know, when management knows, there will be 
change. And I am sure the managements of the integrated compa- 
nies are now well advised that this committee is making a thorough 
study of this matter, that they will have their day in court when they 
come here and explain if they can the reasons for actions which have 
been taken. 

Mr. Smith, we had intended to examine you this afternoon, but your 
colleagues have done such a good job, they have taken the time and 
given us a lot of good instruction—perhaps we may have to call upon 
you at a later time. We are very grateful to you for your presentation. 

The committee now stands in recess until Tuesday morning a: 10 
o'clock. 

(Whereupon, at 4:50 p. m., the committee adjourned, to reconvene 
at 10 o’clock a. m. Tuesday, February 12, 1957.) 
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(The following letter and statement were submitted for the 
record :) 


City or GAINESVILLE, FLA., 


January 30, 1957. 
Hon. D. R. MaTTHEws, 


House of Representatives, 
Washington 25, D. C. 


Deak Mr. MatrHews: The city commission has instructed me to answer 
your telegram of January 25 regarding the recent increases in price for 
residual fuel. 

The city of Gainesville owns and operates its electric generating plant and 
distribution system and therefore is being sorely taxed, along with other 
cities and power companies who use residual fuel for generation, by what we 
believe to be unjust price increases. 

On November 19 we experienced an increase of 23 cents per barrel, and on 
January 17 we experienced another increase of 25 cents per barrel, making a 
total of 48 cents per barrrel in the last 90 days which was not included in the 
current budget. 

At the present rate of usage these two increases are costing the city of 
Gainesville $200 per day, $6,000 per month or $72,000 for the year. If some 
relief is not gained shortly, we will have no alternative except to increase our 
utility rates to all consumers. This will increase the cost of living for all our 
citizens. 

Gainesville’s generating plant, as do most others in the State of Florida, 
depends entirely on residual fuel, and continued price rise of this commodity 
will wreck our economy. 

It will be greatly appreciated if you will take such steps as you deem neces- 
sary to read this communication into the record of the committees now in- 
vestigating these unusual price increases in the hope that appropriate action 
will be instituted to bring about a reduction in the price of this product. 

Very truiy yours, 
JOHN R. KELLY, 
Director of Public Utilities. 


STATEMENT OF THE HONORABLE WILLIAM C. CRAMER, Fesruary 7, 1957 


Mr. Chairman, one of the most serious threats to the entire economy of the 
State of Florida is being discussed before this committee today. Recent price 
increases by the oil industry to Florida consumers, both commercial and retail, 
have placed our future in great jeopardy and presently present an almost in- 
surmountable problem for local utilities, industrial plants, transportation facili- 
ties, and the Florida homeowner who depends almost entirely on fuel oil for 
the majority of his utility services. In the latter case, many of these individu- 
als are retired on a fixed-income basis and are unable to cope with such spiral- 
ing prices in any economy already well ahead of their retirement funds. 

Florida, because of geographical location and lack of other fuel resources, 
is almost entirely dependent upon this single primary fuel. Florida private 
utilities consumed 620,544,731 gallons of oil in 1955; 4 public utilities and 15 
rural electrification cooperatives depend entirely upon fuel oil as a source of 
power; railroads, consuming hundreds of millions of gallons of oil, are com- 
pletely dependent upon this fuel; and the many existent and new industries 
growing rapidly throughout the State must have this source of fuel. 

In the face of this dependency there have been what I believe to be wholly 
unwarranted steady increases in the cost of fuel oil. In the First District, which 
it is my honor to represent, at the port of Tampa prices have increased (in less 
than 6 months) 17.76 percent, from $2.59 to $3.05 at the tank. Some municipali- 
ties have been notified of three price increases since November of last year. 

Private and public utilities and corporations are unable to carry such a load; 
neither are they expected to do so. This increase in prices of the oil industry is 
placed directly upon the consumer. Florida, with its several million population, 
is faced with an unequal and uncalled-for burden of expense. One break in the 
normal price and cost structure such as this can mean additional spiraling of 
other prices and the beginning of a highly inflationary trend. I am convinced 
that these price rises are not needed by the oil industry, which has the capacity 
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to meet demands throughout the world today and through advanced production 
continue on a sound profit basis for the protection of its stockholders. 

I respectfully submit to this committee the opinion that such increases should 
be halted and that a setback in price to the user should be made to readjust and 
stabilize cost to all those affected consumers. This is of extreme and vital impor- 
tance to the State of Florida, and I join its officials and other members of the 
Florida delegation in requesting prompt and effective action from this committee. 


(The following telegram was read by Senator Holland at the begin- 


ning of the afternoon session and requested to be placed at this point 
in the record. ) 


Senator Hottanp. The wire, which is dated today, Mr. Chairman, 
reads as follows: 


Regret my inability to attend hearings on oil when Florida representatives 
testify, but would appreciate this telegram brought to attention of Senator 
O’Mahoney and committee and read into record with request, if convenient, to 
cominittee I would like to be heard at some other time. 

Point 1: Every State constitution in the United States provides for reservation 
of power or delegation of authority to regulate utilities based on theory that no 
one citizen alone can obtain relief of grievances on such vital necessities as water, 
electric power, and transportation, except through governmental regulation. If, 
therefore, a substantial ingredient of a rate formula such as oil can fluctuate 
utility prices but remain itself unregulated, our 100 years’ experience and con- 
cept of protection of the public with respect to such utilities is made nugatory. 
I strongly favor, of course, the free enterprise system, but free enterprise does 
not mean the freedom to agree with competition to stifle the right of the public 
to purchase at the best price possible. Investigation by the Department of Justice 
or your committee would show a pattern throughout the United States of period- 
ical gas wars at reduced prices for a few weeks, and statements issued attacking 
each other and then finally concluding with identical raised prices which even- 
tually destroy and eliminate recalcitrant independents. 

Point 2: State oil conservation boards created by legislation inspired by oil 
millionaires has produced the result of making them super oil millionaires. This, 
therefore, teaches the lesson that if funds for political purposes admittedly 
offered to a United States Senator while Federal legislation was pending and 
properly refused, then investigation should seek to learn what, if any, contribu- 
tions were offered to obtain State conservation legislation. This, therefore, leads 
to the paramount conservation problem as to whether or not a Federal board 
should not be created with power to determine not only Federal supervision over 
conservation, but the establishment of prices at the original source of production 
since it is manifestly unfair to citizens of other States for conservation commis- 
sions of 2 or 3 States to protect only those directly interested in the oil industry. 

Point 3: To allow this blatant grab by increase of prices at will of those who 
receive substantial benefits is to undermine President Eisenhower’s hope of 
retarding inflation and certainly frustrates people about the Eisenhower doctrine, 
because citizens incorrectly will believe that such doctrine is the direct proximate 
cause when in truth greedy manipulations of the facts are unjustly raising prices. 

Respectfully submitted. 


ABE ARONOVITZ. 











EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 


TUESDAY, FEBRUARY 12, 1957 


Unirep States SENATE, 
SuBCOMMITTEE ON ANTITRUST AND MoNopoLy, 
OF THE COMMITTEE ON THE JUDICIARY AND 
SuBCOMMITTEE ON Pusiic LANDS OF THE 
CoMMITTEE ON INTERIOR AND InsuLAR AFFAIRS, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 10:30 a. m., in the 
caucus room, Senate Office Building, Senator Joseph C. O’Mahoney 
presiding. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney (presiding), Neeley, and Dirk- 
sen, of the Subcommittee on Antitrust and Monopoly , of the Commit- 
tee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands) and Carroll, of the Subcommittee on Public Lands, of the 
Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research 
consultant, Public Lands; Gareth Neville, assistant counsel, Anti- 
trust; W. B. Watson Snyder, consultant, Antitrust; Peter Chumbris, 
counsel for minority, Antitrust; Carlile Bolton-Smith, counsel to 
Senator Wiley; Louis Rosenman, attorney, Antitrust; Paul Banner, 
economist, Antitrust. 

Robert ‘Murphy, professional staff member, Senate Interstate and 
Foreign Commerce Committee; and Stewart French, chief counsel. 
Committee on Interior and Insular A ffairs. 

Senator O’Manonry. The committee will come to order. 

Mr. McHugh, are you ready to proceed with the first witness? 

Mr. McHveu. Yes, Senator. 

The first witness, Senator, is Rear Adm. O. P. Lattu, Executive 
Director, Military Petroleum Supply Agency. 

Senator O’Manoney. Admiral ae we are glad to have you with 
us this morning, and we will ask you first to ‘identify yourself for 
the record, in your own words, and then proceed. 


STATEMENT OF REAR ADM. 0. P. LATTU, EXECUTIVE DIRECTOR, 
MILITARY PETROLEUM SUPPLY AGENCY, SUPPLY CORPS, DE- 
PARTMENT OF THE NAVY; ACCOMPANIED BY COMDR. H. H. 
BLACKMAN, J. H. COLLINS, AND R. E. SCHATTMAN, DEPARTMENT 
OF THE NAVY 


Admiral Latrv. Iam Rear Adm. O. P. Lattu, Supply Corps, United 
States Navy, Executive Director of the Military Petroleum Supply 
Agency. 
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Commander Blackman is the Director of the Purchase Division 
in the same Agency. Mr. Collins is Assistant Director (Civilian) 
of the Purchase Division, and Mr. Schattman is Assistant Counsel 
of the Agency. 

I have been requested to appear before this subcommittee to give 
information regarding the effect of recent price increases on “the 
future expenditures of the military services for petroleum products. 
I am the Executive Director of the Military Petroleum oer 
Agency, an agency under the jurisdiction of the Secretary of the Navy 
charged with the responsibility of procuring the petroleum require- 
ments of the military services. 

In preliminary information furnished to your committee on Jan- 
uary 30, 1957, we estimated that the recent price increases would 
add from 80 to 100 million dollars to the expenditures of the mili- 
tary services for such petroleum products. Since then we have had 
an opportunity to examine our recent purchases and conclude that 
the volume of petroleum products procured in fiscal year 1956, if 
procured at present price levels, would result in additional costs to 
the military services of approximately $85 million during the next 12 
months. 

Enclosure (1) breaks down by product our annual petroleum pur- 
chases. In 1956, we bought 223 million barrels of product. The cost 
for this was approximately $1,060 million. We have applied to that 
1956 expenditure those price increases which have been experienced 
in calendar year 1957. The prices quoted in the last half of 1956 
are our base for determining the percentage of increase. 

Aviation gasoline represents approximately one-third of our total 
dollar expenditures. Examination of commercially posted prices in- 
dicates an increase of 4.46 percent. Our experience in limited pro- 
curements during this year—our major purchase of aviation gasoline 
will not be made until April—indicates that these postings are not 
realistic and that aviation gasoline will cost the military services ap- 
proximately 6 percent more than in fiscal year 1956. 

Jet fuels represent another one-third of our expenditures. The 
commercially posted prices for jet fuel have increased approximately 
13.1 percent. We have estimated that the cost to the military serv- 
ices will increase approximately 7.8 percent. Enclosure (2) com- 
pares the prices it is anticipated the military services will pay in the 
next 12 months as against those prevailing in the last half of 1956. 

Motor gasoline, heavy fuel oils, diesel, and all other products repre- 
sent the final one-third of the dollar expenditures by the military 
services for petroleum. 

Commercial postings for motor gasoline indicate a price increase 
of approximately 5 percent. Based upon limited procurement to 
date, prices to the military services have increased by some 2 per- 
cent. 

Commercial postings on diesel fuel show an increase of approxi- 

mately 14.3 percent. It is our best estimate that increases in price 
to the military services will be some 11.5 percent. 

Commercial postings for heavy fuel oils comparable to those pur- 
chased by us have increased by approximately 2 23 percent. Navy spe- 
cial fuel oil, the basic fuel for naval vessels and characterized as a 
heavy fuel oil, has increased approximately 22 percent while other 
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heavy fuel oils used by the military services have increased approxi- 
mately 19 percent. 

Lubricating oils and packaged product prices have increased some 
8 percent in the commercial market. The military services have ex- 
perienced only a 2 percent price increase. 

For the information of the committee, there is attached as enclo- 
sure (3) an analysis of commercially posted price increases for the 
major products purchased by the military services. 

The Military Petroleum Supply Agency has exerted its best efforts 
to obtain the cooperation of petroleum suppliers to minimize the ef- 
fect of price increases on the expenditures of the military services. 
In furtherance of the President’s appeal for a “holding of the line” 
on prices, I issued both verbal and written instructions to the petro- 
leum buyers on my staff, directing that they take all possible action 
to limit price increase. I feel that our efforts have been, to a certain 
extent, successful. The McGill Commodity Service, as quoted in the 
National Association of Purchasing Agents Bulletin of January 30, 
1957, estimates that there has been an 11 percent increase in fuel 
prices since October. In the same period, we estimate that the price 
merease to the military services has been approximately 8 percent. 

Mr. Chairman, there is one point I would hke to make: 

In our estimate, we state that if the prices remain as we have expe- 
rienced the last 2 months, it will be at a cost of approximately $5 
million to the military; but, naturally, we are going to buy a lot more 


products between now ‘and next December, and we don’t know what 
the final price will be. 


Thank you. 

Senator O’Manonry. You are a pretty large buyer, are you not? 

Admiral Latrv. Yes, sir. 

Senator O’Manonry. Are you in charge of the procurement of 
petroleum and petroleum products for all ‘the military services 

Admiral Larru. Yes, sir. 

Senator O’Manonery. There has been unification, then, among the 
services so far as the purchase of petroleum products is concerned ! 

Admiral Larru. Yes, sir. 

Senator O’Manoney. I introduced a provision in 1952 to the defense 
services appropriations bill, requiring the unification of all of the 
purchasing services in the belief that it would save money. Since that 
time it has become permanent law, but the evidence taken this year 
before the Joint Economic Committee indicates that that unific: ition 
has not been completed, except in this field concerning which you are 
now testifying. Do you have any knowledge of that ? 

Admiral Larrv. We have, in the military services, the food, medical, 
and dental, the clothing, the traffic, and a few other such things com- 
bined under one of the three departments. How far along they are 
today, I do not know, sir. 

Senator O’Manonry. Secretary of the Treasury Humphrey, at a 
press conference shortly after the President’s budget was submitted, 
and later in his testimony before the Joint Economic Committee, 
warned against inflation and declared that unless positive steps were 
taken to cut the expenditures, we would have a dangerous inflation 


that. would not only unbalance the budget but have a bad effect upon 
the country asa whole. 
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You have referred here, in your testimony beginning at the bottom 
of page 2, to your efforts to respond to the President’s appeal for 
“holding of the line on prices,” and you say that you have issued both 
verbal and written instructions to the petroleum buyers of your staff, 
directing that they take all possible action to limit price increases. 

What action can they take, Admiral ? 

Admiral Larrv. In some of our products, for instance aviation 
geachne, where we are unable to obtain sufficient by advertising, we 

ave to negotiate. And in those particular items we can argue with 
the companies, and come down to a price which we think is reasonable, 
based on our past experience. 

Senator O’Manoney. Is that only one line? 

Admiral Larrv. No, sir; we also have Navy special fuels; we are 
unable to buy sufficient quantities, and that is another commodity 
which we have to negotiate. 

Senator O’Manoney. Are you successful in these negotiations’ 

Admiral Larrv. Yes, sir. 

We have had 4 or 5 instances where we have been successful in 
bringing the price down from what they offered the product to us. 

Senator O’Manoney. Can you give the committee instances of those ? 
I don’t suppose you can give them offhand, but will you supply them 
for the record, giving us the names of the companies with which you 
have negotiated ? 

Admiral Larrv. Yes, sir: I will be very happy to supply it. 

(The material referred to follows :) 


Miuirary PETROLEUM SupplLy AGENCY, 
Washington, D. C., March 4, 1957. 
Mr. Dona.Lp P. McHuen, 
Chief Counsel, Subcommittee on Antitrust and Monopoly of the Committee 
on the Judiciary, and Subcommittee on Public Lands of the Committee 
on Interior and Insular Affairs, Washington, D. C. 


My Dear Mr. McHucu: When I recently testified before the subcommittees, 
I was requested to provide certain additional information. It is furnished as 
enclosure (1) through (3). If additional information is required, I shall be 
pleased to furnish it upon request. 

Enclosure (1) presents certain specific instances in which my agency has been 
successful in reducing initial offered prices through negotiation. I should like 
to point out that negotiation is permitted only under certain limited conditions 
by the provisions of title 10, United States Code, sections 2301 and following. 
The most typical of these conditions is where the available supplies of a specific 
product are insufficient in quantity to insure adequate competition by means 
of formal advertising. The very shortage of product which precludes formal 
advertising as being impracticable also, of course, renders it difficult to obtain 
price reductions. As you can see from enclosure (1), our efforts to obtain price 
reductions were generally successful, although to varying degrees. 

I was also requested to furnish information indicating the degree of competi- 
tion existing among bidders for the supply of petroleum to the armed services. 
In this connection two points must be borne in mind: first, very small differences 
in the per gallon price, fractions of cents, may indicate very real competition 
because of the large quantities involved; secondly, the range in prices is limited 
in residual-oil bids and relatively wide in other products such as jet fuel. This 
is so because in residual oils the Government is in very close and direct compe- 
tion with commercial buyers for an inadequate supply of product; there is, 
therefore, no incentive to give Government a price differential from the posted 
price as is the case in jet fuels where the commercial market is limited. En- 
closure (2) contains examples of this. 

Information was requested concerning comparison of prices for various prod- 
ucts in the Persian Gulf and the United States gulf. In this connection, the 
term “basing-point prices” was used. To the best of my knowledge, and that 
of my staff, this term is not applicable to the petroleum industry. To clarify 
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the method of pricing for products in the Persian Gulf, we negotiate for products 
in that area and obtain prices substantially below those obtainable elsewhere. 
We believe that prices paid by Government are substantially below prices paid 
by commercial buyers. These contracts contain escalation provisions which 
generally use as a reference price the posted price in the United States gulf. 
However, the unit prices do not escalate on a cent-for-cent basis with such 
reference price. This posted price, or reference price, in the United States gulf 
represents the price of finished products at the refinery in the United States 
guif. Such price is not directly affected by the price of Persian Gulf crude 
since, to the best of my knowledge, no major petroleum company imports Persian 
Gulf crude for use in refineries in the United States gulf area. The information 
concerning prices is shown in enclosure (3). 

I was asked for a comparison of price changes in the United States gulf and 
in California during the period January 3, to February 1, 1957. Senator Carroll 
in making this request used the posted prices for California P. S. 300 oil as 
a comparison to the posted prices for bunker C in the gulf. Such comparison 
is not valid since P. 8S. 300 is a heavy oil more closely akin to Navy Special 
or No. 5 fuel oil. In the attachments to my testimony was a posting for bunker 
C, San Pedro, Calif., which should be used in comparison with bunker C prices 
in the United States gulf. 

There are several minor corrections which should be made in the transcript 
of my testimony. Immediately preceding my statement, the positions held by 
my staff members who accompained me are incorrectly shown. Comd. H. H. 
Blackman is the Director of the Purchase Division, Mr. J. H. Collins is the As- 
sistant Director (civilian) of the Purchase Division, and Mr. R. E. Schattman 
is Assistant Counsel of the Agency. Bunker C oil is incorrectly set forth 
throughout the testimony as “Bunker Sea.” Also, on page 521 of the testimony, 
I am quoted as saying that our procurements amount to “6.7 percent of the 
domestic sales.” I believe I stated it to be “5.7 percent.” 

Sincerely yours, 
O. P. Larry, 
Rear Admiral, SC, United States Navy, Executive Director. 


EXAMPLES OF NEGOTIATED PURCHASES 


1. Contract with Caltex Oil Products Co. (N8sz-2510) 


This contract represents continuing negotiation resulting in favorable prices 
to the Government. The largest item in the contract is 12 million barrels per 
year of Navy special fuel oil at a price which is approximately 40 percent below 
the low posting in Platt’s Oilgram for bunker C in the United States gulf. As 
Navy special fuel oil is customarily 30 to 40 cents more per barrel than bunker C, 
the price paid in the Persian Gulf for Navy special fuel oil approximates half 
that paid in the United States gulf. The Caltex Co. has, within the last year, 
pressed for a revision in the pricing formula on the basis that payments to the 
local government had been greatly increased, salaries and wages to both local 
and foreign employees have increased disproportionately, the costs of equip- 
ment on the site have increased disproportionately and most important that in- 
creased demand by the European economy make refined products in the Persian 
Gulf more attractive. To date, request for revisions of the pricing formula have 
been successfully resisted and the Caltex Co. continues to furnish product in the 
quantities demanded. 


2. Negotiations with Pastern States Petroleum Co., Inc., (Contract ASP-5590 for 
grade 115/145 aviation gasoline) 

(a) This specific situation indicates the determination of the ageney to stand 
fast on what is considered to be a reasonable price with a sole supplier, even 
though the transaction may be disputed. 

(6) Under the terms of an alkylation facilities expansion program contract, 
ASP-5590, the corporation submitted on April 7, 1956, a proposed unit price for 
grade 115/145 aviation gasoline of 20.9874 cents per gallon. Representatives of 
this agency in discussions with the corporation representatives pointed out the 
excessive costs of their production and stated that the price during the supply 
period of 18.8 cents per gallon was considered to be the maximum price Govern- 
ment would allow. The corporation representatives eventually, and in a step- 
wise process, reduced their offer to 19.4 cents per gallon. Agency representatives 
would not consider the revised price as justifiable. At this point, the negotiations 
broke down. On May 31, 1956, the agency notified the corporation that Govern- 








290 EMERGENCY OIL LIFT PROGRAM 


ment desired to exercise its option to take product pending settlement of the price 
deadlock. On June 13 and 20, 1956, the corporation notified the agency that the 
price would be 19.9741 cents per gallon. On June 29, 1956, the agency notified 
the corporation that the price offered was not acceptable and set a price of 18.92 
cents per gallon as an acceptable one. This threw the contract into a dispute. 
The corporation in their complaint, filed with the Navy Contract Appeals Panel, 
Armed Services Board of Contract Appeals, claims a price at 20.1271 cents per 
gallon. The difference (between 20.1271 cents per gallon and 18.92 cents per 
gallon), 1.2071 cents per gallon, applied to the contract quantity of 49,500,000 
gallons is $597,514.50. The difference between the original offer and Govern- 
ment’s final offer (2.0674 cents per gallon) is $1,023,363. 


8. Spot offer from Richfield Oil Corp. (January 22, 1957) for 100,000 barrels 
grade 115-145 aviation gasoline 
Offer from Richfield for 100,000 barrels 115-145 aviation gasoline f. o. b. 
vessel or pipeline delivery to Government storage San Pedro, Calif., during 
February and March at $0.204 per gallon. After extensive negotiation, offeror 


reduced price by $0.0006 per gallon ($0.252 per barrel). This represents a saving 
to Government of $25,200. 


4. Spot offer from Phillips Petroleum Co. (approximately February 4, 1957) 
for 150,000 barrels grade 115-145 aviation gasoline 


Offered from Phillips Petroleum for 150,000 barrels 115-145 aviation gasoline 
at $0.1830 per gallon ex Borger, Tex., for shipment via pipeline and barge 
to the United States gulf coast. After extensive negotiation, offeror reduced 


price by $0.0025 per gallon ($0.105 per barrel). This represents a saving to 
Government of $15,750. 


5. Offer from Dethi Taylor Co. (January 24, 1957) for 18 million gallons JP-5 
Delivery for April-—September 1957 at firm price of $0.1073 per gallon. 


Through negotiation, price reduced to $0.1049 per gallon. This represents a 
saving to Government of $31,200. 


6. Request for proposal 57-—N-41 for grade 115-145 aviation gasoline for period 
January through June 1957 

This is the most typical type of negotiation which was cited in the covering 
letter. Sucesses and failures achieved in this negotiation are as shown. It 
should be noted that the total effect of the negotiation procedures was to reduce 
the cost of product to Government by approximately a quarter of a million 
dollars, a not insignificant sum. 

Request for proposal 57—N-41 opened October 17, 1956, for delivery of 
13,316,300 barrels grade 115-145 aviation gasoline during period January 1 
through June 30, 1957. This proposal was sent to 202 prospective suppliers. 
Twenty-four proposals were received for a total of 9,585,500 barrels. Of this 
total, 3,920,000 barrels were accepted without further negotiation from 9 sup- 
pliers. Further negotiation was conducted with 10 suppliers as follows: 

(a) California Oil Co. offered 200,000 barrels grade 115-145 at Perth Amboy, 
N. J., at $0.1843 per gallon to escalate on crude at the rate of $0.00125 per 
gallon for each 5 cents per barrel—10 percent maximum. Result of negotia- 
tion—reduction from $0.1843 to $0.18175 per gallon. Other conditions same. 

(b) Tidewater Oil Co. offered 850,000 barrels grade 115-145 and 300,000 
barrels grade 100-130 at San Francisco, Calif., at $0.191 and $0.174 per gallon 
respectively, with escalation downward only. Result of negotiation—reduction 
grade 115-145 from $0.191 to $0.19 and grade 100-130 from $0.174 to $0.172 per 
gallon. Escalation remained unchanged. 

(c) D-X Sunray (Tulsa, Okla.) offered 7,602,000 gallons grade 115-145 
f. o. b. barge, tank car and transport truck at West Memphis, Ark. at $.179 
per gallon, firm price. Result of negotiation—no reduction. 

(d) Continental Oil Co. (Houston, Tex.) offered: 

585,600 barrels grade 115-145 f. o. b. vessel-barge at Lake Charles, La. 
at $0.1737 per gallon to escalate on crude at the rate of $0.00125 per gallon 
for each 5 cents per barrel—10 percent maximum. Result of negotiagtion—- 
reduction from $0.1737 to $0.173 per gallon. No other change. 

16,962,000 gallons grade 115-145 f. o. b. tank car-transport truck at Ponca 
City, Okla. at $0.1737 per gallon to escalate on crude at the rate of $0.00125 
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per gallon for each 5 cents per barrel—10 percent maximum. Result of ne- 
gotiatiou—reduction from $0.1737 to $0.173 per gallon. No other change. 

15,372,000 gallons grade 100-130 f. o. b. tank car-transport truck at Ponca 
City, Okla., at $0.1687 per gallon to escalate on crude at the rate of $0.00125 
per gallon for each 5 cents per barrel—10 percent maximum. Result of 
negotiation—reduction from $0.1687 to $0.1680 per gallon. No other 
change. 

(e) Suntide Refining Co. (Corpus Christi, Tex.) offered 15,120,000 gallons 
grade 115-145 delivered to Government installations where more attractive of- 
fers were received. Rseult of negotiation—secured refinery price of $0.1925 per 
gallon, firm, f. o. b. tanker-barge. 

(f) Esso Standard Oil Co. offered 3,700,000 gallons grade 115-145 f. o. b. 
barge Baton Rouge, La. at $0.185 per gallon to escalate $0.0003 per gallon for 
each 1 cent per barrel crude—10 percent maximum. Result of negotiation—no 
success. 

(g) Standard Oil Company of Texas offered 4,050,920 gallons grade 115-145 
f. o. b. tank car-transport truck at El Paso, Tex., at $0.1800 per gallon firm. 
This price was increased over previous contract period. Result of negotiation— 
no success. 

(h) Standard Oil Company of Indiana (Chicago, Ill.) offered 7,056,000 gal- 
lons grade 115-145 f. o. b. barge, transport truck-tank car at Woodriver, IIL, 
at $0.1825 per gallon to escalate on crude at the rate of $0.00125 per gallon for 
each 5 cents per barrel—10 percent maximum. Result of negotiation—no suc- 
cess. 

(i) Phillips Petroleum Co. (Bartlesville, Okla.) offered : 

10,700,000 gallons grade 115-145 f. o. b. barges-velles at Freeport, Tex., 
at $0.185 per gallon to escalate on crude at the rate of $0.0015 per gallon 
for each 5 cents per barrel—10 percent maximum. Result of negotiation— 
reduction from $0.185 to $0.1825 per gallon. No other change. 

9,838,000 gallons grade 115-145 f. o. b. tank car-transport truck at Borger, 
Tex., at $0.175 per gallon to escalate on crude at the rate of $0.0015 per 
gallon for each 5 cents per barrel—10 percent maximum. Result of negotia- 
tion—reduction from $0.175 to $0.1725 per gallon. No other change. 

10,799,000 gallons grade 115-145 f. o. b. Borger, Tex., at $0.175 per gal- 
lon for shipment to Government storage in the United States gulf coast to 
escalate on crude at the rate of $0.0015 per gallon for each 5 cents per 
barrel—10 percent maximum. Result of negotiation—reduction from 
$0.175 to $0.170 per gallon. No other change. 

(j) Richfield Oil Corp. (Los Angeles, Calif.) offered 770,000 barrels grade 
115-145 f. o. b. tanker-barge at Long Beach, Calif., at $0.188 per gallon to 
escalate on crude at the rate of $0.002 per gallon for each 5 cents per barrel— 
10 percent maximum. Result of negotiation—no change in price or rate of 
escalation; however, maximum price reduced from $0.0188 to $0.01 per gallon. 
Nore.—This reduction saved $0.006 per gallon entire quantity to date. 


Senator O’Manonry. We would like to know the suppliers with 
whom you have negotiated. I want to see to what degree there is any 
real competition among the suppliers in furnishing the petroleum 
products that the Navy needs. 

I am mindful of the fact that the President is asking the Congress 
to pass the well-known Middle East resolution, authorizing the use 
of the armed services, which, of course, would include them all. 

Naturally, if the price of petroleum and petroleum products con- 
tinues to rise and the figures that you give us this morning are cor- 
rect—and I have no doubt that they are correct—this will mean a 
tremendous increase in the expenditures of the Federal Government. 

(The list of suppliers and bidders on petroleum products to the 
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Government, as requested by the chairman, and to be furnished by 
Admiral Lattu, is as follows :) 


Form approved 
Budget Bureau No. 22-R136 


REQUEST FOR PROPOSALS AND PROPOSAL (NEGOTIATED Fixep Prick CONTRACT) 


Issued by: Armed Services Petroleum Purchasing Agency. 
Address: Washington 25, D. C. 


REQUEST FOR PROPOSALS 


Date issued: September 28, 1956. Request No.: 57—N-—43. 


Written proposals in triplicate, subject to the terms and conditions of this 
request for proposals, its schedule, and the attached general prov sions, will be 
received at the above office until the close of business October 25, 1956, for fur- 
nishing the supplies or services set forth in the accompanying schedule. 

General information and instructions relative to proposals are contained in 
the terms and conditions on the reverse hereof. 


PROPOSAL 


In compliance with the above, the undersigned offers and agrees, if this pro- 
posal be accepted within __ calendar days (_- calendar days unless a different 
period be inserted by the offeror) after the last date for receipt of proposals as 
indicated in the request for proposals, to furnish any or all of the items upon 
which prices are quoted, at the price set opposite each item, delivered at the 
designated point(s) and within the time specified in the schedule of the request 
for proposals. 

Offeror represents (check appropriate boxes )— 

(1) That the aggregate number of employees of the offeror and its affiliates 
is 1500 or more, () less than 500; 

(2) That he is a L) regular dealer in, 1) manufacturer of, the supplies offered ; 

(3) (a) That he has 5 has not C1], employed or retained any company or per- 
son (other than a full-time bona fide employee working solely for the contractors) 
to solicit or secure this contract, and (0) that he [) has, (J has not, paid or 
agreed to pay to any company or person (other than a full-time bona fide em- 
ployee working solely for the contractor) any fee, commission, percentage, or 

rokerage fee, contingent upon or resulting from the award of this contract; and 
agrees to furnish information relating thereto as requested by the contracting 
officer. (Note—For interpretation of the representation, including the term 
“bona fide employee” see General Services Administration Regulations, title 44, 
secs. 150.7 and 150.5 (d), Federal Register, December 31, 1952, vol. 17, No. 253) ; 

(4) That he operates as (check appropriate box): () Individual, (_) partner- 
ship, _) corporation, incorporated in the State of (complete, if 
corporation ). 

(5) Discounts will be allowed by the offeror for payment within 30 calendar 
WS $ ct d oe percent. 

(6) Late offers.—It is the policy of ASPPA not to accept new offers or unso- 
licited revised offers received after the date established herein for receipt of 
offers unless the late receipt was caused by delay in the mails for which the 
offeror was not responsible. 


Full name of offeror (type or print) : Telephone number 
Business address of offeror (street, city, zone and State) (type or print) ~-_----- 


Signature and title of person authorized to sign this proposal (type or print 
name and title, under signature) 


TERMS AND CONDITIONS OF REQUEST FOR PROPOSALS 


ay accept any item or group of items 
of any proposal unless qualified by specific limitation of the offeror. 

(b) Unless otherwise provided in the schedule, proposals may be submitted for 
any quantities less than those specified; and the Government reserves the right 
to make an award on any item for a quantity less than the quantity proposed at 
the unit price offered unless the offeror specifies otherwise in its proposal. 
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(c) Negotiations with any or all offerors may be required after receipt of 
proposals. Such further negotiations shall not be deemed to be a rejection or a 
counteroffer on the part cf the Government. Notwithstanding such further 
negotiations, the Government may accept the offeror’s proposal within the time 
specified in the proposal unless the proposal is withdrawn in writing prior to 
acceptance. 

(d) It is contemplated that a contract will be awarded to that responsible 
offeror whose proposal will be most advantageous to the Government, price and 
other factors considered. The right is reserved to accept other than the lowest 
proposal and to reject any or all proposals. 

(e) An Acceptance of Proposal mailed (or otherwise furnished) to the success- 
ful offeror within the time for acceptance and upon the terms specified in the 
proposal results in a binding contract, without further action by either party. 

(f) Any cost or financial analysis data submitted with any proposal hereunder 
or any representation concerning facilities or financing shall not form a part of 
any resulting contract. 

2. Labor information.—Attention is invited to the possibility that wage deter- 
minations may have been made under the Walsh-Healey Public Contracts Act 
providing minimum wages for employees engaged in the manufacture for sale to 
the Government of the supplies covered by this Request for Proposals. Informa- 
tion in this connection, as well as general information as to the requirements 
of the act concerning overtime payment, child labor, safety and health provisions, 
ete., may be obtained from the Wage and Hour and Public Contracts Divisions, 
Department of Labor, Washington 25, D. C. Requests for information should 
state the request number, the issuing agency and the supplies covered. 

3. Discounts.—(a) Prompt payment discounts will be included in the evalua- 
tion of proposals, provided the period of the offered discount is sufficient to permit 
payment within such period in the regular course of business under the delivery, 
inspection, and payment provisions of the Request and Proposal. 

(b) In connection with any discount offered, time will be computed from date 
of delivery of the supplies to carrier when delivery and acceptance are at point 
of origin, or from date of delivery at destination or port of embarkation when 
delivery and acceptance are at either of those points, or from date correct invoice 
or voucher (properly certified by the Contractor) is received in the office specified 
by the Government if the latter date is later than the date of delivery. 

4. Prices.—Unit price for each unit quoted on shall be shown and such unit 
price shall include packing unless otherwise specified. 

5. Delivery time—When not otherwise specified, offeror must definitely state 
time of proposed delivery. 

6. Computation of time.—Time, if stated as number of days, will include Sun- 
days and holidays. 

7. Government-furnished property—No material, labor, or facilities will be 
furnished by the Government unless otherwise provided in the schedule. 

8. Agents.—Proposals signed by an agent must be made in the name of the 
principal and must be accompanied by evidence of his authority. 

9. Proposals.—(a) Data. Hach ofieror shall furnish the information required 
by the request for proposals form. The offeror should print or type his name on 
the schedule and each continuation sheet thereof upon which he makes an entry. 

(b) Corrections. Erasures or other changes in proposals made by offeror must 
be explained or otherwise noted over signature of offeror. 

(c) Late proposals. The Government reserves the right to consider proposals 
or modifications thereof received after the date indicated for such purpose, but 
before award is made, should such action be in the interest of the Government. 

(d) Mistake. In case of mistake in extension of price, the unit price will 
govern. 

(e) Addressing. Proposals and modifications thereof shall be enclosed in sealed 
envelopes addressed to the issuing office, with the name and address of the 
offeror and the request number on the face of the envelope. 

10. No proposal.—In the event no proposal is to be submitted, do not return 
the request for proposals, together with the drawings and specifications, unless 
otherwise specified. However, a letter or postcard should be sent to the issuing 
office advising whether future solicitations for the type of supplies or services 
covered by this request for proposals are desired. 

11. Seller’s invoices.—Invoices shall be prepared and submitted in quadrupli- 
cate unless otherwise specified, and shall contain the following information: 
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Contract number, order number (if any), and item number; contract description 
of supplies or services, sizes, quantities, unit prices, and extended totals, bill of 
lading number and weight of shipment will be shown for shipments on Govern- 
ment bills of lading. The following certificate will be shown on each copy of 
the invoice: 

“TI certify that the above bill is correct and just and that payment therefor has 
not been received.” 

The contractor or his authorized representative will sign only the original 
(ribbon-typed copy, if typed). When the invoice is signed or receipted in the 
name of the company or corporation, the name of the person signing, as well 
as the capacity in which he signs, must appear. For example: “John Doe Co., by 
John Smith, secretary,” “treasurer,” or as the case may be. 


INFORMATION AND INSTRUCTIONS TO OFFERORS 


1. The Government desires that quotations be submitted in triplicate on this 
Request for Proposal Form; however, quotations by wire or letter incorporating 
the terms and conditions of this Request for Proposal by reference, to be con- 
firmed in triplicate, on this Request for Proposal Form, will be considered. 

2. Do not return this Request for Proposal Form when no quotation is being 
submitted. 

8. Quotations will be considered whether on a firm price basis or on an esca- 
lated price basis and Offeror shall indicate which basis is applicable. Where quo- 
tation is on an escalated price basis, the lowest possible ceiling price is solicited. 
Unless otherwise indicated by the Offeror it is understood that quotations on an 
escalated price basis will be subject to all the terms and conditions of ASPPA 
Form COE—400 (Rev. 15 April 1954), copy of which is attached. 

4. Exceptions to the type or time of delivery, specifications or any other pro- 
visions of this Request for Proposal should be avoided; however, if the Offeror 
finds it necessary to take any exceptions, they should be set forth in a separate 
letter. 

5. If the Schedule provides for prices f.o.b. transportation equipment at Con- 
tractor’s refinery or plant the Government shall have the option to accept all or 
any part of the product offered f. o. b. Contractor’s refinery or distribution ter- 
minal for shipment to any destination the Government may elect. 

6. Proposal and acceptance of all or any part.—Unless otherwise provided in 
the Schedule, offers may be submitted for any quantities less than those speci- 
fied. The Government shall have the option to accept all or any part of the 
quantity offered on any item at the unit price offered unless the Offeror specifies 
otherwise in this proposal. 

7. Statement concerning fees.—If the Offeror, by checking the appropriate box 
provided therefor in his quotation, has represented that he has employed or re- 
tained a company or person (other than a full-time employee) to solicit or se- 
cure this contract, he may be requested by the Contracting Officer to furnish a 
complete Standard Form No. 119, “Contractor’s Statement of Contingent or Other 
Fees for Soliciting or Securing Contracts.’ If the Offeror has previously fur- 
nished a complete Standard Form No. 119 to the office issuing this Request for 
Proposal, he may accompany his quotation with a signed statement, (a) indicat- 
ing when such completed form was previously furnished, (0) identifying by 
number the previous Invitation for Bids, Request for Proposals, or contract, if 
any, in connection with which such form was submitted, and (c) representing 
that the statements in such form are applicable to this quotation. 

Note.—The Government will consider bids on product from any refining area; 
however, the tabulation shown below indicates for bidders information only the 
refining area from which the requirements are usually met: 
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Section I. Supplies to be furnished 


The supplies to be furnished hereunder, the form of delivery and the prices 
therefor are as follows: 


| 
Estimated | Price per 
Item | Description quantity barrel 
} (barrels) | 
ale adehlalendendisa 
1 | Boiler fuel oil, Navy special, MIL-F-859C_____._._.....-..-.-------- 5, 300, 000 Lp changes toasak einem 
(a) F. o. b. Government-furnished barges and/or vessels at sup- 
| plier’s works, United States west coast: | 
S | @aivcwowsn conse SES ss OnE SbnSs Ce AES COS ESDSESHSSCHOS SESS CE SEDES I HOSTCLSBESCSeoe |annan-----e--e 
(Location) | 


(Location) 


(b) F.o. b. junction of contractor’s pipeline and Navy pipeline to 
Navy storage, Point Molate, Calif..................----..- 
(c) Delivered by vessel or barge all transportation charges paid 
into Navy storage, Point Molate. Calif....................- 
(d) F. 0. b. junction of contractor’s pipeline and Navy pipeline to 
i Navy storage, Gan Pedro, Ositl... ....-oginoncadconndesecess! 
j (e) Delivered by vessel or barge all transportation charges paid 
} inte’ Navy etorage, Barn Pedr, Oa. oa ease Sn ck A eccteccicwsense 
2 | Boiler fuel oi], Navy special, MIL-F-859C _____- ispltias “epedieb tara. G MORO ihe nd ensicas 
(a) F. o. b. Government-rurnished barges and/or vessels at sup- 
plier’s works on United States east coast, United States 
gulr coast or in Caribbean area: 


PF “(Location) 

3 | Fuel oil, burner, grade F. S. No. 6, VV-F-815 and amendment 1--__ of a 
| (a) F. o. b. Government-turnished vessels or barges at supplier’s 

works on United States west coast: 


(Location) 


4 | Fuel oil, burner, grade F. 8S, No. 6, VV-F-815 and amendment 1 .| 100, 000 | 
(a) F. o. b. Government-turnished vessels or barges at supplier’s 

works on United States east coast, guli coast, or in Carib- | 

bean area: 








Section II. Deliveries and contract period 


(a) The supplies to be furnished hereunder shall be delivered at the points 
indicated in section I hereof in such quantities as may be ordered by the Gov- 
ernment during the period beginning with the date of this contract and ending 
June 30, 1957. 

(b) Notwithstanding the provisions of paragraph (a) above, except at its 
option, Contractor shall not be required to make delivery hereunder subsequent 
to 31 days after the expiration of the ordering period specified in paragraph (a) 
above nor prior to January 1, 1957. 

(ec) Deliveries hereunder shall be made upon 
otherwise specified) advance notice. 

(d) Contractor shall not be required to deliver any quantity of product here- 
under in excess of 25 percent of the quantity offered by the contractor and ac- 
cepted by Government or 100,000 barrels, whichever is greater, in any one cal- 
endar month. 


wae. days (20 days unless 


Section III. Specifications 


The supplies to be furnished hereunder shall be in strict accordance with the 
following: 


Items 1 and 2: Military Specification MIL—F-859C dated April 10, 1956. 
Items 3 and 4: Federal Specification VV-F-815 and amendment 1 dated October 
2, 1952. 
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Section IV. Determination of quantity 


(a) Measurenient of quantity on deliveries f. 0. b. Government furnished barges 
and/or vessels shall be based on contractor’s shore tank gages at point of loading. 

(b) Measurement of quantity on deliveries f. 0. b. junction of contractor’s pipe- 
line and Government pipeline to Government storage, shall be determined by 
gaging contractor’s storage tanks before and after pumping; provided however, 
that pipeline from contractor’s storage tanks to the point where such line connects 
with Government pipeline is filled at the time of any gaging. 

(c) Measurement of quantity on deliveries via vessels or barges all transporta- 
tion charges paid into Government storage shall be based on the tank gages of 
the Government receiving tanks at the point of delivery. Contractor shall have 
the right to have a representative present to witness the delivery and measure of 
quantity. 


Section V. Inspection 


(a) Inspection shall be made at the points indicated below by the cognizant 
armed services’ inspector : 

(i) Deliveries f. o. b. Government furnished barges or vessels at contrac- 
tor’s works, inspection for quality shall be made at contractor’s storage 
point and/or at the point of loading. 

(ii) Deliveries f. 0. b. junction of contractor’s pipeline and Government 
pipeline to Government storage, inspection for quality shall be made at the 
point of delivery (juncture of contractor’s pipeline and Government pipeline) 
and/or at contractor’s storage point. 

(iii) Deliveries via vessels or barges all transportation charges paid into 
Government storage, inspection for quality shal] be made at point of delivery 
(Government storage) and/or at contractor’s storage point. 

(b) If requested by the cognizant inspector, contractor shall furnish reports 
covering the product furnished and showing those chemical and physical char- 
acteristics required by the applicable specification. Such characteristics shall 
be reported as determined by actual tests. 

(c) The product to be delivered hereunder is a residual fuel oil; therefore, upon 
notice that the fuel delivered fails to give satisfactory performance with respect 
to slagging, heater deposits, sludging while in storage, and low temperature pump- 
ing characteristics, contractor shall attempt to improve the qualities of its prod- 
uct through use of different types of base stocks and/or a different method of 
production for fuels to be subsequently delivered against future orders hereunder. 


Section VI. Bunkering provisions 


The following shall be applicable to items 1 and 2: 

(a) Contractor agrees, upon request of the master of the vessel being loaded 
pursuant to this contract, or his authorized representative, to deliver into bunkers 
of such vessels commercial grade No. 6 at a price: (Contractor will indicate one 
or more of the following) : 


sidialiebaatiamens 1. Not to exceed the contractor’s posted selling price minus 
(Check here) Riis adie per barrel. 


atarehetameriietn 2. Not to extend the contractor’s posted or established selling price 
(Check here) for similar sales to others. 


Siitiecicndl 8. The above prices are subject to a maximum of $ _______- per barrel. 
(Check here) 


(b) The contractor shall certify on all invoices the following: “I certify that 
the above bill is correct and just and the price is no higher than the contract 
price and that payment therefor has not been received.” 


(c) In the event the contractor has another contract with the Government 
(ASPPA) for delivery of grade No. 6 fuel into bunkers of vessels at a lower 
price than that provided above, delivery shall be made under such other 
contract. 

(d) The contractor shall, if and to the extent of the quantity ordered by the 
Government, deliver Navy special into bunkers of vessels loading Navy special 
cargoes under this contract at the unit prices applicable for delivery f. o. b. 
vessels hereunder. 

The following shall be applicable to items 3 and 4: 

(e) The contractor shall, if and to the extent of the quanity ordered by the 
Government, deliver No. 6 fuel oil into bunkers of vessels loading No. 6 fuel 
oil cargoes pursuant to this contract, at the unit price applicable for delivery 
f, o. b. vessels hereunder. 
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INVOICES FOR BUNKERS 


(f) Invoices for grade No. 6 fuel oil and Navy special fuel oil delivered as 


bunkers shall be separately prepared in quadruplicate and processed pursuant 
to instructions of the ordering officer. 


Section VII. Priority rating authorization 


(a) The right is hereby assigned to apply the rating and allotment No. 
DO-C9 to deliveries on contractor’s purchase orders for production and processing 
chemicals and containers and packaging materials needed by contractor for 
performance on this contract, to the extent to which orders are placed against it. 

(b) Contractor may apply this rating and allotment number on contractor’s 
purchase order (s) for chemicals, containers and packaging materials by placing 
the following certification on the order (s): “DO-C9, certified under DMS 
Regulation No. 1.” 


Section VIII. Alterations 


(a) The clause of this contract entitled “Renegotiation” canceled and super- 
seded by the following: 


“Renegotiation 


“(a) This contract is subject to the Renegotiation Act of 1951 (Public Law 
9, 82d Cong., 65 Stat. 7) as amended (Public Law 764, 83d Cong., 68 Stat. 1116; 
Public Law 216, 84th Cong. 69 Stat. 447), and to any subsequent act of Con- 
gress providing for the renegotiation of contracts. Nothing contained in this 
clause shall impose any renegotiation obligation with respect to this contract 
or any subcontract hereunder which is not imposed by an act of Congress here- 
tofore or hereafter enacted. Subject to the foregoing this contract shall be 
deemed to contain all the provisions required by section 104 of the Renegotiatoin 
Act of 1951, and by any such other act, without subsequent to contract amend- 
ment specifically incorporating such provisions. 

“(b) The contractor agrees to insert the provisions of this clause, including 
this paragraph (b), in all subcontracts, as that term is defined in section 103g 
of the Renegotiation Act of 1951 or in any subsequent act of Congress providing 
for the renegotiation of contracts.” 

(b) The second sentence of the clause entitled “Disputes” of the additional 
general provisions is superseded by the following: 

“Within 30 days from the date of receipt of such copy, the contractor may 
appeal by mailing or otherwise furnishing to the contracting officer a written 
appeal addressed to the secretary, and the decision of the secretary or his duly 
authorized representative for the hearing of such appeals shall, unless deter- 
mined by a court of competent jurisdiction to have been fraudulent or capricious 
or arbitrary or so grossly erroneous as necessarily to imply bad faith, or not 
supported by substantial evidence, be final and conclusive; provided that, if no 
such appeal is taken, the decision of the contracting officer shall be final and 
conclusive.” 

(c) The words “or ‘Restricted’” appearing in the first sentence of paragraph 
(b) of the clause entitled “Assignment of claims” of the additional general pro- 
visions are deleted. 

(d) Clause 18 of the general provisions entitled “Nondiscrimination of em- 
ployment” is superseded by the following: 


“Nondiscrimination in Employment 


“(a) In connection with the performance of work under this contract, the 
contractor agrees not to discriminate against any employee or applicant for 
employment because of race, religion, color, or national origin. The aforesaid 
provision shall include, but not be limited to, the following: employment, up- 
grading, demotion, or transfer; recruitment or recruitment advertising; layoff 
or termination; rates of pay or other forms of compensation; and selection for 
training, including apprenticeship. 

“The contractor agrees to post hereafter in conspicuous places, available for 
employees and applicants for employment, notices to be provided by the contact- 
ing officer setting forth the provisions of the nondiscrimination clause. 

“(b) The contractor further agrees to insert the foregoing provisions in all 
subcontracts hereunder, except subcontracts for standard commercial supplies 
or raw materials.” 
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(e) Preference for United States-fiag vessels :* 

“(a) After the date of award of this contract, the contractor shall employ 
privately owned United States-flag commercial vessels, and no others, in the 
transportation by sea of any supplies to be furnished hereunder; provided, 
however, that if such vessels are not available for timely shipment at fair and 
reasonable rates for such vessels, the contractor shail so notify the contracting 
officer and request authorization to ship in foreign-flag vessels or designation of 
available United States-flag vessels. If the contractor is authorized in writing 
by the contracting officer to ship such supplies in foreign-flag vessels, the con- 
tract price shall be equitably adjusted to reflect the difference in costs of ship- 
ping such supplies on privately owned United States-flag commercial vessels and 
foreign-flag vessels. 

“(b) Promptly after each shipment the contractor shall furnish the contract- 
ing officer 1 copy of the applicable shipping document indicating for each ship- 
ment made under this contract the name and nationality of the vessel and the 
measurement tonnage (40 cubie feet) of dry cargo, or long tons (2,240 pounds) 
of bulk liquid cargo, shipped on such vessels.” 

(f) This request for proposal consists of the Cover Page, Instructions, a 
schedule which includes sections I through VIII, the Additional General Pro- 
visions which include clauses 21 through 41, and General Provisions, Standard 
Form 32, November 1919 edition (which is not attached hereto but is incorpo- 
rated by reference), which include clauses 1 through 20. 


ADDITIONAL GENERAL PROVISIONS 
21. Quantities 


(a) The quantities set forth in the Schedule are estimates only. The amounts 
of supplies and/or services which the Contractor may be required to furnish 
and the Government to accept shall be the amounts which from time to time, 
may be ordered by the Ordering Officer during the period of this contract. In 
any event, however, the Government shall order supplies and/or services having 
an aggregate value at the unit prices payable under this contract of not less than 
$100.00, and, subject to the provisions of paragraph (b) of this Clause 21, the 
Government shall be entitled to order and the Contractor shall be required to 
furnish, if ordered, supplies and/or services equivalent to but not in excess of 
the quantity designated by the contract Schedule for any item. 

(b) To the extent the cover page of this contract indicates for any Service 
(Army, Navy or Air Force) that the appropriation allotment (funds) applicable 
to this contract for such Service shall be the account-for-which supplies and/or 
Services are to be furnished pursuant to individual delivery orders placed here- 
under, then the following subparagraph designated (i) shall apply to the exclu- 
sion of subparagraph (ii), and to the extent the cover page of this contract indi- 
cates for any such Service a specific appropriation applicable to supplies and/or 
services to be furnished hereunder to such Service, then the following subpara- 
graph designated (ii) shall apply to the exclusion of (i): 

(i) If the Government orders and the Contractor, at its option, furnishes 
more than the quantity designated by the contract Schedule for any item, 
the total quantity ordered and furnished shall be treated for all purposes as 
having been ordered and furnished under the terms of this contract and pay- 
ment therefor shall be made at the applicable unit price or prices in effect on 
the date of delivery, provided, however, that in no event, and notwithstand- 
ing paragraph (c) of this Clause 21, shall the Contractor deliver supplies in 
excess of the quantity designated by the contract Schedule for any item plus 
ten percent (10%) thereof, unless the Contractor first obtains specific ap- 
proval therefor or from the Contracting Officer. 

(ii) There has been indicated on the cover page hereof an estimated mone- 
tary sum for certain supplies or services for the Service(s) also indicated 
thereon. Notwithstanding any provisions of this contract including those 
concerning escalation or variations in quantities, in no event shall the Con- 
tractor, without the consent of the Contracting Officer, furnish petroleum 
products or services in excess of the quantities, which when computed in total 
for such Service at the unit prices applicable under the contract, would 
entitle the Contractor to payments in excess of the estimated monetary sum 
indicated for such certain supplies or services for such Service. Subject to 
the foregoing, the Contractor, if requested so to do, may, at its option, 


*Notr.—This clause is not applicable where shipments of product originate and termi- 
nate in the same geographic area, as defined in ASPR 1-309 (c). 
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furnish petroleum products and/or perform services in excess of the quan- 
tity designated by the contract Schedule for any item for any Service, pro- 
vided, however, if the Contractor so delivers in excess of the quantity so 
designated for any item, the Contractor's obligation under paragraph(s) 
above in regard to the quantities designated by the contract Schedule for 
all items for such Service shall be reduced to the extent necessary to comply 
with limitations expressed in the preceding sentence hereof. 

(c) A variation in quantity of 10% of the amount of any individual “order” 
or “call” will be permitted when such variation is due to conditions of loading, 
shipping, or packing, or allowances in refining or manufacturing processes. 
22. Supplemental inspection provisions 

(a) The inspection system to be provided and maintained by the Contractor 
pursuant to paragraph (e) of Clause 5 shall cover quality, quantity, packaging, 
marking and loading (including inspection for condition, prior to loading or filling, 
of tankers, barges, tank cars, tank trucks and containers) of the supplies fur- 
nished under this contract. 

(b) The reasonable facilities to be provided for the convenience of the Govern- 
ment Inspectors pursuant to paragraph (c) of Clause 5 shall include, at the 
point of manufacture, provision for laboratory facilities sufficient for perform- 
ing the inspection tests set forth in the Specifications. 

(c) If inspection is to be made at Contractor's refinery or distribution termi- 
nal, the Contractor shall notify the Armed Services Inspector, or the inspection 
office designated in the Schedule, reasonably in advance of the time when the 
supplies are to be ready for inspection. 

(d) The Contractor shall prepare, in accordance with instructions given by the 
cognizant Inspector, applicable inspection and acceptance forms, that is, either 
the “Material Inspection and Receiving Report DD Form 250,” or the “‘Tanker/ 
Barge Loading Report DD Form 250-1” covering each shipment hereunder. The 
maximum number of copies of the applicable form to be prepared will not exceed 
25 copies for any individual shipment. 

(e) The Contractor shall furnish hereunder, from time to time, at the request 
of, in the manner and to the place designated by the Inspector, a reasonable 
number of samples of the supplies described herein without charge to the Govern- 
ment. Such samples shall be packed, marked and shipped by Contractor, ship- 
ping expense prepaid, in containers and shipping boxes furnished by Contractor. 


23. Submission of invoices 


(a) The Contractor shall support each invoice covering products delivered at 
Contractor’s refinery or distribution terminal with one signed (by Inspector) and 
one unsigned copy of the applicable inspection report form (see Clause 22 (d)). 

(b) Invoices covering products delivered at destination, i. e., at the using ac- 
tivity, shall not be supported with copies of such inspection forms. 

(c) The Contractor’s invoices (in quadruplicate) covering deliveries pursuant 
to “orders” or “calls” by activities of the Army, Navy, Air Force or other De- 
partments, respectively, shall be made out and forwarded, unless otherwise indi- 
cated in such “‘orders” or “calls,” as follows: 

(i) Army.—Make out to: Finance Officer, U. S. Army, 2nd & R. Sts. SW., 
Washington 25, D. C. Forward to: Fiscal Officer, Cameron Station, Alexan- 
dria, Virginia. 

(ii) Navy.—Make out to: U. S. Government, Department of Navy. For- 
ward to: (a) the consignee on deliveries made f. o. b. or f. a. s. destination 
(the consignee shall certify as to receipt and acceptance, and forward the 
invoices to the appropriate Regional Accounts Office indicated in a., B., or ec. 
below) or (b) the appropriate below-designated Regional Accounts Office on 
deliveries accepted f. o. b. transportation equipment or into storage at Con- 
tractor’s refinery or distribution terminal: 

a. West of the Rocky Mountains — to the U. S. Navy Regional Ac- 
counts Office, Navy Supply Center, Oakland, California. 

b. East of the Rocky Mountains — to the U. S. Navy Regional Ac- 
counts Office, Washington 25, D. C. 

c. East and West of the Rocky Mountains — to the U. 8S. Navy Regional 
Accounts Office in the same area (East or West of the Rocky Mountains) 
as the home office of the Contractor. 

(iii) Air Force.—Make out and forward to: USAF Finance Officer, Middle- 
town Air Force Depot, Olmsted Air Force Base, Middletown, Pennsylvania. 

(iv) Other.—On orders placed by activities of Federal Departments, other 
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than the military, or by authorized CPFF Federal Government contractors 
(see paragraph (b) of Clause 24), invoices shall be submitted as instructed 
by those activities. Such activities placing orders under this contract shall 
furnish the Contractor with the name and proper address of the activity to 
whom invoices shall be rendered and the name and address of the Disbursing 
Officer responsible for payment. Such activities shall also indicate the pro- 
cedure for processing tax exemption certificates. 

(dad) To prevent disclosure of classified information, invoices submitted under 
classified contracts shall be so prepared that the supplies or services covered 
thereby can be identified only by reference to the contract. For example, the in- 
voices may state “Contract ASP——, Item 2, 5,000 at $.15 — $750.00.” The se- 
curity classification, if any, shown on the contract, shall not appear on the in- 
voices. “Billing Instructions” furnished by the ASPPA at the time of trans- 
mittal of executed copy of the contract to the Contractor will be followed on 
classified and non-classified contracts. 

(e) In connection with any discount offered, time will be computed from date 
of delivery of the supplies to carrier when delivery and acceptance are at point of 
origin, or from date of delivery at destination or port of embarkation when de- 
livery and acceptance are at either of those points, or from date correct invoice 
or voucher (properly certified by the Contractor) is received in the office specified 
by the Government if the latter date is later than the date of delivery. If a dis- 
count is applicable hereunder, such discount will be computed against the total 
amount of the invoice. 

24, General delivery conditions 

Unless otherwise indicated in the Schedule: 

(a) Delivery of product under each item of the Schedule shall be made to those 
activities of the Army, Navy and/or Air Force indicated in the Schedule for such 
item pursuant to “orders” or “calls” therefor placed by the Ordering Officer of 
each such activity or by the applicable Ordering Officer for the supply branch 
of the Service indicated for such item, except that: 

(i) Subject to acceptance by the Contractor, an Ordering Officer of a Service 
indicated in the Schedule as entitled to place “orders” or “calls” for delivery 
under a particular item(s) may place “orders” or “calls” for a portion of 
the quantities under such item(s) to be delivered at a delivery point(s) indi- 
cated under an item applicable to another Service, however Contractor’s in- 
voices covering deliveries pursuant to such orders shall indicate the item 
under which the quantities were ordered, shall show the unit prices for the 
applicable delivery point and method of delivery and shall make reference to 
the item number indicating such price, or 

(ii) After notice to the Contractor by the Contracting Officer (which 
notice will adjust the appropriation allotments (funds) assigned to this con- 
tract), an Ordering Officer of one Service may place “orders” or “calls” for 
delivery of specific quantities under a designated item(s) assigned in the 
Schedule to another Service, and Contractor’s obligation under such item(s) 
to deliver the total quantity to such other Service will be correspondingly 
reduced ; 

provided, however, that any delivery or deliveries pursuant to subparagraphs (i) 
and (ii) above, when added to all other deliveries for each Service, shall in no 
event exceed the quantities computed pursuant to the applicable limitations ex- 
pressed in paragraph (b) of Clause 21. 

(b) Delivery of products hereunder shall be made, as ordered, to those ac- 
tivities of other Federal Departments specifically named in the Schedule. 

(c) If the Schedule provides for delivery f. o. b. rail or truck carrier at the Con- 
tractor’s refinery or distribution terminal, release of product to named con- 
signees (activities) authorized to issue “calls” or “orders” for delivery hereunder 
will be periodically furnished Contractor by the cognizant Service indicated in 
the Schedule. “Releases” will be furnished by the officers indicated in (i), (ii), 
and (iii) of paragraph (0) of this Clause 24. 

(d) Vessels, barges, tank cars and tank trucks required for deliveries to be 
made f. o. b. such transportation equipment at designated refineries or distribu- 
tion terminals shall be furnished by the Government. Contractor shall, without 
additional cost to the Government, arrange to obtain any railway box cars for any 
shipments made hereunder. Government-furnished transportation equipment and 
containers which Contractor finds unsatisfactory for loading shall be reported as 
follows: 
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(i) Tankers and barges: report by telephone to cognizant Inspector. 
(ii) Tank cars: 

a. Army and Air Force—report by wire (Government rate collect) to 
the Office of the Chief of Transportation, Bulk Liquids Section, Wash- 
ington 25, D. ©. Also, so report any shortage or overage of tank cars to 
such office, 

b. Navy—report by wire (Government rate collect) to the Bureau 
of Supplies and Accounts, Transportation Section, Washington 25, D. C. 
Also, so report any shortage or overage of tank cars to such office. 


(iii) Tank trucks: report to carrier’s general office, or home base or station 
of tank truck. 


(iv) Drums: see paragraph (i) below. 

(e) Strainers (except when loading barges and tankers) of 100 mesh or smaller 
will be used in loading aircraft engine fuel and jet aircraft engine lubricating oil, 
and of 60 mesh or smaller will be used in loading aircraft reciprocating engine 
lubricating oil. Contractor shall furnish and periodically inspect such strainers, 
keeping a written record thereof. 

(f) Serially numbered seals furnished by Contractor shall be affixed to all 
tank cars and tank trucks. The marking on the seal shall be indicated on all 
shipping documents. If Government tank cars are furnished, the Contractor shall 
with respect to: 

(i) USAX and USQX cars (normally Army and Air Force shipments)— 
Prepare and forward “Tank Car Report,” WDAGO Form 55-95 on all ship- 
ments in such cars to the Office of the Chief of Transportation, Bulk Liquids 
Section, Washington 25, D. C. On Air Force shipments the first carbon copy 
shall be sent to the Transportation Division, Air Materiel Command, Wright- 
Patterson AFB, Ohio. 

(ii) USNX (normally Navy shipments)—Prepare and forward Form 
S&A 409 on all shipments in such cars to U. 8S. Navy, BuSandA, Transporta- 
tion Division, Washington 25, D. C. 

(zg) When delivery is made f. o. b. transportation equipment at Contractor’s 
refinery or distribution terminal, Government bills of lading shall be used and will 
be furnished or arranged for by the Inspector; provide’, however, Government 
bills of lading will not be used for deliveries f. 0. b. destination. 

(h) Except for the force majeure provisions contained in paragraph (b) of 
Clause 11, demurrage charges on tank cars and tank trucks resulting from Con- 
tractor’s delay shall be for the Contractor’s account. 

(i) For deliveries to be made in Government-owned drums, the Government 
shall ship such drums to Contractor’s filling point where Contractor shall unload 
the same. Contractor shall report excess or unsatisfactory drums to the ac- 
tivity furnishing the same with a request fer Government bill of lading to cover 
return shipment. Contractor shall load excess or rejected drums f. o. b. trans- 
portation equipment. 

(j) Marking of Contractor or Government-furnished drums shall be in ac- 
cordance with the following, and such additional code markings, indicating ulti- 
mate destination, as may be specified by the Ordering Officer : 

(i) Army: Office of the Quartermaster General, tentative specification No. 
180 as amended to date. 

(ii) Navy: Navy Shipment Marking Handbook as amended to date. 

(iii) Air Force: AAF Specification 40737 as amended to date. 

(k) Cap seals shall be furnished by that party hereto furnishing the drums. 
Contractor shall cap seal all filled drums. 

(1) Prepaid telegraphic notice of shipments by rail, indicating grade of prod- 
uct, date of shipment, car numbers, bill of lading number and net quantities, 
shall be sent by Contractor to consignee at the time of delivery of shipment to the 
carrier. 

(m) The unit of quantity as used herein shall be (i) the barrel of 42 U. 8S. 
Gallons, (ii) the gallon of 231 cubic inches, (iii) the long ton of 2,240 pounds, or 
(iv) the pound of 16 ounces, depending upon the unit shown in the Schedule. 
All individual bulk deliveries of products, other than residual fuels, in excess 
of 3,500 gallons and all individual bulk deliveries of residual fuels shall be cor- 
rected to a standard temperature of 60° F. in accordance with the ASTM-IP 
Petroleum Measurement Tables, except that deliveries to Government Field 
Servicing Units for servicing at commercial airports shall be determined by 
meter without temperature correction. 

(n) The term “Contracting Officer” as used in this contract and as defined 
in paragraph (b) of Clause 1 of the General Provisions refers only to (i) the 
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Contracting Officer of the Armed Services Petroleum Purchasing Agency execut- 
ing this contract and (ii) any other officer or civilian employee of said Agency 
properly designated either as Contracting Officer or as the authorized representa- 
tive of the Contracting Officer. The term does not include any other person 
or persons. 

(o) The term “Ordering Officer’? means whichever applicable of the follow- 
ing or their designated representatives: (i) the Chief, Petroleum Branch, Office 
of the Quartermaster General, Washington 25, D. C., (ii) the Fuels Supply Of- 
ficer, Navy Fuel Supply Office, Naval Gun Factory, Washington 25, D. C., (iii) 
the Chief Fuels and Lubricants Division, Midletown Air Force Depot, Olm- 
sted Air Force Base, Middletown, Pa., (iv), the officer in charge of any activity 
indicated in the Schedule, (v) the supply officer of vessels being bunkered, and 
(vi) any Government Contractor who furnishes evidence of authority to pur- 
chase under ASPPA contracts. 


25. Tanker and barge loading conditions 


(a) Within six hours after receipt of notice of readiness to load, the Con- 
tractor shall provide a suitable berth for and commence the loading of the vessel 
nominated. 

(b) The Contractor shall load each vessel at the maximum rate possible (not 
less than the minimum commercial rate) weather permitting. Such loading 
shall be continuous and if not completed, within the period of time required 
at the rate of loading above specified, the Contractor shall pay demurrage at 
the rate applicable to vessels of similar size under normal conditions current 
on the date the Contractor gives notice of acceptance of the nomination 
of the vessel. Notwithstanding the provisions of any requirements cover- 
ing force majeure, the Contractor shall pay demurrage of one-half said rate in 
respect to demurrage incurred as a result of breakdown of machinery, or a fire 
in or about the plant of the Contractor at loading port. 

(c) The product shall be pumped into each vessel by the Contractor at Con- 
tractor’s risk and peril as far as the ship’s permanent hose connection. 


26. Tax exemption certificates 


(a) If the unit prices set forth in the Schedule are indicated as being exclu- 
sive of Federal Excise Taxes, the supplies to be furnished hereunder are for 
one of the following purposes : 

(i) Export or shipment to a possession of the United States (Sec. 2705 
and 3449 IRC). The Contractor shall prepare necessary exemption cer- 
tificates in accordance with the sample form attached hereto. Such cer- 
tificate, in duplicate, will be forwarded to the officer indicated immediately 
below for execution and return of one signed copy: 

a. Bulk deliveries (f. 0. b. tankers, pipe line or storage )—to Contract- 
ing Officer. 

b. Drum and packaged deliveries—to consigneee (appropriate Port. 
Transportation or Station Supply Officer). 

(ii) Use as fuel supplies or supplies necessary for navigation, propulsion 
for upkeep of vessels of war of the United States (Sec. 3451 IRC). The 
Contractor shall request the necessary tax exemption certificates from the 
Contracting Officer. 

(iii) Use of taxable petroleum liquids for purposes other than as a fuel 
for propulsion (Sec. 3412 IRC, and Par. 314.33 Int. Rev. Reg.), or use of oils 
for nonlubricating purposes (Sec. 3413 IRC, and Par. 314.43 Int. Rev. Reg.). 
The Contractor shall request the necessary tax exemption certificate from 
the Contracting Officer. 

(b) If any such tax exemption certificates on Federal Excise Taxes are not 
acceptable to the taxing authorities or if the Contractor is not relieved of the 
burden of such tax, the contract shall be modified to reimburse the Contractor 
therefor, provided, the amount of such tax shall be stated as a separate item on 
applicable invoices. 

(c) All applications for tax exemption certificates applicable to state or local 
taxes shall be sent to the Armed Services Petroleum Purchasing Agency, Wash- 
ington 25, D.C. 


27. Reports 


The Contractor shall, upon request of the responsible supply activity for the 
applicable Service, (i. e., the Officer indicated in (i), (ii) or (iii) of paragraph 
(o) of Clause 24) report as to the quantities of each grade remaining under the 
contract as of the date set forth tn the request. 
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28. Buy American exemption 


The Secretaries of the three Departments have expected from the Buy 
American Act crude petroleum, petroleum fuels, and petroleum lubricants. 


29. Inspection fees 


Unless otherwise indicated in the Schedule, applicable state and local inspec- 
tion fees are included in the unit prices set forth in the Section of the Schedule 
entitled “Supplies.” In the event sales to the Armed Services are exempt, an 
acceptable exemption certificate may be issued by Government in lieu of pay- 
ment of the fee, in which event the price invoiced will be reduced by the amount 
of such fee. 


30. Renegotiation 


(a) This contract is subject to the Renegotiation Act of 1951 (P. L. 9, 82d 
Congress) and shall be deemed to contain all the provisions required by Section 
104 of said Act. 

(b) The Contractor (which term as used in this clause means the party con- 
tracting to furnish the materials or perform the work required by this con- 
tract) agrees to insert the provisions of this clause, including this paragraph 
(b), in all subcontracts as required by Section 104 of the Renegotiation Act of 
1951; provided, that the Contractor shall not be required to insert the provisions 
of this clause in any subcontract of a class or type described in Section 106 (a) of 
the Renegotiation Act of 1951. 


31. Tax provisions (supersedes clause 10 of the general provisions ) 

(a) Definition—As used throughout this clause, the following terms shall 
have the meanings set forth below: 

(i) The term “direct tax’ means any tax or duty directly applicable to 
the completed supplies or services (as distinguished from taxes directly 
applicable to materials and components used in the manufacture or furnish- 
ing of the completed supplies or services) covered by this contract, or any 
other tax or duty from which the Contractor or this transaction is exempt. 
It includes any tax or duty directly applicable to the importation, production, 
processing, manufacture, construction, sale, or use of such supplies or sery- 
ices; it also includes any tax levied on, with respect to, or measured by sales, 
receipts from sales, or use of the supplies or services covered by this contract. 
The term does not include transportation taxes, unemployment compensation 
taxes, social security taxes, income taxes, excess-profits taxes, capital stock 
taxes, property taxes, and such other taxes as are not within the definition 
of the term “direct tax” as set forth above in this paragraph. 

(ii) The term “contract date” means the effective date of this contract if 
it is a negotiated contract, or the date set for the opening of bids if it is a 
contract entered into as a result of formal advertising. For the purpose of 
any additional procurement of supplies or services called for by any agree- 
ment supplement hereto, the term “contract date” shall refer to the date of 
such supplemental agreement. 

(b) Federal Taves.—Except as may be otherwise provided in this contract, the 
contract price includes all applicable Federal taxes in effect on the contract date. 

(c) State or Local Taves.—Except as may be otherwise provided in this con- 
tract, the contract price does not include any State or local direct tax in effect on 
the contract date. 

(d) Evidence of exemption—The Government agrees, upon request of the 
contractor, unless there exists no legal basis to sustain an exemption, to furnish 
a Tax Exemption Certificate or other similar evidence of exemption with respect 
to any direct tax not included in the contract price pursuant to this clause; and 
the Contractor agrees, in the event of the refusal of the applicable taxing author- 
ity to accept such evidence of exemption, (i) promptly to notify the Contracting 
Officer of such refusal, (ii) to cause the tax in question to be paid in such manner, 
as to preserve all rights to refund thereof, and (iii) if so directed by the Con- 
tracting Officer, to take all necessary action, in cooperation with and for the bene- 
fit of the Government, to secure a refund of such tax (in which event the Govern- 
ment agrees to reimburse the Contractor for any and all reasonable expenses in- 
curred at its direction). 

(e) Price adjustment.—If, after the contract date, (i) the Federal Government 
or any State or local government either imposes or increases (or removes an ex- 
emption with respect to) any direct tax or any tax directly applicable to the 
materials or components used in the manufacture or furnishing of the completed 
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supplies or services covered by this contract, or (ii) the Federal Government or 
any state or local government refuses to accept the evidence of exemption fur- 
nished under paragraph (d) hereof, with respect to any direct tax excluded from 
the contract price, or (iii) the Federal Government does not furnish a tax exemp- 
tion certificate or other similar evidence of exemption with respect to any direct 
tax excluded from the contract price, and if under either (i), (ii), or (iii) the 
Contractor is obliged to and does pay or bear the burden of any such tax (and 
does not secure a refund thereof), the contract price shall be correspondingly in- 
creased, and if interest and penalties are incurred by reason of delay in pay- 
ment of such tax on the instruction of the Contracting Officer, and such interest 
and penalties are legally imposed, the contract price shall be correspondingly in- 
creased. If, after the contract date, the Contractor is relieved in whole or in part 
from the payment or the burden of any direct tax included in the contract price, 
or any tax directly applicable to the materials or components used in the manu- 
facture or furnishing of the completed supplies or services by this contract, the 
Contractor agrees promptly to notify the Contracting Officer of such relief, and 
the contract price shall be correspondingly decreased or the amount of such 
relief paid over to the Government. Invoices or vouchers covering any increase 
or decrease in contract price pursuant to the provisions of this paragraph shall 
state the amount thereof, as a separate added or deducted item, and shall identify 
the particular tax imposed, increased, eliminated, or decreased. 

(f) Refund or drawback.—If any tax or duty has been included in the con- 
tract price or the price as adjusted under paragraph (e) of this clause, and if 
the Contractor is entitled to a refund or drawback by reason of the export or 
re-export of supplies covered by this contract, or of materials or components 
used in the manufacture or furnishing of the completed supplies or services 
covered by this contract, the Contractor agrees that he will promptly notify the 
Contracting Officer thereof and that the amount of any such refund or drawback 
obtained will be paid over to the Government or credited against amounts due 
from the Government under this contract ; provided, however, that the Contractor 
shall not be required to apply for such refund or drawback unless so requested by 
the Contracting Officer. 

(zg) Indiana gross income and bonus iagz (applicable to all supplies delivered 
at origin hereunder f. o. b. Contractor’s plant within the State of Indiana). The 
Indiana Gross Income and Bonus Tax is hereby construed, for the purpose of this 
clause, to be a direct tax as defined in paragraph (a) of this clause. All contract 
prices for supplies to be furnished hereunder shall include such Indiana Gross 
Income and Bonus Taxes as are imposed by the State of Indiana. The Contractor 
agrees, however, in any instance where the State of Indiana seeks to impose such 
tax on receipts from supplies which are shipped outside the State of Indiana 
either by the Contractor or by the Government, to pay such taxes under protest. 
The Contractor further agrees, as directed by the Contracting Officer to do so, to 
take all necessary action, in cooperation with and for the benefit of the Govern- 
ment, to secure a refund of such tax, in which event the Government agrees to 
reimburse the Contractor for any and all reasonable expenses incurred at the 
direction of the Contracting Officer. In the event the State of Indiana exempts 
the Contractor from the payment of such tax, or in the event the Contractor is 
successful in securing a refund of such tax, the Contractor agrees to reimburse the 
Government for the amount of such tax and any interest refunded. In the event 
of administrative proceedings or litigation concerning such tax, the Contractor 
shall keep the Contracting Officer informed thereof and shall authorize represent- 
atives of the Government to collaborate with counsel for the Contractor in 
settling or prosecuting claims for refund of such tax. 


$2. Assignment of claims (this clause 32 supersedes clause 8 of the general 
provisions) 


(a) Pursuant to the provisions of the Assignment of Claims Act of 1940 as 
amended (31 U. 8S. Code 203, 41 U. S. Code 15), if this contract provides for pay- 
ments aggregating $1,000 or more, claims for moneys due or to become due the 
Contractor from the Government under this contract may be assigned to a bank, 
trust company, or other financing institution, including any Federal lending 
agency, and may thereafter be further assigned and reassigned to any such in- 
stitution. Any such assignment or reassignment shall cover all amounts payable 
under this contract and not already paid, and shall not be made to more than one 
party, except that any such assignment or reassignment may be made to one 
party as agent or trustee for two or more parties participating in such financing. 
Notwithstanding any other provision of this contract, payments to an assignee 
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of any moneys due or to become due under this contract shall not, to the extent 
provided in said Act as amended, be subject to reduction or set-off. 

(b) In no event shall copies of this contract or of any plans, specifications, or 
other similar documents relating to work under this contract, if marked “top 
secret,” “secret,” “confidential,” or “restricted,” be furnished to any assignee of 
any claim arising under this contract or to any other person not entitled to receive 
the same; provided, that a copy of any part or all of this contract so marked may 
be furnished, or any information contained therein may be disclosed, to such 
assignee upon the prior written authorization of the Contracting Officer. 


83. Subcontracting 


It is the policy of the Government as declared by the Congress to bring about 
the greatest utilization of small business concerns which is consistent with 
efficient production. The Contractor agrees to accomplish the maximum amount 
of subcontracting to small business concerns that the Contractor finds to be con- 
sistent with the efficient performance of this contract. 


84. Notice to the Government of labor disputes 


Whenever the Contractor has knowledge that any actual or potential labor 
disputes, either in its own plant or in the plant of any Subcontractor supplying an 
essential component for use in the production of the supplies to be delivered 
hereunder, is delaying or threatens to delay timely performance of this contract, 
the Contractor shall immediately give concurrent notice thereof, including all 
relevant information with respect thereto, to the Contracting Officer and to the 
applicable Armed Services Inspector, 


85. Patent indemnity 


The Contractor agrees to indemnify the Government and its officers, agents and 
employees against liability, including costs and expenses, for infringement upon 
any Letters Patent of the United States (except Letters Patent issued upon an 
application which is now or may hereafter be, for reasons of national security, 
ordered by the Government to be kept secret or otherwise withheld from issue) 
arising out of the performance of this contract or out of the use or disposal by or 
for the account of the Government of supplies furnished or construction work 
performed hereunder. The foregoing indemnity shall not apply unless the Con- 
tractor shall have been informed as soon as practicable by the Government of 
the suit or action alleging such infringement, and shall have been given an op- 
portunity to present recommendations as to the defense thereof; and further, such 
indemnity shall not apply in any one of the following situations: (i) any infringe- 
ment resulting from the addition to any such supplies of other supplies not fur- 
nished by the Contractor for the purpose of such addition; (ii) any settlement of 
a claim of infringement made without the consent of the Contractor, unless re- 
quired by final decree of a court of competent jurisdiction; (iii) any claim of 
infringement arising from use or disposal outside the scope of any license limita- 
tion under which the Contractor is bound, provided that the Contractor has noti- 
tied the Government of the limitation prior to the first delivery under this con- 
tract; (iv) any infringement necessarily resulting from changes (other than the 
substitution of another standard commercial part or component manufactured or 
supplied by the Contractor) order pursuant to this contract, or from specific 
written instructions given by the Contracting Officer directing a manner of per- 
forming the contract not normally utilized by the Contractor. 


$86. Disputes (supersedes clause 12 of the general provisions) 


Except as otherwise provided in this contract, any dispute concerning a ques- 
tion of fact arising under this contract which is not disposed of by agreement 
shall be decided by the Contracting Officer, who shall reduce his decision to 
writing, and mail or otherwise furnish a copy thereof to the Contractor. Within 
80 days from the date of receipt of such copy, the Contractor may appeal by 
mailing or otherwise furnishing to the Contracting Officer a written appeal ad- 
dressed to the Secretary, and the decision of the Secretary or his duly authorized 
representative for the hearing of such appeals shall, unless determined by a 
court of competent jurisdiction to have been fraudulent, arbitrary, capricious, 
or so grossly erroneous as necessarily to imply bad faith, be final and conclusive; 
provided that, if no such appeal is taken, the decision of the Contracting Officer 
shall be final and conclusive. In connection with any appeal proceeding under 
this clause, the Contractor shall be afforded an opportunity to be heard and to 
offer evidence in support of its appeal. Pending final decision of a dispute here- 
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under, the Contractor shall proceed diligently with the performance of the con- 
tract and in accordance with the Contracting Officer’s decision. 


87. Gratuities 


(a) The Government may, by written notice to the Contractor, terminate the 
right of the Contractor to proceed under this contract if it is found, after notice 
and hearing, by the Secretary or his duly authorized representative, that gratui- 
ties (in the form of entertainment, gifts, or otherwise) were offered or given by 
the Contractor, or any agent or representative of the Contractor, to any officer 
or employee of the Government with a view toward securing a contract or se- 
curing favorable treatment with respect to the awarding or amending, or the 
making of any determinations with respect to the performing, of such contract; 
provided, that the existence of the facts upon which the Secretary or his duly 
authorized representative makes such findings shall be in issue and may be re- 
viewed in any competent court. 

(b) In the event this contract is terminated as provided in paragraph (a) 
hereof, the Government shall be entitled (i) to pursue the same remedies against 
the Contractor as it could pursue in the event of a breach of the contract by the 
Contractor, and (ii) as a penalty in addition to any other damages to which it 
may be entitled by law, to exemplary damages in an amount (as determined by 
the Secretary or his duly authorized representative) which shall be not less than 
three nor more than ten times the costs incurred by the Contractor in providing 
any such gratuities to any such officer or employee. 

(ec) The rights and remedies of the Government provided in this clause shall 
not be exclusive and are in addition to any other rights and remedies provided by 
law or under this contract. 


88. Examination of records (this clause is applicable if this contract was entered 
into by means of negotiation, but is not applicable if this contract was entered 
into by means of formal advertising) 


(a) The Contractor agrees that the Comptroller General of the United States 
or any of his duly authorized representatives shall, until the expiration of three 
years after final payment under this contract, have access to and the right to 
examine any directly pertinent books, documents, papers, and records of the 
Contractor involving transactions related to this contract. 

(b) The Contractor further agrees to include in all his subcontracts hereunder 
a provision to the effect that the subcontractor agrees that the Comptroller 
General of the United States or any of his duly auhorized representatives shall, 
until the expiration of three years after final payment under the subcontract, 
have access to and the right to examine any directly pertinent books, documents, 
papers, and records of such subcontractor involving transactions related to the 
subcontract. The term “subcontract” as used in this clause excludes (i) pur- 
chase orders not exceeding $1,000 and (ii) subcontracts or purchase orders for 
public utility services at rates established for uniform applicability to the general 
public. 


39. Reporting of royalties 


(a) The Contractor agrees to report in writing to the Contracting Officer 
within sixty days after 30 June and 31 December of each calendar year during 
the period of this contract, as it may be extended, all running royalty rates, and 
the total amount (if in excess of $1,000) of such running royalties for the six 
months period ending on each such date, paid or to be paid by Contractor di- 
rectly to a licensor under a patent or invention on 

(i) the quantity of each additive used as a component in the product 
or products delivered pursuant to this contract, 

(ii) each refinery process operation from which, during the period cov- 
ered by the report, 75% or more of the liquid output is incorporated into 
Contractor’s production of finished products of the same class as the re- 
spective product or products covered by this contract (“finished products 
of the same class” refers to such commodity types as aviation lubricating 
oils, heavy duty engine oils, Grade 100 and higher aviation gasolines, other 
gasolines, diesel fuels, jet fuels, residual fuel oils, etc.), and 

(iii) the finished product or products delivered pursuant to this contract. 

Each such report with respect to (ii) shall contain an allocation or estimate by 
the Contractor of the percent of such total payments set forth pursuant to (ii) 
which is attributable to deliveries to the Government hereunder. Such reports 
shall also indicate the names and addresses of the licensors to whom such pay- 
ments are made, and either the patent numbers involved or such other informa- 
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tion known to Contractor as will permit identification of the patents or patent ap- 
plications on which such royalties were or are to be paid. The Contractor shall, 
at Government expense, furnish such further detailed information relating to 
such royalties as may be requested in writing by the Contracting Officer. 

(b) Reports to be furnished hereunder may be consolidated with reports ap- 
plicable under any or all other contracts which Contractor has with the Armed 
Services; a written reference by Contractor to any such consolidated report or 
reports furnished to any Government agency and covering the period of per- 
formance of this contract shall constitute compliance with this clause. The ref- 
erence to any such consolidated report shall include the date of preparation, the 
period it covered and the office with which filed. 


40. Scope of contract 


The Contractor shall furnish and deliver all the supplies and perform all the 
services as set forth in the Schedule for the prices stated therein. The rights 
and obligations of the parties to this contract shall be subject to and governed 
by the General Provisions, these Additional General Provisions and the Schedule. 
To the extent of any inconsistency between any specifications which are incor- 
porated in this contract by reference and the General Provisions (including the 
Additional General Provisions) or the Schedule, the General Provisions (includ- 
ing the Additional General Provisions) and the Schedule shall control. To the 
extent of any inconsistency between the General Provisions (including the Addi- 
tional General Provisions) and the Schedule, the Schedule shall control. 
Clause 41. Price escalation (Leave this Section blank if firm prices are bid) 

(a) The price(s) payable for items ~-_.__----~---------------- shall be the 


(indicate item or items) 
unit price set forth opposite such items in Section II hereof increased or decreased 
b 


vy 
(insert ratio applicable, such as “same number of cents, or fractions thereof, per gallon” ) 


teat the! Leer posted (or published price(s) for -___-.-.--------~-----_-- 
(low), (reference price commodity, such as crude oil, housebrand gasoline, etc.) 
BG op cence ite tea temeicnenientety bites dang cee BO a ND Mia ccc cine ane sk inh Send peered toe abbas 


(location where reference price is applicable) 
(method of delivery of referencep rice commodity, such as “barge,” “tank car,” etc.) 
GE ONCE Cor aR a egw epe et 
(name of company or publication and heading under which published) 
all of which is hereinafter referred to as the “Reference Price,” shall have in- 
creased or decreased to and including the date of delivery. The Contractor rep- 


resents and warrants that the Reference Price on______-_________---_ -. Was: 
(date) 
© siseltccnnmbbokite GE Gs. sci nb hecenaestked Row itemetey eee bts 
(measure) 
pe en ies ee TT cord aieinniniaetteaeals for fiemtG). anocsciasiwtnce dint Silty 
(measure) 


Nore.—In the event the bid is subject to escalation and none of the blank 
spaces in paragraph (c) of this Clause 41 are filled in, the bid shall be construed 
as providing for no maximum price. 

(b) The Contractor shall notify the Contracting Officer, Armed Services Pe- 
troleum Purchasing Agency, Washington 25, D. C., of any change in the Reference 
Price by telegram dated (preferably confirmed promptly by letter), registered 
letter mailed, or unregistered letter received, within five (5) days from the date 
thereof. 

(i) In the event the Contractor fails so to notify the Contracting Officer, 
any upward adjustments in the unit price(s) shall apply only to deliveries 
made on and after the date of receipt by the Contracting Officer of a written 
notification from the Contractor of such change. 

(ii) In the event the Contractor fails to give notice of a decrease, a down- 
ward adjustment in unit prices shall be later effected as to all deliveries 
made on or subsequent to the date of the decrease. 

(iii) Upon receipt of notice of such a change in price, the Contracting 
Officer will issue a Change Notice to the contract with respect to each change 
in unit price(s). 

(c) Notwithstanding the foregoing provisions of this Section I, the unit 
price(s) payable under this contract shall in no event exceed either (i) the lower 
of Contractor’s posted or established selling price in effect on the date of delivery 
for the product supplied in the form of delivery made at the _ of delivery, 
or (ii) the unit price(s) shown in Section II hereof plus __________ 


BS cacieocistepecrclasigceaopcl) UNN UIITIN so t iancccDeset actos sects WES ccnttcpncenaince Ce ee 
item(s) or product (amount) (gallon or barrel) (item(s) or product) 








308 EMERGENCY OIL LIFT PROGRAM 


(d) The Contractor warrants that the certificate affixed to its invoices to the 
effect that the bill is correet and just also means that the price(s) therein has 
(have) been computed in accordance with these escalation provisions. 

(e) In the event the said Reference Price is based upon an average of postings 
by more than one source, and any one or more of such sources shall fail or cease 
to declare or publish their respective price, the price of the remaining sources 
which are so declared or published shall be used to determine the average; pro- 
vided, however, that the Government at its option may solicit statements of 
prices being commercially used from each of the sources whose prices are not 
declared or published and such’ statements will be used to determine the average 
price. In the event the said Reference Price is designated to be found in a trade 
publication and such publication shall cease to publish said Reference Price or 
changes its method of quoting prices, the parties hereto shall modify the contract 
to (i) incorporate the applicable price quotations of the publication then gen- 
erally recognized by the petroleum industry as the successor publication to the 
type of postings originally published by the said trade publication named herein, 
or (ii) conform to the new method of price quotations. In the event deliveries 
hereunder are made into tankers, the date and time the vessel commences to load 
will be, for the purposes of this clause, construed to be the date of delivery. 


ABSTRACT OF BIDS 


Request for proposals 57-N-43. Office: Armed Services Petroleum Purchasing 
Agency. 
Open close of business, October 25, 1956. 


1. Esso Export Corp_......-.-.. 5,100,000 barrels Navy special, at $2.48 per 
barrel, ex. Aruba, Netherlands West Indies, 
f. o. b. Government vessel. The price of 
$2.48 per barrel to escalate “cent for cent” 
with any change in the low posting in Platts 
Oil Gram, United States gulf coast/Carib- 
bean, whichever is lower, for bunker C fuel 
oil ($2.10 per barrel date of bid). Maximum 
price not to exceed $2.728 per barrel. 

2. Sinelair Refining Co... -- 900,000 barrels Navy special, at $2.48 per bar- 
rel, ex. Houston/Corpus Christi, Tex., f. 0. b. 
Government vessel. Price of $2.48 per barrel 
to escalate “cent for cent” with any change 
in the low posting in Platts Oil Gram, United 
States gulf, for bunker C fuel oil ($2.10 per 
barrel date of bid). Maximum price payable 
not. to exceed $2.728 per barrel. 

3. The Texas Oe icici sino 450,000 barrels Navy special, at $2.48 per bar- 
rel, ex. Port Arthur, Tex., f. 0. b. Govern- 
ment vessels. Price of $2.48 per barrel to 
escalate “cent for cent” with any change in 
the low posting in Platts Oil Gram, United 
States gulf coast, for bunker C fuel oil ($2.10 
per barrel date of bid). Maximum price 
payable not to exceed $2.71 per barrel. 

4. Texas Petroleum_._...__.._- 500,000 barrels Navy special, at $2.48 per bar- 
rel, ex. Pointe-A-Pierre, British West Indies, 
f. o. b. Government vessels. Price escala- 
tion—same as Texas company offer above. 

Se: Tipe, Tia ce itow Liss enetnd 500,000 barrels Navy special, at $3.30 per bar- 
rel, ex., contractors terminal, Woodbridge, 
N. J., f. o. b. Government vessels. Price of 
$3.30 to escalate “cent for cent” with the 
Esso Standard Oil Co., New York. Harbor 
barge price for No. 6 fuel oil ($2.80 per 
barrel on date of bid). 1 percent discount 
to be allowed for payment within 30 calen- 
dar days. 

Note: No ceiling or maximum price 
offered. 
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6. Esso Export Corp._-----.-.. 100,000 barrels No. 6 fuel oil, at $2.10 per bar- 
rel, ex. Aruba, Netherlands West Indies, 
f. o. b. Government vessel. The price of 
$2.10 per barrel to escalate “cent for cent” 
with any change in the low posting in Platts 
Oil Gram, United States gulf coast/Carib- 
bean, whichever is lower, for bunker c fuel 
oil ($2.10 per barrel date of bid). Maxi- 
mum price not to exceed $2.31 per barrel. 

7. Pattemon: OF Go... 100,000 barrels No. 6 fuel oil, at $2.72 per bar- 
rel, ex. contractor’s terminal, Paulsboro, 
N. J./Marcus Hook, Pa. The price of $2.72 
per barrel to escalate “cent for cent’ with 
the Atlantic Refining Co., Philadelphia. 
Harbor barge price for No. 6 fuel oil ($2.80 
per barrel on date of bid). Nore: No ceil- 
ing or maximum price offered. 

8. General Petroleum_____-____ 500,000 barrels Navy special, at $2.68 per bar- 
rel, ex. Terminal Island, Calif. (Los An- 
geles area) f. o. b. Government vessels/deliv- 
ered via pipeline to Government storage, 
San Pedro, Calif. The price of $2.68 per 
barrel to escalate, downward only, cent for 
cent with any change in the posted price 
(vessel) of bunker c fuel by General Petro- 
leum Corp. at Los Angeles, Calif. ($2.10 
per barrel on date of bid). Maximum price 

‘ payable $2.68 per barrel. 

9. Richfield Oil Corp_____-_-___ 250,000 barrels Navy special, at $2.75 per bar- 
rel, ex. Long Beach, Calif., f. o. b. vessels/ 
delivered via pipeline to Government stor- 
age, San Pedro, Calif. The price of $2.75 per 
barrel to escalate “cent for cent” with any 
of bunker C fuel by Richfield Oil Corp. at 
Long Beach, Calif. ($2.10 per barrel date of 
bid). Maximum price payable $3 per barrel. 

10. Tidewater Oil Co_......_____ 750,000 barrels Navy special at $2.78 per bar- 
rel, ex. Port Costa, Calif. (San Francisco 
area), f. o. b. Government vessels. The price 
of $2.78 per barrel to escalate “cent for cent” 
with any change in the posted pipeline price 
of heavy fuel oil by Tidewater Oil Co. at 
Porta Costa, Calif. ($2.15 per barrel on date 
of bid). Maximum price payable $2.88 per 


barrel. 
11. Standard Oil Company of Cal- 500,000 barrels Navy special, at $2.70 per bar- 
ifornia. rel, ex. El Segundo, Calif. (Los Angeles, 


Calif., area), delivered via pipeline to Gov- 
ernment storage, San Pedro, Calif. The 
price of $2.70 per barrel to escalate “cent 
for cent” with any change in the posted pipe- 
line price for standard bunker fuel oil by 
Standard at San Pedro, Calif. ($2.10 per 
barrel on date of bid). Maximum price pay- 
able $3 per barrel. 

18; Baton Oli Oe. 00 ei 600,000 barrels Navy special, at $3.10 per bar- 
rel, firm price, ex. Wilmington, Calif. (Los 
Angeles, Calif. area.), f. o. b. Government 
vessels /delivered via pipeline to Government 
storage, San Pedro, Calif. 

Subsequent to the above offer, Union Oil 
Co. offered and M. P. S. A. accepted the 
following offer Jan. 29, 1957. 
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12a. Union Oil Co... Uc. 800,000 barrels Navy special, at $3.30 per bar- 
rel, ex. Wilmington, Calif., f. 0. b. Govern- 
ment vessels/delivered via pipeline to Gov- 
ernment storage, San Pedro, Calif. Price of 
$3.30 per barrel to escalate “cent for cent” 
with any change in Union Oil Co.’s posting 
for Midway Sunset 14.0 to 14.9 gravity crude 
($2.63 per barrel on date of bid). Maximum 
price payable $3.465 per barrel. 
Notre.—The requirements for Navy special and No. 6 fuel oil United States ex. gulf 
coast, United States east coast and Caribbean area increased as follows: Navy special : 


from 5,300,000 barrels to 7,450,000. No 6 fuel oil: from 100,000 barrels to 200,000. 
This requirement has been fully covered. 


Standard Form 33 (Revised June 1955) 
Prescribed by General Services Administration 
Regulaton 1-—II—209.00 


INVITATION, Bip, AND AWARD (SuppLy CoNTRACT) 


Issued by Armed Services Petroleum Purchasing Agency. Address: Washing- 
ton 25, D. C. 
INVITATION FOR BIDS 


Date issued : September 28, 1956. Invitation No. 57-54. 

Sealed bids in quadruplicate, subject to (1) the Terms and Conditions of the 
Invitation for Bids, (2) the accompanying Schedule, (3) General Provisions 
(Standard Form 32, Nov. 1949 edition), which are incorporated herein by 
reference, and (4) such other contract provisions and specifications as are at- 
tached or incorporated by reference in the Schedule, will be received at the above 
office until 2:00 o’clock p. m., EST, October 30, 1956, and at that time publicly 
opened, for furnishing the supplies or services described in the accompanying 
Schedule, for delivery as specified in. Schedule. 

General information and instructions to bidders are contained in the terms 
and conditions on the reverse hereof. 


SCHEDULE 


Note.—The Government will consider bids on product from any refining area ; 
however, the tabulation shown below indicates for bidders’ information only, the 
refining area from which the requirements are usually met: 





[Gallons] 
| a . 
| United States- 
| United States- Canadian east 
Item Product | Canadian coast, gulf coast, 
| Westcoast | and Caribbean 
| | areas 
| | 
ales ; ) any ite Roe. ad | | wie _ 
ee ee ee, ee ewenedenoauen ad jchios | 39, 900, 000 | 42, 210, 000 
2 | Fuel oil, diesel, Arctic grade_-----.--- cwpnadtuces ———. eg ee eee Sei 
BID 


In compliance with the above, the undersigned offers and agrees, if this Bid 
be accepted with ___.--__-- calendar days (60 calendar days unless a different 
period be inserted by the bidder) from the date of opening, to furnish any or 
all of the items upon which prices are quoted, at the price set opposite each 
item, delivered at the designated point(s) within the time specified in the Sched- 
ule. Discounts will be allowed for prompt payment as follows: 
ib nnelndb lie percent, 10 calendar days; «.-------- percent, 20 calendar days; 
RS ET IEED percent, 30 calendar days. 
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Bidder represents (check appropriate bowes) : 


(1) That the aggregate number of employees of the bidder and its affiliates 
is () 500 or more, (] less than 500. 

(2) That he is a LJ regular dealer in, () manufacturer of, the supplies bid upon. 

(3) (a) That he Cj has, CJ has not, employed or retained any company or 
person (other than a full-time bona fide employee working solely for the 
bidder) to solicit or secure this contract, and (b) that he (J has, () has not, 
paid or agreed to pay any company or person (other than a full-time 
bona fide employee working solely for the bidder) any fee, commission, 
percentage or brokerage fee, contingent upon or resulting from the award 
of this contract; and agrees to furnish information relating to (@) and (6) 
above as requested by the Contracting Officer. (For interpretation of the 
representation, including the term “bona fide employee,” see Code of Fed- 
eral Regulations, Title 44, Part 150.) 

(4) He operates as an (] individual, [J partnership, (1) corporation, incorpo- 
SCOT 1GL VINO OCC SOE ee ee 


TERMS AND CONDITIONS OF THE INVITATION FOR BIDS 


1. Preparation of bids—(a) Bidders are expected to examine the drawings, 
specifications, Schedule, and all instructions. Failure to do so will be at the 
bidder's risk. 

(b) Each bidder shall furnish the information required by the bid form. The 
bidder shall print or type his name on the Schedule and each Continuation Sheet 
thereof on which he makes an entry. Erasures or other changes must be initialed 
by the person signing the bid. Bids signed by an agent must be accompanied by 
evidence of his authority. 

(c) Unit price for each unit bid on shall be shown and such price shall include 
packing unless otherwise specified. A total shall be entered in the Amount column 
of the Schedule for each item bid on. In case of error in extension of price, the 
unit price will govern. 

(d@) Alternate bids will not be considered unless authorized by the Invitation. 

(e) When not otherwise specified, bidder must definitely state time of pro- 
posed delivery. 

(f) Time, if stated as a number of days, will include Sundays and holidays. 

2. Submission of bids —(a) Bids and modifications thereof shall be enclosed 
in sealed envelopes addressed to the issuing office, with the name and address 
of the bidder, the date and hour of opening, and the invitation number on the 
face of the envelope. Telegraphic bids will not be considered unless authorized 
by the Invitation; however, bids may be modified by telegraphic notice provided 
such notice is received prior to the time set for the opening of the bids. 

(b) Samples of items, when required, must be submitted within the time 
specified, and unless otherwise specified by the Government, at no expense to the 
Government. If not destroyed by testing, samples will be returned at bidder’s 
request and expense, unless otherwise specified by the Invitation. 

(c) In the event no bid is to be submitted, do not return the Invitation unless 
otherwise specified. However, a letter or post card should be sent to the issuing 
office advising whether future Invitations for the type of supplies or services 
covered by this Invitation are desired. 

3. Withdrawal of bids——Bids may be withdrawn by written or telegraphic 
notice (see 4 below). 

4. Late bids —Bids and modifications or withdrawals thereof received after 
the time set for opening will not be considered, unless they are received before 
the award is made, and it is determined by the Government that failure to arrive 
on time was due solely to delay in the mails for which the bidder was not 
responsible. 

5. Government-furnished property—No material, labor, or facilities will be 
furnished by the Government unless otherwise provided for in the Invitation. 

6. Labor information.—Attention is invited to the possibility that wage de- 
terminations may have been made ander the Walsh-Healey Public Contracts Act 
providing minimum wages for employees engaged in the manufacture for sale 
to the Government of the supplies covered by this Invitation for Bids. Informa- 
tion in this connection, as well as general information as to the requirements of 
the Act concerning overtime payment, child labor, safety and health provisions, 
etc., may be obtained from the Wage and Hour and Public Contracts Divisions, 
Department of Labor, Washington 25, D. C. Requests for information should 
state the Invitation number, the issuing agency and the supplies covered. 
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7. Discounts —(a) Prompt-payment discounts will be included in the evalu- 
ation of bids, provided the period of the offered discount is sufficient to permit 
payment within such period in the regular course of business under the delivery, 
inspection, and payment provisions of the Invitation and Bid. 

(b) In connection with any discount offered, time will be computed from date 
of delivery of the supplies to carrier when delivery and acceptance are at point 
of origin, or from date of delivery at destination or port of embarkation when 
delivery and acceptance are at either of those points, or from date correct in- 
voice or voucher (properly certified by the Contractor) is received in the office 
specified by the Government if the latter date is later than the date of delivery. 
Payment is deemed to be made, for the purpose of earning the discount, on the 
date of mailing of the Government check. 

8. Award of contract—(a) The contract will be awarded to that responsible 
bidder whose bid, conforming to the Invitation for Bids, will be most advantageous 
to the Government, price and other factors considered. 

(b) The Government reserves the right to reject any or all bids and to waive 
informalities and minor irregularities in bids received. 

(c) The Government may accept any item or group of items of any bid, unless 
the bidder qualifies his bid by specific limitations. Unless otherwise provided in 
the schedule, bids may be submitted for any quantities less than those specified ; 
and the Government reserves the right to make an award on any item for a 
quantity less than the quantity bid upon at the unit prices offered unless the bid- 
der specifies otherwise in his bid. 

(d) A written award mailed (or otherwise furnished) to the successful bidder 
within the time for acceptance specified in the bid results in a binding contract 
without further action by either party. 

9. Seller’s invoices.—Invoices shall be prepared and submitted in quadrupli- 
eate unless otherwise specified. Invoices shall contain the following information : 
Contract and order number (if any), item numbers, description of supplies or 
services, sizes, quantities, unit prices, and extended totals. Bill of lading num- 
ber and weight of shipment will be shown for shipments made on Government 
bills of lading. The following certificate, signed by the Contractor or his author- 
ized representative, will be shown on the original of the invoice : 

“TI certify that the above bill is correct and just and that payment therefor has 
not been received.” 

When the invoice is signed in the name of a company or corporation, the name 
of the person signing and the capacity in which he signs must appear. For ex- 
ample: ee Doe Company, by John Smith, Secretary,” “Treasurer,” or as the 
case may be. 


INFORMATION AND INSTRUCTIONS TO BIDDERS 
(Code 22, July 10, 1956) 


1. Do not return this Invitation for Bid when no bid is being submitted. 

2. Letters of transmittal which repeat, interpret, change or take exception 
to provisions of this invitation are unnecessary and May render your bid unre- 
sponsive and should therefore be avoided. Explanatory letters should be used 
only when absolutely necessary. 

8. Alternate bids as to contract period, monthly quantities to be supplies and 
delivery or origin points will be considered but only when in the Government’s 
interest to do so. Alternate bids as to other matters are not desired and will be 
considered only if in the best interests of the Government to do so. Where al- 
ternate bids are submitted such alternate bids shall be set forth in a separate 
letter in quadruplicate submitted with the bid. 

4. Bids will be considered whether on a firm price basis or on an escalated 
price basis and bidder shall indicate which basis is applicable. Where bid is 
on an escalated price basis, the lowest possible ceiling price is solcited. Unless 
otherwise indicated by the bidder it is understood that bids on an escalated 
price basis will be subject to all the terms and conditions of ASPPA Form 
COE—400 (Rev. 15 April 1954), copy of which is enclosed. 

5. If the bidder, by checking the appropriate box provided therefor in his bid 
has represented that he has employed or retained a company or person (other 
than a full-time employee) to solicit or secure this contract, he may be requested 
by the Contracting Officer to furnish a complete Standard Form 119, “Con- 
tractor’s Statement of Contingent or other fees for Soliciting or Securing Con- 
tract.” If the Bidder has previously furnished a complete Standard Form 
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119, to the office issuing this Invitation for Bids, he may accompany his bid 
with a signed statement, (@) indicating when such a: complete form was pre- 
viously furnished, (6) identifying by number the previous Invitation for Bids, 
Request for Proposals, or Contract, if any, in connection with which such form 
was submitted,.and (c) representing that the statements in such Form are ap- 
plicable to this bid. 

6. Any discount offered, in order to be considered in the evaluation, must be 
for a minimum of twenty (20) calendar days. 


Section 1, Supplies to be furnished 


The supplies to be furnished hereunder, the form of delivery and the prices 
therefor are as follows: 


Quantity Price per 
Item Product offered (in gallon 
gallons) 








1 82,110,000 gallons fuel oil, diesel (marine) Spec. MIL-—F-16884B 
(SHIPS): 
Potel gent GIO G ite 5 an oc ascen neon vo cnsenvestiehniaiteniemde’ 
(a) F. o. b. Government-furnished barges and/or vessels at sup- 
| plier’s works, 


"-” (indicate location) 


(b) F. 0. b. junction of contractor owned or controlled. pipeline 
and Navy leased storage at Hancock Oil Co., Terminal 
Island, Calif. _.-..--: eee is ende aren | 

(ec) Delivered by barge or vessel, all transportation charges paid } 
into Navy leased storage at Hancock Oil Co., Terminal | 
tlre hog ee yen Pns on ; oe 

(d) Delivered by barge or vessel, all transportation charge paid 

j 


into Navy storage, Point Molate, Calif......._....._.-... 
(e) Delivered by barge or vessel, all transportation charges paid 


SOS TEAU ET Mee, ONREID, WON O53. \ 1 otemicensectnnUheacdisbeecdcleceseenas Fa 
| 23,100,000 gallons fuel oil, diesel, Arctic grade: | 
, Total quantity offered enb<se 
| (a) F. o. b. Government furnished barges and/or vessels at sup- i 
plier’s works, 


to 


~"“(Indieate location) =—Ss—“‘“CSCOC*@Y 





(6) Delivered via pipeline, tank car, transport truck, barge, or 
vessel, all transportation charges paid into Army storage, 
Westoil Terminals, San Pedro, Cailif. 


ARMED SERVICES PETROLEUM PURCHASING AGENCY, 
Washington 25, D. C., October 15, 1956. 


ADDENDUM NO. 1 
Invitation for bids 57-54. 


1. Invitation for bids 57-54 is hereby amended as follows: 
A new item 3 is added as follows: 


Item Product Quantity Price per 








gallons gallon 
3 | Fuel oil, diesel (marine) Spec. MIL~F-16884B (ships)......-...-.--.. a 3S eae 
(a) Delivered via pipeline (exclusive of the Government-owned 
poem which is inoperative), tank car, transport truck, 
| yarge or vessel, all transportation charges paid into Army 
| Storage, West Oil Terminals, San Pedro, ania anco eat inwatelliintjonsabicpeuc-e 


2. Section II is amended by adding the following to apply to item 3 only: 
“(f) Notwithstanding provisions of this section II to the contrary, the ordering 
period shall end January 1, 1957, the delivery period shall begin December 15, 
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1956, and the maximum quantity Contractor may be required to furnish in any 
one calender month shall be 50,000 barrels.” 

3. All other terms and conditions of the invitation for bids remain unchanged. 

4. Four copies of this addendum No. 1 signed by the bidder should be returned 
to this Agency, preferably attached to your bid, by bid opening date. 

Acknowledged : 


ARMED SERVICES PETROLEUM PURCHASING AGENCY, 
Washington 25, D. C., October 17, 1956. 


ADDENDUM NO. 2 


Invitation for bids 57-54 to be opened at 2 p.m., eastern standard time, October 30, 

1956. 

1. Invitation for bids 57-54 is hereby amended as follows: 

“Increase the quantity of item 3, fuel oil, diesel (marine), from 4,200,000 gal- 
lons to 5,500,000 gallons.” 

2. Section II is amended by deleting paragraph (f) in its entirety and substi- 
tuting therefor the following: 

“(f) Notwithstanding the provisions of this section II to the contrary, the 
ordering period for item 3 shall end January 1, 1957, the delivery period shall be- 
gin November 15, 1956, and the maximum quantity contractor may be required 
to furnish in any one calendar month shall be 2,750,000 gallons. Delivery by 
December 31, 1956, is preferred.” 

3. All other terms and conditions of the invitation for bids remain unchanged. 

4. Four copies of this addendum No. 2, signed by the bidder, should be re- 
turned to this Agency, preferably attached to your bid, by bid opening date. 

Acknowledged : 


(Date) 
Standard Form 33 (Revised June 1955) 


Prescribed by General Services Administration 
Regulation 1—II-—209.00 


INVITATION, Brp, AND AWARD (SuppLty CONTRACT) 


Issued by Armed Services Petroleum Purchasing Agency. Address: Washington 
25, D. C. 
INVITATION FOR BIDS 
Date issued : November 7, 1956. Invitation No.: 57-69. 
Section I. Supplies to be furnished 


(a) The supplies to be furnished hereunder, the form of delivery and the prices 
therefor are as follows: 
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Item Product Quantity, Price per 
gallons gallon 


1 | Gasoline, automotive (combat), type I, general all-purpose 80/86 
OUND. << 550c08 ow pabaicialpice deepak OMe lable a4 tous ajontieanin anteaters Ge 323;700, 000 |.............. 

(a) F. o. b. Government-furnished barges or vessels at supplier’s 

| plant on the United States-Canadian east coast, gulf coast, | 
or in Caribbean area: 


| (Indicate location) 
| Gasoline, automotive 83/90 octane (low lead) winter and/or summer 
grade, Govermmount’s OptiOl « ... «<< na oslo cen saekn nsdn neon noses woes 16, 380, 000 
| (a) F. 0. b. Government-furnished barges or vessels at aoe 
} plant on the United States-Canadian east coast, gulf coast, 
| or in Caribbean area: | 


2 





(Indicate location) 


Section IV. Specifications 
The supplies to be furnished hereunder shall be in strict accordance with the 
following specifications : 

Item 1: Military Specification MIL—G-—3056A dated 10 January 1955, ex- 
cept: Octane No. Motor Method (Min.) 80. Octane No. Research Method 
(Min.) 86 

Item 2: Gasoline, Automotive (Low Lead) as follows: 


























i 
Method Summer grade Winter grade 
(1) (2) 
GAO n ~ og ong a dcncey thine cee tiesocats tba ie 7. Sen Red. 
Corrosion, 3 hours at 122° F_.__..-..-. ASTM D-130-_-_......- | Must pass........- Must pass. 
Doster test... scssscnccvstusss scene 5203.2 of Spec. a ee ig aii sana Do. 
VV-L-791. 
| eS 
Mini- Maxi- Mini- Maxi- 
mum mum mum mum 
Sposific gravity, ab GHiF .. idee cscs dakanedivnnecacendusducpeecsssanck OOTGE TT sxccdenss 0. 764 
Octane number, motor -_--.........-..-- ASTM D-357_........ RD Bidunbbraascts SL eee ae 
Octane number, research. -......-.--- ASTM D-908__......- BE bi ides TO hess 
SE, SIO, on nenikc srchutnantpedenehan PTs eoictscn slocidicacesn Neate iets dgtns .10 
Existent gum, milligrams/100 milli- | ASTM D-387_........|..-...---- Re oh esameatyee 8.0 
liters. 
Gum, copper dish. -_...........-....... BETO SM ctinectchle nace ckess RA Racine 10.0 
' Breakdown time (induction period), |...-..--..-.--.--------- DOD | thn dncconnpe Mee soc 
' minutes. 
: Tetraethy] lead, M./gallons__.......--- AST ae aoee.........-]-...=.55.. ee tea tece casa 1.5 
Read vapor’ pressure’at 100° F_._....-- ASTM D-323 pounds_ te 9.3 7.1 11.2 
TOIEOR, ncn cdcblsucs icbinnebeas ov saegdhies ciccandhebticsa cpabonesbdnchinndsehusee 
Pereent evaporation at 158° F.: 
Por BYE Of 12. Di 2h cree ebb ccclpbancocctalocostescue 19 30 
Wee TVS 8G Seino lana scnighasetectasin soil ncensn didalaeredgantos 20 37 
Por BVP OOF Biles nn cct close wardadcnscncktgaccns 12 19 21 41 
FOr VS Ol Oe peinidins ctaheih vere descksenssandr ane 12 23 22 44 
For BVP of 7.8 pewmihn cheek. cdo 5 tie 12 Oe" to paanieheieeanebonn 
Bor BVP 66 7.5 DOUG is oacipw ohn oceiicetn inn. 5s tenes 12 ES I SOE ES 
Percent evaporation at 212° F.. -.-|............-..-....-.-. 488 | 8&8 | 53 | 63 
Percent evaporation at 356° F..._./......-.....---.-..-.--- 90 aaa hada @:. ae 
Bnd Doins © Biscksoiscseosgucbiokdoienskaniees kedhieaales ipa ete oe > eed 383 











The Ordering Officer will clearly state on the order for each cargo Summer 
Grade or Winter Grade. 
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Contractor Navy special | Bunker C or 
No. 6 fuel 


Petroleum 
Richfield Oil “ap >: SMS eee 
SI IID canes csecbeentaammeninratimele 





Standard Oil Gamenr sg ee ae es en. 
Neen ene ne de ee eo. 
OR RRR Bartel > ae thene tieedin dreill scighadil tA ns RNa 


? Per barrel, ceiling price 
2 Per barrel. 
3 Per barrel, firm price. 


The savings to the Government as the result of having firm prices or the 
maximum price feature of the escalation provisions are as indicated below: 


SFO OEE nga n~iietewimasio: $0.202 per barrel on Navy special and $0.24 
per barrel on bunker C. 

Sinclair Refining._......._.--_-. $0.402 per barrel on Navy special and $0.24 
per barrel on bunker C. 

a hs are $0.42 per barrel on Navy special and $0.24 
per barrel on bunker C. 

IE. cctcinnininnon $0.42 per barrel on Navy special and $0.24 
per barrel on bunker C. 

General Petroleum_.....-..~---. $0.55 per barrel on Navy special and $0.24 
per barrel on bunker C. 

Richfiel? Of] 0o................ $0.30 per barrel on Navy special and $0.24 
per barrel on bunker C. 

Tidewater OF-Go...-—...-.- $0.45 per barrel on Navy special and $0.24 


per barrel on bunker C. 
Standard Oil Company of Cali- 


GON R re cincireeremccenecccmnwe $0.25 per barrel on Navy special and $0.24 
per barrel on bunker C. 
Untom Oil nite. .. acu... uu... § $0.20 per barrel on Navy special and $0.24 


per barrel on bunker C. 
The requirements for Navy special and No. 6 fuel on the United States west 
coast are unfilled to the extent indicated below : 


Barrels 
PO I sec lle starters alah lal Dati seb Abbi db bactileas Schl Lilane 1, 700, 000 
I ao ictinhesnenenoesteniooasibonsabinie 900, 000 


The posted prices for bunker C or No. 6 fuel, United States gulf, United States 
west coast, and Caribbean area are as indicated below: 


Per barrel 

Weited, Senne - nie ee ne nn cn $2. 75 
United States west coast: 

io neni caeatimsonear ENE Sh ou 2. 65 

I na a ey Oe 2.70 

nn  sunseenasebines intaiainasiamnnthes bine Sdietan 2. 55 


1 Except for Union Oil Co., whose price is as follows: $2.95 per barrel, Los Angeles ; 
$3 per barrel, San Francisco. 

Senator O’Manonery. You testified that in 1956 you bought 223 
million barrels of products. That means the finished products of crude 
es suppose. Also, that the cost for this was approximately $1,060 
million. 

Now, to date, according to your figures, the increased price in effect 
in the next 12 months would cost the Navy an additional expenditure 
of $85 million during the next 12 months. 

Admiral Larrv. That is correct, except you mentioned Navy. This 
is for all three military services. 
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Senator O’Mauonry. I knew that. I mentioned Navy just because 
the uniforms were there in front of me. I was going to ask you this 
additional question : 

You are aware, of course, that the MEEC was established by the 
Government as an agency under a voluntary plan, with no compulsion 
attached, by which certain segments of the petroleum industry would 
supply petroleum and petr oleum products to our Western European 
allies. 

No steps were taken, apparently, in the negotiation for this volun- 
tary plan, to agree upon any price for the purchase of these oil prod- 
ucts, or for their transportation to Western Europe; and, of course, 
the increase in cost, as to which you have testified this morning, is a 
direct result of the failure to reach any agreement about price. 

Do you think that from your experience in negotiating prices with 
certain suppliers, it would be possible to negotiate prices on the de- 
livery of oil to Western Europe at a lower price? The tanker price, 
delivery price, has skyrocketed. It was predicted that it would sky- 
rocket before the voluntary plan was written. The original offers 
made to you, according to your testimony, have been higher than you 
were willing to pay; is that not correct ? 

Admiral Larrvu. The prices have increased; that is correct. I as- 
assume that is based—— 

Senator O’Manonry. I understood you to say, in response to one of 
my questions, that in some instances when the companies made an 
offer which was higher than your Division thought was proper to pay, 
you immediately undertook negotiations- 

Admiral Larrv. Correct, sir. 

Senator O’Manoney (c ontinuing) : With those suppliers. 

Admiral Larrvu. Correct, sir. 

Senator O’Manoney. I am asking you for your opinion as to 
whether or not the Government could not now undertake negotiations 
with MEEC, and all its members, to reduce the price which the Gov- 
ernment itself, our allies in Europe, and the consumers in the United 
States have to pay for this essential product. 

Admiral Larru. Mr. Chairman, that is quite a question, and I don’t 
quite understand who would do it—who would have the authority to 
do such negotiation. 

Senator O’MAHoney. Congress might give somebody the authority, 
and still we must remember that the pl: in isa voluntary plan. Do you 
think that the oil companies that are volunteers, in such character at 
least, that they would be willing to do something about this excessive 
price which the Government is paying, and the price that the con- 
sumers in the United States are paying? Can we do it voluntarily or 
must we do it by law? 

Admiral Larrv. I hope that some agency or a committee could be 
set up to work with the oil companies and voluntarily come up with 
some price concession or decrease. I, personally, would prefer it 
that way myself. 

Senator O’Manonery. Let me assure you, Admiral, that this com- 
mittee has no plan in mind. We are merely attempting to lay the 

cards on the table in the public view, and trying to cooperate with 
the Government to bring about a better situation than that which has 
developed. Don’t you think that is possible ? 

90507—57—pt. 1——-24 
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Admiral Larrv. I certainly hope so. 

Senator O’Manoney. Thank you very much, Admiral. 

Senator Dirksen. Admiral, I notice in the President’s budget mes- 
sage that he says: 

The new and more powerful weapons which are being delivered to our Armed 
Forces in increasing quantities and varieties are much more costly to produce, 
operate, and maintain, than the weapons they are replacing. 

Do you give any attention to matters of that kind? Do you de- 
velop any opinions as to why they are more costly to produce and 
more costly to operate, more costly to maintain? Is it that other 
items, like steel, have also gone up that would enter into it, that labor 
costs have gone up, and enter into these costs ? 

You see, our procurement laws for 1958 will probably be something 
more than $500 million above 1957, and the military budget items were 
substantially $2 billion more than they were in the 1957 fiscal year. 

Now, they are going to add a few more people to the Air Force, 
there will be no personnel addition to the Army and to the Navy, and 
so I am just curious where all these increases come from. Is it that 
there has been an advance in prices in other commodities also that the 
armed services must procure ? 

Admiral Larrv. Yes, sir. 

All products, I am fairly certain, except for a few exceptions per- 
haps, have increased. Labor costs have increased, a lot of the prod- 
ucts, such as missiles, radar are more complicated, they take more ex- 
pensive equipment inside, and that is one of the reasons the costs are 
more expensive; also to train the men, and so forth, to operate these, 
and the maintenance costs are much more than in the past, they are not 
as simple equipment as they used to be. 

Senator Dirksen. I was wondering particularly about the commod- 
ities like steel that go into the fabrication of new and advanced 
weapons, and whether there has been price advances in that field also. 

Admiral Larrv. I do not, at the moment, buy any of those products, 
so I couldn’t tell you just exactly whether there was an increase or not. 

Senator Dirksen. Do you make direct contacts with the petroleum 
suppliers for the armed services? 

Admiral Larru. Do you mean, contracts—yes. 

Senator Dirksen. I mean, do you make direct contacts with the 
suppliers ? 

Admiral Larru. Yes, sir. 

Senator Dirksen. I am just wondering about the procedure. When 
you get ready, of course, I suppose you get out bid blanks and ask for 
bid. 

Admiral Larrv. Correct. 

Senator Dirksen. And those are submitted, I presume, by agents of 

the suppliers, but doubtless you come into contact with them, don’t 
you? 
* Admiral Larrv. They come in when we have a bid opening. For 
instance, when we had this jet bidding, we had 90 offers, and they 
come and take a look at prices, and so forth, and come and say, “Hello,” 
and things of that sort—contacts; yes, sir. 

Senator Dirksen. Now, if, in your opinion, it looks like the bids are 
too high, do you reject them or call for new bids? Do you call in the 
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suppliers and say, “Look, these prices are just a little too high, and we 
think you ought to sharpen your pencils and get these bids down”? 

How intimate a relationship is this between you-and the suppliers, 
in seeking to develop a fair and equitable price for Government pro- 
curement ¢ 

Admiral Larrvu. Well, on our recent jet opening, we did not refuse 
any of the bids; we were offered nearly twice as much as we requested, 
so we will pick out the lowest bids and award contracts accordingly. 
It is only on those products where we are unable to purchase sufficient 
that we negotiate, and that is where our buyers talk directly to the 
company and try and work the price down by telephone, normally, or, 
if it is important, we call a conference on it. 

Senator Dirksen. Is this a consolidated procurement, or does this 
take place in different parts of the country, through your represent- 
atives ¢ 

Admiral Larrvu. Consolidated procurement, here in Washington. 

Senator Dirksen. So you buy for the armed services in their 
entirety ¢ 

Admiral Larrv. Correct. 

Senator Dmxksen. And parcel it out for delivery to bases, wherever 
the fuel is needed ¢ 

Admiral Larrvu. Yes, sir. 

Senator Dirksen. Thank you. 

Senator O’Manonry. Senator Dirksen, I have here the letter to 
which Admiral Lattu referred, dated the 30th of January 1957, in 
which he furnished us with some information as to the bid price. I 
think it ought to be made a part of the record, but I should like to hand 
it to you for your examination before we put it in. You may have 
some questions to ask about it. 

( The letter referred to is as follows :) 


MILITARY PETROLEUM SUPPLY AGENCY, 
Washington 25, D. C., Jan. 30, 1957. 
Hon. JoserpH C. O°’ MAHONEY, 
Antitrust Subcommittee of the Senate Judiciary Committee, 
United States Senate, Washington 25, D.C. 


My Dear SENATOR O’MAHONEY: In telephonic discussions with Mr. George 
Clifford, of the Antitrust Subcommittee, Senate Judiciary Committee, Comdr. H. 
H. Blackman, SC, USN, furnished specific prices for petroleum products con- 
tracted for by this Agency. Those prices, as excerpted from specific bids, are 
attached hereto as enclosure (1). In addition, a reply was made to Mr. Clifford’s 
question on the effect of recent price increases on present and future expenditures 
by the military services for petroleum products. The reply which was given to 
that question is attached as enclosure (2). 

In the event that we can be of further assistance to you, we shall be pleased 
tu do so. 

Sincerely yours, 
O. P. Lattu, 
Read Admiral, SC, USN, 
Executive Director. 
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Eecerpted bid prices JP-4, jet fuel (IFB 57-5 opening July 18, 1956, and IFB 
57-90 opening Jan. 25, 1957) 




















Company Location Quantity IFB 57-5 | IFB 57-90 
| price price 
iri a et all alae a iterate ae eRe 
Thousands | 
ofgallons | 
Tt TE dc semincpicdbeina dines Nai 
Esso Export Corp..-.-................. Vancouver-......... 10, 920 | $0. 1062 $0. 1135 
SE 5, 460 | . 1004 briversgaget 
i decosatesceae . 1097 
Standard Oil Company of California...| Richmond-_-......-.- 15, 288 5 ORD hs cru odca hs 
| 19, 215 1085 
} EEO looaccccccesccs - L085 
aoe . 1030 |------0------= 
j SO si rietiteterettiia es 1100 
| i is, 288 Tae” Diwescocense se 
i BOS lscspaseed-5<c 1115 
E) Segundo. .......- 22, 932 | SE Cis cies i 
$000 fisUUils 2... . 1065 
| | 22, 932 I cient a i 
BED Pacninnsn ney cenn - 108 
| oo __ 1) See ee ee 
} ID En mattvatgiidetnienaees . 1095 
General Petroleum Co-.....-.-..----.-- | Torranee........-..- 25, 200 | . 1035 | None 
8, 400 | -1045 |_.- a 
8, 400 bE Minded dmntabe 
| 16, 800 oD et saat het Renoe 
I eo diemaie Wilmington.......-- | 33, 600 i sentinel $ 
42,000 |s2.-22220- 1045 
33, 600 | eee 
200 1 SELL . 106 
PENT oo racine k ikl . 108 
RED TEE SND icc conccecs ewes Long Beach.....-.-- 84, 000 | FRET Toomowctoece «en 
| OOO Bop chided dd Sane | .114 
TeReater OF G0; <n - -sate<-~----s-<5 | Avon...-..4--------] 12, 600 | . 1024 as a 
] BGS Need docu Jokes . 1090 
12, 600 -1034 | ; ; 
SE Redesuaiden ctrenenss | . 1105 
12, 600 | {AE leasiccdcnsshvs 
| WEE Noite nao mal 1119 
| 12, 600 | . 1054 |------2---- 2 == 
| | I ie . 1145 
| j 6, 300 | See“ Letodune 5 
Socony Mobil Oil Co.............-....-| Port Socony, L. I.--| 6, 300 | ROI8G Ho tesa. 
See tess | . 1098 
East Boston, Mass-.| 3, 570 | saD t F522. 5 
| | 4, 200 | . 1126 
| Paulsboro, N. J_...- 25, 200 | .1019 | 
| BD Nid aberodcaed } 1098 
Atlantic Refining Co..............-----] Point Breeze, Pa.__-! 10, 248 | We FE ee : 
20, 328 | .0973 {. i: 
8B hiccisndack os 1053 
15, 972 |_--.---- od 1083 
ee ee eee PN eth cone | 201, 600 . 0849 ee - 
| 108,000 4. 6554222002 | 0883 
ID Ban ihtcehvenichs . 0912 
Shell Carib Petroleum Co-_...--.._--.- Curacao.......-- 100, 800 | 0847 | : 
rat 33, 600 |._..-.-- a5} . 0949 
Texas Petroleum Co............----.--- Prinkdad sos06 24 s-<0- | 17, 640 | 0858 | None 
eee eee Venezuela._........-| 38, 200 | - 0852 | 
| RI Bsns ae . 087 
Tis Teas Oa. rill skulls} Pee Arthur_........| 37, 800 | . 0869 oo 
| 37, 800 (ede tten.. 0974 
Magnolia Petroleum Co.......-....-- | Beaumont-.... ray 46, 200 | 0875 | : 
| 43, 428 |__--- a . 096125 
Cities Service Oil Co._.............--- | Lake Charles...._--- 27, 300 . 08975 |..._.- 
34, 020 pei . 0984 
Republic Oil Refining Co..-...-...----- | Tezas Olty.......... 27, 300 | . 0850 |--------=----- 
PD Mn ciedndatsats’ . 0922 
een eee A Ai .-.......] Bousten............] 69, 000 | . 08495 |. Bag 
| mee 1 Sone oF ey 09485 
STATEMENT 


In the last fiscal year, military contracts approximated $337 million for jet fuel 
and an equal amount for aviation gasoline. Together, these two products 
represent 64 percent of the annual military contract total for fuels and lubricants. 
Of the balance, residual fuels amount to 12 percent, motor gasoline 8 percent and 
miscellaneous products and services 16 percent. 

Jet fuels have increased in price some 10 to 12 percent, aviation gasoline 6 to 8 
percent, residual fuel 20 to 30 percent and motor gasoline approximately 5 
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percent. In the fiscal year 1956, the Petroleum Purchasing Agency of the Depart- 
ment of Defense spent $1,060 million. Assuming that the recent price increases 
remain firm, it may be estimated that from 80 to 100 million dollars will be added 
to the military departments’ annual expenditures for petroleum products. 

Senator O’Manoney. I ought to say at this time that Senator Wiley 
is detained from this meeting this morning by reason of the executive 
session of the Foreign Relations Committee. 

Senator Langer also sent a message of regret on his inability to be 
present. He has been unfortunate enough to be detained with an 
attack of pneumonia, at the Bethesda Hospital. I am very glad to 
say that the report from Bethesda indicates that the Naval Hospital 
out there is doing its usual good job. 

Senator Nrery. Off the record. 

(Discussion off the record.) 

Senator O’Manoney. Senator Carroll. 

Senator Carroti. Admiral, directing your attention to page 2, you 
say: “Commercial postings for heavy fuel oils,” paragraph 4, “com- 
parable to those purchased by us have increased by approximately 23 
percent.” 

Then you refer to Navy special fuel oil, the basic fuel for Navy 
vessels, and characterized as heavy fuel oil, has increased approxi- 
mately 22 percent. 

I am not an expert in this field, and I am merely asking for in- 
formation. Would you call that bunker C oil? 

Admiral Larrv. It is a better grade of bunker C, due to the fact that 
our engines, and so forth, must have a better grade, but it is com- 
parable, but better. 

Senator Carroiu. Better than bunker C? 

Admiral Latrv. Yes. 

Senator Carrott. We had some testimony before this committee 
that private utilities in Florida had experienced an increase in their 
purchase of bunker C of a substantial percentage, and now I am going 
to ask you: 

When you enter into a contract to purchase these heavy fuel oils, and 
I think you have indicated by your testimony that you spend about 
$300 million, at least a third of your total expenditure of a billion 
dollars-plus goes for heavy fuel oils, so we will say in the neighbor- 
hood of $300 million. When you enter into a contract, is there a firm 
contract base price, or is it based upon the fluctuations of the market? 

Admiral Latrrv. We also enter into contracts with an escalation 
clause. 

Senator Carroiu. Let’s say, for example, does the Navy purchase 
oil in the Middle East? 

Admiral Larrv. My answer to the other question goes a little fur- 
ther. 

Senator Carroiu. Go right ahead. 

Admiral Latrv. In our escalation, we allow from one-eighth to one- 
fifth of a cent for each 5 cents of crude increase per barrel. In our 
invitation we state we prefer firm bids, but some companies will come 
in with the escalation clause rather than a firm bid. 

Senator Carroty. Do you purchase oil in the Middle East ? 

Admiral Larrv. Yes, sir. 

Senator Carroty. Do you purchase that oil on what they call the 
Persian Gulf basing points? 
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Admiral Larrv. No, sir. We have a long-term contract there for 
most of our products, which are shipped to the Far East. 

Senator Carroii. Is that based upon the formula which you have 
just indicated, an escalator clause ¢ 

Admiral Larrv. No, sir. 

Senator Carroti. You have a firm contract there ? 

Admiral Larrvu. Yes; it is on an escalation price—I am wrong. 

Senator Carrott. Do your experts also purchase it on what they 
call the gulf basing point? 

Admiral Larrv. We buy both firm and escalated, in the gulf. 

Senator Carrotu. That is, based also on the escalator clause ? 

Admiral Larrv. Yes, sir. 

Senator Carrot. My reason for asking these questions is that you 
said that this increase is approximately 23 percent. You are referring 
to the price that you observe today in the market—do you have any 
figures to show what the cost of heavy fuels has been since October ? 
It is increasing: give me the rate of increase. 

Admiral Larrv. I can give you the commercial postings. 

Senator Carrotu. I was thinking in terms of percentages, say in 
California, the increase from October to the 1st of February. 

Admiral Larrv. California, the increase from October to the Ist 
of February, approximately 20 percent. 

Senator Carron. Will you state that again, please? 

Admiral Larrv. In California 

Senator Carroti. In California. 

Admiral Latrrv (continuing). The price from October 30, 1956, to 
February 1, 1957, increased 20.75 percent. In the gulf, during the 
same period, 30.95 percent. 

Senator Carro.. 30.95 percent in the gulf ? 

Admiral Latrv. Yes, sir. 

Sesator Carrott. Now, what was that termination date; the last 
date? 

Admiral Larrv. February 1, 1957; that is, the 1st of February. 

Senator Carrotu. In other words, from October—what date ¢ 

Admiral Latrv, 30th. 

Senator Carroii. October 30 until February the Ist, there was a 30 
percent increase in the gulf? 

Admiral Larrv. Yes. 

Senator Carroti. And in California, what percent? 

Admiral Larrv. 20.75. 

Senator Carrot. Now, let’s refer to the gulf. 

Admiral Larrv. What was that last ? 

Senator Carrotu. Let’s refer to the gulf price. 

Admiral Latrv. 30.75. 

Senator Carrott. Now, between January the 3d and February 1, 
can you tell us what degree the increase was in the gulf; what percent- 
age? Have you any figures there ? 

Admiral Larrv. We haven’t got them now, but we could, because 
these figures are based on Platts Daily Oilgram; we haven’t got them 
with us. 

Senator Carrott. You will furnish that, also, on the California 
price, too, if you will; both the gulf and California ‘ 

Admiral Latrrv. Aye, sir. 
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Senator Carroty. And at the same time, if it isn’t too much trouble 
for you, perhaps you can answer this: In the same period of time, what 
was the price increase on the Persian Gulf basing-point price; do you 
have that available now ¢ 

Admiral Larrv. I will get you a statement on that; I haven’t got it 
exactly, here. 

(The information supplied by Admiral Lattu is as follows:) 


I was asked for a comparison of price changes in the United States gulf and in 
California during the period January 3 to February 1, 1957. Senator Carroll, 
in making this request, used the posted prices for California P. S. 300 oil as a 
comparison to the posted prices for Bunker “C” in the gulf. Such comparison is 
not valid, since P. 8. 300 is a heavy oil more closely akin to Navy Special or No. 5 
fuel oil. In the attachments to my testimony was a posting for Bunker “C,” San 
Pedro, Calif., which should be used in comparison with Bunker “C” prices in the 
United States gulf. 


Information was requested concerning comparison of prices for various prod- 
ucts in the Persian Gulf and the United States gulf. In this connection, the term 
“basing-point prices” was used. To the best of my knowledge, and that of my 
staff, this term is not applicable to the petroleum industry. To clarify the method 
of pricing for products in the Persian Gulf, we negotiate for product in that area 
and obtain prices substantially below those obtainable elsewhere. We believe 
that prices paid by Government are substantially below prices paid by com- 
mercial buyers. These contracts contain escalation provisions which generally 
use as a reference price the posted price in the United States gulf. However, 
the unit prices do not escalate on a cent-for-cent basis with such reference price. 
This posted price, or “reference price,” in the United States gulf represents the 
price of finished products at the refinery in the United States gulf. Such price 
is not directly affected by the price of Persian Gulf crude since to the best of my 
knowledge no major petroleum company imports Persian Gulf crude for use in 
refineries in the United States gulf area. 

Senator O’Manoney. Admiral, you are familiar with the suit 
brought by the Department of Justice at the request of the Navy, alleg- 
ing overcharging in the Mediterranean for petroleum products; are 
you not ? 

Admiral Latrv. I have read about it. I am not very familiar with 
it, except what I’ve read in the press. I believe it’s rather an old suit. 

Senator O’Manonry. Have you had any recent occasion, since you 
became an occupant of your present position, to look into the price 
charged the Navy for procurement of oil products in the Middle East, 
and sold to the Navy and delivered to the Navy in the eastern end of 
the Mediterranean Sea ? 

Admiral Larrv. In which way, Mr. Chairman? I mean, we do buy 
from there, of course. 

Senator O’Manoney. Do you examine all of the factors that enter 
into the price: what is the delivered price; is it based upon some source 
other than the Middle East; or would we get the oil as it comes from 
the Middle East ? 

Admiral Larrv. It is based on gulf posted price. 

Senator O’Manonry. Is it based on the gulf posted prices ? 

Admiral Larrv. Yes, sir. 

Senator O’Manonty. That means that the United States Navy is 
required to pay a price based upon the gulf, which includes, of course, 
the cost of transportation across the Atlantic Ocean; is that correct? 

Admiral Latrvu. We do not ship it to the United States. It goes 
from there to the Far East ; most of the products. 

Senator O’Manoney. But is it Middle East oil ? 

Admiral Larrv. Yes, sir. 
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Senator O’Manonery. And you pay for it as though it did come 
across the Atlantic? 

Admiral Larrv. No, sir. 

Senator O’Manoney. That is not the practice now ? 

Admiral Larrv. Correct; that is not the practice. 

Senator O’Manonry. But that was the basis of the suit; was it not? 

Admiral Larrv. Iam not familiar with that suit. 

Senator O’Manoney. All right; I can’t inquire if you are not fami- 
liar with it. 

Senator Kefauver. 

Senator Keravuver. Mr. Chairman, I would like just to get 1 or 2 
things clear. I, of course, came in late. I had been out visiting at the 
hospital to see how Senator Langer was, and he is much better. 

Admiral, did you state whether or not your purchases had anything 
to do with oil supplies for NATO, or our NATO armies, or is that 
in addition to this # 

Admiral Larru. We buy for our forces in Europe. I don’t know 
of any instance where the NATO forces—there have been some funds, 
perhaps, furnished, like to Turkey, but I don’t believe it is considered 
part of NATO, and then they have bought, or we have bought, occa- 
sionally for them. 

Senator Keravuver. I mean the NATO divisions, whether they are 
United States, French, or Belgian or English; do you purchase for 
them, or do they make separate purchases ? 

Admiral Larru. They make their own purchases. 

Senator KEravver. Do you know, in comparison with your pur- 
chases, how much they are? 

Admiral] Latrv. No, sir. 

Senator Kerauver. Are they very substantial ? 

Admiral Larrv. I do not know. 

Senator Kerauver. They would be, I suppose, if they are supplying 
divisions and air forces; wouldn’t they? Do you know whether or not 
their percentage of increase has been greater than your percentage 
of increase ? 

Admiral Larrv. I could only assume from the reports I have read 
that the prices have increased considerably in Europe, but I have not 
looked into the matter. I will be very happy to, and try and get some 
information for you. 

Senator Keravver. I think it would be helpful, Mr. Chairman, if we 
could find out just what expenditures we have been making for oil and 
gasoline for NATO and other forces, and the percentage of increase 
in their prices, also, which I imagine are much greater than our per- 
centage of increase. 

Senator O’Manoney. Without objection, the inquiry that the Sena- 
- suggested will be made by the staff, so that we will have the exact 

acts. 

Senator Keravuver. Then, Admiral, your purchases have nothing to 
do with oil required for installations, such as ordnance plants and 
places of that sort ? 

Admiral Latrv. We also buy for camps and stations in the United 
States; yes, sir. 

Senator Keravver. But not industrial plants? 

Admiral Latrv. Well, the Navy, for instance, Navy shipyards, if 
that is what you consider industrial. 
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Senator Kerauver. How about the Navy Gun Factory ? 

Admiral Latrrv. Yes, sir; all Government installations. 

Senator Keravuver. All Government installations ? 

Admiral Larrv. We call them camps and stations. 

Senator Kerauver. Of course, that does not include what the 
General Services Administration would purchase ? 

Admiral Larrv. No, sir. 

When I say “Government,” I should say “military installations” ; 
excuse me, 

Senator Keravver. Do you know how large GSA purchases of oil 
and gasoline are, in comparison with what you purchase for the 
services? 

Admiral Larrvu. We don’t know, but we estimate that it is, very 
small in comparison to ours. 

Senator Keravuver. Smaller in comparison, but it would be substan- 
tial in amount, I suppose. 

Admiral Larrv. Gould be; yes, sir. 

Senator Kerauver. That is the oil intended for this building here, 
post offices, and buildings like that all over the United States. 

Admiral Larrv. That is correct. There are considerable other Gov- 
ernment activities throughout the United States. 

Senator Kerauver. Post-office trucks, delivery trucks, and vehicles 
of that sort. 

Mr. Chairman, I would like to ask that the staff also secure from 
the General Services Administration the picture about their purchases 
and how much their prices have increased. 

Senator O’Manoney. Without objection, it will be done. 

Senator Kerauver. Thatisall. Thank you. 

Senator O’Manoney. Mr. McHugh. 

Mr. McHvucu. Admiral, does the United States get the advantage of 
lower prices when it purchases petroleum products in great volume? 

Admiral Larru. As indicated in my report, we believe that we do 
get. substantial advantage, and we have bought at a great deal more 
reduced prices than are, of course, posted, normal commercially posted. 

Mr. McHveu. Is it standard procedure for the United States, in the 
course of military procurement, to get the benefit of lower prices cor- 
responding with increases in bulk sales? 

Admiral Larru. Yes, sir. Of course, our procurements amount to 
5.7 percent of the domestic sales, so, although it is large, it still is 
rather small compared to the total domestic deliveries. 

Mr. McHuen. Admiral, has the United States purchased petroleum 
on a competitive-bid basis since the price increase was announced ? 

Admiral Larrv. Yes, sir. Our recent jet opening is an example 
which we might put before the committee. 

Mr. McHven. That has been since the date of the price increase? 

Admiral Larru. Yes; sir; the opening was January 25. 

Mr. McHveu. Can you tell us again what the extent of the increase 
was at that time? 

Admiral Larrv. 7.87 percent. 

Mr. McHvuen. Admiral, can you explain for this committee some- 
thing of the nature of the arrangements entered into about 1949 be- 
tween the United States and the Trans-Arabian Pipeline Co., at which 
time the United States obtained an option to acquire certain petro- 
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leum products moving through that pipeline at certain savings to the 
United States? 

Admiral Larrv. I am not familiar with that. I will be glad to look 
into it. I have been over there for about 3 months, now. 

Mr. McHveu. Can you tell us, do you know whether or not some 
such arrangement was entered into about that time, of this nature? 

Admiral Larrv. I believe there is or was an arrangement. 

Mr. McHvueu. Do you happen to know whether or not the United 
States has ever exercised any of its rights under that option to obtain 

wtevlenm or petroleum products at a considerable saving to the United 
States ¢ 

Admiral Larrv. I do not believe we took advantage of the option. 
I am not familiar with the case, but I have just heard some talk 
about it. 

Mr. McHven. Do you have any reason to know why the United 
States didn’t exercise its rights under that arrangement ? 

Admiral Larrv. No, sir; I donot; no. 

Mr. McHveun. Senator, I think it would be helpful for the commit- 
tee if we could obtain from the Defense Department a statement con- 
cerning the contractual or other arrangements entered into about that 
time, an explanation of just what they consist of, a statement as to 
whether or not the United States has since that time exercised any of 
its rights under that option and, if not, what the reasons were. 

Senator O’Manonry. By whom was the arrangement made, Mr. 
McHugh? 

Mr. Midi ver: I think, it is our understanding, that these were 
contractual arrangements entered into between the United States 
Government, through the Defense Department, and the Trans- 
Arabian Pipeline Co. 

Senator creel If the arrangement was made between the 
Defense Department and the Trans-Arabian Pipeline, your office 
would know about it, would it not, Admiral ? 

Admiral Larrv. We would have the information, but I am posi- 
tive we did not, early in those times, enter into negotiations of any 
kind, I think it was done on a higher level. 

Senator O’Manoney. What would be a higher level? There are 
so many levels. 

Admiral Larrvu. We believe it was the Secretary of the Navy level. 

Senator O’Manoney. Thank you very much. Will you find out 
for us, Admiral, or transmit the request from the committee for the 
information respecting this contract, what the option was, and whether 
it was adopted, or whether it was rejected, and, if so, why ? 

Thank you very much. 

(The information referred to is as follows :) 

ASSISTANT SECRETARY OF DEFENSE, 
SupPLy AND LOGISTICS, 
Washington, D. C., March 21, 1957. 
Hon. JosepH C. O’MAHONEY, 
United States Senate. 


Dear SENATOR O’Manoney: At the request of a member of your staff, Mr. 
George Clifford, to Col. C. A. Rogers, of my staff, I am enclosing a copy of an 
agreement entered into between the National Military Establishment, the 
Arabian American Oil Co., and the Trans-Arabian Pipeline Co., dated February 
18, 1949. 
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The actual arrangements completed on February 18, 1949, were negotiated by 
the attorneys for the Arabian American Oil Co. and the Trans-Arabian Pipe- 
line Co. and Mr. W. John Kenney, then Under Secretary of the Navy, acting for 
and in the name of the Seeretary of Defense, the late James Forrestal. 

I am informed that the Saudi Arabian Government is aware of the existence 
of this agreement and has asked officials of the Arabian American Oil Co. for 
a copy. While the enclosed option contains no classified security information 
as such, we have been advised by the Department of State that public disclosure 
or discussion of the terms of this option should not take place at this time be- 
cause of the sensitive nature of political affairs in the Middle East. You are 
therefore urged for the time being to reserve the information in the option agree- 
ment for the exclusive use of your committee. 


Should you require additional information on this matter, do not hesitate to 
call upon us. 


Sincerely yours, 
PERKINS MOGUIRE, 
Assistant Secretary of Defense (Supply andLogistics). 
Mr. McHveu. Senator, at this point I think we would like to sub- 
mit for the record three complaints which have been referred to previ- 
ously, involving suits by the United States against oil company over- 
charges. 


sigeunioe O’Manoney. Are these oil companies members of the 

Mr. McHueu. Yes; some of the companies who are named as de- 
fendants in those suits are members of the MEEC. 

Senator O’Manoney. In presenting the documents, will you please 
ao which of the defendants were named which are members of 

Mr. McHveu. The first complaint, Senator, is U.S. v. Standard Ou 
Company of New Jersey and Esso Export Corporation. It was filed 
in Washington, D. C.,on March 7, 1956. 

This suit charges Standard Oil Company of New Jersey, and its sub- 
sidiary, with overcharging the United States. Action was brought 
for damages amounting to $111,500,000, arising out of charges that 
the company overcharged foreign countries for crude oil shipments 
financed by the Economic Cooperation Administration during the 
period 1950 to 1952. 

According to our information, this case is now pending and awaiting 
trial. 

The Standard Oil Company of New Jersey is a member of MEEC. 

Senator O’Manonry. Without objection, the document may be filed. 
You want this in the record, do you ? 

Mr. McHveu, Yes, sir. 

Senator O’Manoney. Without objection, it will be made a part of 
the record. 

(The Complaint referred to, Civil No. 78-154, will be found in the 
appendix. ) 

Mr. McHven. The second case, Senator, is the United States v. the 
Standard Oil Company of California. 'This case was filed in Wash- 
ington on February 7, 1956, and names as defendants, in addition to 
Standard Oil of California, The Texas Co., Bahrein Petroleum Co., 
Limited; California-Texas Oil Co., Ltd.; Caltex Oceanic, Ltd.; and 
Mid-East Crude Sales Co. 

The defendants named here who are members of MEEC are: Stand- 
ard Oil Company of California, The Texas Company, and Caltex 
Oceanic, Limited. 
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This suit charged that the Standard Oil Company of California, 
and The Texas Company and four of their affiliates were sued for 
damages amounting to $65 million arising out of alleged overcharges 
for crude oil sold to foreign countries and financed by the Economic 
Cooperation Administration during the period 1950 to 1952, and 
this case is awaiting trial. 

Senator O’Manoney. The document may be received. 

(Complaint referred to, Civil No. 78-152, will be found in the ap- 
pendixes hereto. ) 

Mr. McHvau. The third complaint, filed about the same time, Sen- 
ator, will be introduced for the record. It is the United States v. 
Socony Vacuum Oil Company, Inc., and Socony Vacuum Overseas 
Supply Company, Incorporated. 

In this case Socony Vacuum Oil Co., and its subsidiary, were sued 
for damages amounting to $49 million arising out of alleged over- 
charges in the sales of crude oil to foreign countries aided with funds 
by the Economic Cooperation Administration during the years 1950, 
1951 and 1952. 

This claim for damages is set out in nine counts. This case also 
is awaiting trial. 

(Complaint referred to is civil action No. 78-153 and will be found 
in the appendix.) 

Senator O’Manoney. What is the total of the damages sought in 
all three cases? 

Mr. McHwuen. $225,500,000. 

Senator O’Manonry. Thank you. 

Senator Keravver. Mr. Chairman, could I ask counsel, or the wit- 
ness, whether the Navy purchases oil for ECA? Are these purchases 
handled by the Navy or handled differently? These are not military 
purchases ? 

Admiral Larrv. No, sir. These purchases are not. I am not aware 
of these purchases at all. 

Senator Keravuver. Could counsel state who handles these pur- 
chases at the Economic Cooperation Administration behest ? 

Mr. McHveun. It is my understanding that these purchases, Sena- 
tor, are by foreign corporations in those lands with ECA funds. 

Senator Krravuver. Could we get a statement of the amount they 
purchase at the present time, or during the time of this increase and 
how much their price has gone up, that is, how much the Government 
has had to pay additionally by virtue of this price increase in recent 
months? 

Mr. McHven. I think, Senator, that we could make an effort to ob- 
tain that information and will try to get it. 

Senator Kerauver. Do you have any idea how much it is a year? 

Mr. McHueu. We don’t have that information right now, Sena- 
tor, no. 

Admiral, in connection with the contract which you spoke of earlier, 
in or about 1949, I wonder if you would check the parties who are 
participants in that contract. e understand that while it was for 
the Defense Department, it is possible that it was by the Defense 
Supply Corporation of the old RFC. Will you ie that for us, 
please ? 

(The information above may be found on p. 326.) 
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Admiral Larru. Yes, sir. 
Discussion off the record. ) 
nator O’Manongy. Admiral, in your written testimony, on page 
2, I find this sentence about the middle of the page: 

Commercial postings on diesel fuel show an increase of approximately 14.3 
percent. It is our best estimate that increases in price for the military services 
will be some 11.5 percent. 

That seems to indicate an estimate on your part that the military 
services will have an advantage over commercial purchases of about 
1.9 percent. That is, the increase for commercial purchases is about 
14.3, or 1.9 percent greater than the estimated increase you look for- 
ward to for military purchases. 

Admiral Larru. Yes, sir, it is 2.9, the difference. 

( Discussion off the record.) 

Senator O’Manoney. Thank you very much. 

Are there any other questions? 

Senator Kerauver. Does the Admiral have a sample of how these 
companies bid? Do you have their bids present, for some typical 
case ? 

Admiral Larru. We have an abstract of various bids. Are you 
looking for the type of form that each company submits? 

Senator Kerauver. I just wanted to know how much difference 
there is in price between the various companies, at a given point of 
destination. 

Admiral Latrv. We submitted one example, which the chairman 
was passing around, on the last offerings of jets. That is one that 
gives all the jet bids, sir. 

Senator O’Mauoney. Let me say, Senator Kefauver, this is an 
exhibit which will be filed in just a few minutes. I sent it to my office 
to have it photostated so that there would be extra copies for the mem- 
bers of the committee and as soon as it returns from my office it will 
be filed for the record. 


It is the letter sent to me by Admiral Lattu giving information with 
respect to these bids. 

Senator Kerauver. How about diesel oil? Is generally the de- 
livered price substantially the same, as submitted by the various com- 
panies, at a given point of destination ? 

Admiral Larrv. Yes. 

Senator Keravuver. Or a given point of delivery ? 

Admiral Latrv. On the west coast, for instance, we have 0.0909—— 

Senator Keravuver. I can’t hear you. 

Admiral Larrv. On the west coast, for instance, we have 0.0909, 
0.0912, 0.0918, 0.0905 and 0.091 ver gallon. 

Senator Keravver. Are these all the same destination on the west 
coast ¢ 

Admiral Latrrv. The last 2 were Los Angeles, the 3 above were Ava- 
lon; yes, sir. 

Senator Krrauver. What were the first three, again ? 

Admiral Larrv. These are refinery prices. 

Senator Krracver. Read the first three again; I didn’t get them. 

Adimal Larrv. 0.0909, 0.0912, 0.0918. 


Senator Keravuver. Is that a typical example of the kind of bid you 
have ? 
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Admiral Larrv. Yes, sir. There were some higher but we did not 
take them. They were covered with these bids so there were some 
higher bids. 

Senator Keravver. What does the 0.0909 mean ? 

Admiral Larrv. That is the price per gallon at the refinery. 

Senator Keravuver. Price per gallon at the refinery of crude oil ? 

Admiral Larrv. No, sir; oo 

Senator Kreravver. Just diesel ? 

Admiral Larrvu. Yes; that is the question you asked, about diesel. 

Senator Kerauver. How about the delivered price ? 

Admiral Larrv. These products probably were delivered by pipe- 
line directly to our installation at those points, so there is no transpor- 
tation to speak of. This is f.o.b. refinery. If we haul it from there by 
tanker, we would have to pay the price of the cost of shipping. 

Right now, for instance, most of our products by tanker are by 
MSTS. We would pick it up that way. 

Senator Keravuver. Will you give us an example of where you don’t 
put a ship there, and it is delivered by the company to a delivered 
area ? 

Admiral Larrv. I would have to submit you some examples. Where 
would you want it delivered, for instance—near the activity ? 

Senator Keravuver. I don’t care, near or far. Generally speaking, 
do you know whether they are identical or nearly identical or not, that 
is, the delivered price ? 

Admiral Larrv, Well, as I stated, we used MSTS to deliver the 
products, that is ours, that isthe MSTS vessel. 

Senator Keravver. You have to pick it up in some port. 

Admiral Larrv. Yes. 

Senator Kerauver. What I am talking about is the delivered price 
at the port. 

Mr. Chairman, I don’t want to take the time of the committee, but 
I do think on all these types of oil, it would be helpful to the committee 
to find out if the bids of the various companies for the delivered price 
at a particular point of destination are the same or substantially the 
same, 

Senator O’Manoney. That will be supplied by the staff. 

Off the record. 

(Discussion off the record.) 

Senator O’Manonery. Now I will proceed with this other question. 

I pointed out;that your paper was accompanied by enclosure No. 1, 
which shows that the estimated price increase, according to your fig- 
ures, for aviation gas will amount to $20 million; for jet fuels, $26.5 
million; for motor gas, $1,750,000; for diesel fuel, $8.7 million; for 
Navy special, $19,750,000; for other residual fuels, $7 million; for 
lubricants and package products, $1 million. 

That is a total, according to your table, of $84,700,000. These esti- 
mates were made by you as of what date, Admiral? 

Admiral Larrv. The first week of February, sir. 

Senator O’Manoney. The President’s budget was submitted to Con- 
gress on January 16, 1957. I assume, therefore, that you had no op- 
portunity to reflect these estimated increases in the budget. 

Admiral Larru. In the past, when this type of increase comes to 
the services, they absorb the cost some way or other. I do not believe 
at all they ask for a supplemental because this year is pretty near gone. 
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Senator O’Manoney. If you don’t ask for a supplemental, then the 
necessary effect is you will have to divert $84,700,000 from other ob- 
jectives for which you have already made a request and which the 
Bens of the Budget has already granted. 

Admiral Larru. That is correct. They will have to absorb the cost 
some way or other, perhaps by curtailing operations. 

Senator O’Manonry. The committee is very much indebted to you, 
Admiral, and Commander Blackman for your testimony. 

Call the next witness. 

Mr. McHvueu. The next witnesses, Senator, are from the Inde- 
pendent Petroleum Association of America. There are two witnesses. 
The first is Mr. Russell B. Brown, who is general counsel for the 
Independent Petroleum Association of America, and with him is Mr. 
W. N. Vaughey, who is chairman of the executive committee of the 
association. 

Senator O’Manonry. Good morning, Mr. Brown. I have seen you 
in that position many a time in the past, but still you will have to 
identify yourself for the record. 


STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, INDE- 
PENDENT PETROLEUM ASSOCIATION OF AMERICA, ACCOMPANIED 
BY W. M. VAUGHEY, CHAIRMAN OF THE EXECUTIVE COMMITTEE, 
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. My name, Mr. Chairman, is Russell B. Brown. I am 
general counsel for the Independent Petroleum Association of 
America, a national trade association whose members are engaged in 
the production of crude oil and natural gas. The membership of 
the association is represented by all oil and gas producing areas of the 
United States. 

Senator O’Manonry. How many members do you have? 

Mr. Brown. We have actual numbers about 7,500, and there is as- 
sociated with us what we call an associate member, which makes a 
total of about 12,000. 

Senator O’Manonry. How many of these members are integrated 
companies 4 

Mr. Brown. Oh, relatively few. I would not know just exactly. 
There are 10 or 15, I would say. 

Senator O’Manonry. Are any of these members also members of 
the MEEC? 

Mr. Brown. No. None of our members. 

Senator O’Manonry. You do not represent any of the members of 
MEEC? 

Mr. Brown. No; we do not. 

Senator O’Manonry. Who is the gentleman who accompanies you 4 

Mr. Brown. Mr. William Vaughey, who is past president of our 
association and who is now chairman of our executive committee. He 
lives at Jackson, Miss. He is an oil producer under the firm name of 
Vaughey & Vaughey, of that city, producers in Mississippi and other 
States. 

Senator Dirksen. Mr. Brown, by 7,500 producers or members, you 
mean 7,500 petroleum producers ¢ 
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Mr. Brown. 7,500 whose interest is either from direct production or 
are interested in something of production which is sufficient to prompt 
them to join our association. Most of them are actual producers. 

Senator Dirksen. And they are located in how many States? 

Mr. Brown. They are located in about 30 or 40 States. 

Senator Dirksen. Thirty. 

Mr. Brown. Yes. We have a few scattered in States that are not 
producing States. Probably we have got some members in about 44 
of the States, but I am talking about those whose activities are largely 
in the State, about 36. 

Senator Neety. Do you have any members in Illinois? 

Mr. Brown. Yes. Quite a few. 

Senator Neziy. Any in Wyoming? 

Mr. Brown. Quite a few. 

Senator Neety. Any in Tennessee? 

Mr. Brown. Very few. Just one or two. 

Senator Neeity. And in West Virginia? 

Mr. Brown. Quite a few. 

Senator Keravuver. Mr. Brown, do these include refiners, distribu- 
tors, or producers, or—— 

Mr. Brown. There are no distributors and no refiners that join us 
in our activity. There are some of our members who join us for the 
production activities who also engage in refining, and some few of 
them in distributing. 

Senator Keravver. Are substantially all the independent producers 
in your association ? 

Mr. Brown. No. I think there are quite a few not members of our 
association. 

Senator Keravuver. How about the big ones like Richardson and 
H. L. Hunt? 

Mr. Brown. They would be members of our association. 

Senator Keravver. Murchison ? 

Mr. Brown. I think he is a member but I am not sure. 

Senator Kerauver. Edward Pauley ? 

Mr. Brown. He is not a member. 

Senator Kerauver. What percentage of independent production is 
represented by you and your association ? 

Mr. Brown. Between 30 and 40 percent. I would say nearer 30. 

Senator Keravver. Is that 30 or 40 percent of the total production 
or of the production of independents? 

Mr. Brown. Total production. 

Senator Krravver. In total production you are talking about the 
big major—— 

Mr. Brown. The major companies, the top 20, I guess, produce 
about 60 percent of the oil, and in our membership I would say close 
to 30 percent of the oil. 

Senator Kerauver. You are talking about United State production ? 

Mr. Brown. United States production. 

Senator Keravuver. Your members are all in the United States? 

Mr. Brown. That is correct. 

Senator Krravuver. You have no members in the Middle East, or 
the South American Continent, then ? 





n 


or 





EMERGENCY OIL LIFT PROGRAM 333 


Mr. Brown. No. Some of our members have recently gone into 
Canada and acquired some property, but they originally started in the 
United States. 

Mr. Chairman, in addition to our own association appearance, I 
understand that other associations whose membership similarly, but 
more locally, have witnesses, who will appear and I have been asked 
specifically by the tri-State group, which is the Illinois, Indiana and 
Kentucky producers—it is an associate of ours. I have a telegram 
here which I will submit for the record from Mr. Brehm asking us 
to appear specifically for their association. 

Senator O’Manoney. It may be received. 

(The telegram referred to is as follows :) 


Mount VERNON, ILL., February 11, 1957. 
RussELL B. Brown, 


General Counsel, IPAA, 1110 Ring Building, 
Washington, D. C.: 


You are hereby authorized to represent the IOPLA Tri-State before Senate 
committee hearing regarding oil imports and price. Feel all independent organ- 
izations should make same request to add weight to testimony. 


C. E. Bren, 
President, IOPLA Tri-State. 


Mr. Brown. Mr. Chairman, I can well understand the question, the 
difficulty of the question I address myself to first, and that 1s the activi- 
ties of the Middle East Committee. I was brought to a new apprecia- 
tion of the work that confronts this committee when I read this morn- 
ing’s Washington Post, which I think very well illustrates the con- 
fusion that has grown out of this activity, and I simply call it to the 
attention in case you have not read it, because it pictures very well the 
confusion now existing. 

Our association very much appreciates the opportunity to partici- 
pate in the study of this committee. Such heari: gs provide a forum 
where the actions and problems of an industry can be fully discussed 
and thus better understood. 

The expanding use of petroleum in the United States has had the 
effect of making the petroleum industry of vital interest to the daily 
life of almost every citizen. It is of even greater importance when 
related to the national security. Its importance to our economic life 
and also security is indicated by the fact that today petroleum, includ- 
ing both oil and gas, supplies almost 70 percent of our total energy 
requirements. 

Petroleum enjoys a position of far greater importance in the United 
States than in any of the principal European countries. The position 
of oil in the energy economy of European countries for the year 1955, 
according to a recent report of the Organization for European Eco- 
nomic Cooperation, is 18 percent of the total. The position in the 
principal individual countries, is set out below : 


Ratio of oil to 


total energy 
Country : (percent) 
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I will not read them all, but I do call attention to the fact that the 
United Kingdom is 13 percent dependent on petroleum for its energy 
resources. 

In view of the very prominent position of oil in the economy of the 
United States, we realize that our industry cannot succeed unless the 
public, generally, and the Congress are satisfied with the conduct of 
our activities. We feel that our industry has a responsibility to pre- 
sent the full facts. 

Our association, therefore, welcomes the opportunity to participate 
in this proceeding. We are firmly convinced that when the facts are 
presented, the activities of the domestic producing industry will be 
fully justified in the eyes of the public and eee 

My testimony will be confined to the operations of the Middle East 
Emergency Committee in the European oil supply program. 

At the time the Middle East Emergency Committee was formed, 
our association took the position that the program of supplying oil 
to Europe, resulting from the Suez crisis, involved a problem of our 
Government in international relations and, therefore, should be left 
to the Government officials responsible for such matters. 

In order to clarify our position, the president of our association, Mr. 
Robert L. Wood, addressed a letter dated August 13 to Dr. Arthur S. 
Flemming, Director of the Office of Defense Mobilization. In that let- 
ter he said, in part: 


I have been reluctant to interfere with or make comment on the situation 
resulting from the announced seizure of the Suez Canal. To me the complica- 
tions involved in this issue were of such serious consequences that I have be- 
lieved governmental representatives on whom this responsibility rests should be 
free of local influence as far as is possible. 


Our primary concern with respect to the MEEC was that the few 
individual companies comprising this committee not be given any 
authority, with antitrust immunity, to take any actions with respect to 
or which would adversely affect the petroleum industry within the 
United States. 

It was our feeling that MEEC members, which are companies exten- 
sively engaged in international trade and have very substantial inter- 
ests in foreign operations, should not be selected apart from the entire 
domestic industry to determine programs or take actions that would 
have an impact upon or in any way affect the domestic petroleum in- 
dustry. 

It was the purpose of Mr. Wood’s letter to Dr. Flemming, under date 
of August 13, to make clear our position in this regard. 

In response to this letter, Dr. Flemming, under date of August 21, 
gave us what we consider to be assurances that the Committee will not 
be authorized to take actions with respect to, or that have impacts 
upon, domestic industry operations. 

In Dr. Flemming’s reply, he stated, and I quote that letter: 

The Middle East Emergency Committee was formed to act under Government 
supervision and direction to assist in the transportation, refining, and production 
adjustments that may become necessary in foreign areas. 

The questions to which you refer concerning reserve productive capacity and 
availability of transportation, terminal, refining, and other facilities to meet any 
demands upon the domestic industry will be developed from appropriate domestic 


sources. You comment that domestic operators are best equipped and most affect- 
ed with respect to domestic facilities and capacities, and I am sure you will 





on 
A- 
e- 


LV 
to 
16 


te 


1, 
ot 
ts 


ant 
on 


ind 
iny 
tic 
ct- 
vill 


EMERGENCY OIL LIFT PROGRAM 335 


agree that those companies which operate in foreign areas are best equipped and 
most affected with respect to supply problems outside of the United States. 


We felt that Dr. Flemming in this letter made it clear that MEEC 
would be confined in its programs and activities to foreign operations. 
In this regard, Mr. Wood, in a second letter to Dr. Flemming, dated 
August 21, stated: 


I am relieved that you feel this authority does not extend to domestic opera- 
tions in the United States. 


Mr. Wood’s letter of August 13, Dr. Flemming’s letter of August 21, 
and Mr. Wood’s letter of August 21 are attached as appendix 1. 
(The letters above referred to follow :) 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 
Midland, Tez., August 13, 1956. 
Dr. ArtTHuR S. FLEMMING, 
Chairman, Cabinet Committee on Energy Supplies and Resources, 
Office of Defense Mobilization, Washington, D. C. 

Dear Dr. FLEMMING: Responding to your announcement for reactivating your 
study of the relationship of petroleum imports to domestic production of oil here 
in the United States, representatives of most of the domestic producers of oil 
have filed with you a comprehensive statement reflecting fully the facts on this 
question. 

We commend to you and your staff the carefully study of these facts, which we 
believe demonstrate the harmful results of excessive imports on the domestic 
producing industry in the United States. 

These facts demonstrate, as well, that the first reliable source of petroleum 
supply for the security of our Nation is within the boundaries of the United 
States, where there now exists capacity to produce petroleum sufficient to the 
full requirements of our domestic economy and national security. 

I have been reluctant to interfere with or make comment on the situation re- 
sulting from the announced seizure of the Suez Canal. To me the complications 
involved in this issue were of such serious consequences that I have believed 
governmental representatives on whom this responsibility rests should be free 
of local influence as far as is possible. 

My attention is now called to developments that arouse our concern that mis- 
understanding of the true facts of our situation may lead to actions and programs 
for action, based on an incorrect understanding of the facts, that could result 
- permanent undermining of our defense structure and our domestic economy 

tself. 

I have a copy of press memorandum of August 9 from the Office of Defense 
Mobilization calling attention to meeting with “representatives of several oil 
companies to make the organization arrangements to permit companies to con- 
sider jointly such aspects of the Suez Canal situation as may later be referred to 
them.” Commenting on this meeting, the Wall Street Journal of August 10 named 
13 companies who met with Government, and said, “The Government asked 13 
American oil importers to work out plans for meeting any oil shortage in the 
United States or Europe that might result from the Suez Canal crisis.” 

Petroleum Week for August 10, after setting out the details of the committee, 
said : 

“The emergency program set up would involve cutting off Middle East imports 
to the United States and replacing these imports with domestic, Venezuelan, and 
Canadian oil.” 

The Oil Daily of August 10, commenting on the same meeting, quoted you as 
saying the “committee had been asked to recommend a ‘a plan of action’ to cope 
with any situation that may result from the Suez Canal situation.” Then, the 
Oil Daily stated further, “One of the main points to be nailed down, it was 
learned, involves reserve capacity in the United States available to meet possible 
increased demands overseas.” 

These news stories raise two questions of great concern to us. 

The first is a presumption that shortage of oil in the United States is expected 
if the Suez crisis is not properly settled. 

This presumption is unfounded and unjustified. There is now producing and 
reserve excess producing capacity in the United States in excess of total imports 
and far in excess of all oil shipped through the suez Canal for the United States 
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The other question raised is that this question should be settled by representa- 
tives of importing companies only, and that these representatives are to be per- 
mitted, working together, to draft plans and programs of action. Such action 
must contemplate releasing these companies from the application of our anti- 
trust laws, their programs, therefore, to be secretly arrived at, and confidentially 
withheld from others. 

We believe this to be an improper approach to the solution of this problem. 

Outside the violation of the antitrust laws involved, it contemplates passing on 
the position of the domestic industry and its abilities to supply our demands by 
those representing companies whose outside interest in production is greater than 
in the United States. I refer to representatives of importing companies who 
have long been trying to convince the American public, contrary to the facts, 
that United States oil could not be relied upon for our requirements. As they 
have for some time demonstrated, their interest is in reducing United States pro- 
duction in favor of outside sources. 

We have experience to support our fears in the results obtained through their 
action in settling the shutdown in Iran. We were told that that settlement 
contemplated that as Iran oil reached the market the production from other 
Middle East areas, where production had been increased to supply the market lost 
by Iran, would be reduced accordingly. 

We do not know whether that was provided for by those entering the Iranian 
consortium. We do not know that there has been no such reduction in other 
areas and excesses are coming from all areas, 

Therefore, if there is to be a study of the important question of United States 
producing capacity, those best equipped and most directly affected should have a 
part in such study; these are the producers of oil in the United States. 

In conclusion, may I again say that there is no need for any consumer of oil in 
the United States to worry about a supply of oil products for lack of sufficient 
crude petroleum from the fields in the United States. 

Only those purchasing oil products from refineries in the United States using 
Middle East crude need have their supply interrupted. That interruption is 
easily and quickly remedied by turning to domestic oil for their refineries. 

A misunderstanding of our domestic-supply situation could cause such concern 
with the consumers of petroleum products and with governmental agents as to 
lead to action involving military programs or war. 

There is now no need to go to war to insure abundant supplies of petroleum 
products for American consumption. 

Whatever oil problem now presented through the Suez crisis is, insofar as 
American consumers are concerned, one of the market convenience of a few 
American companies. 

We recognize that their representatives are the proper ones for Government 
conference on that question. When the question of our own productive capac- 
ity is involved representatives of domestic producers become the ones that 
should be consulted. 

This Suez controversy may result in a determination of ownership of the canal 
or the tolls to be charged. It could spread the nationalization movement to other 
countries where oil is now produced by American companies. As much as we 
are or may be concerned with such a course of action we should not permit our 
concern to go so far as to permit foreign operating companies to determine the 
course of domestic production for consumption requirements in the United States. 

The supply of oil for Europe is a broader question, where, perhaps, importers 
and domestic producers should be consulted. 

Since this question is one of public interest and this letter comments on quo- 
tations from your public statements, I am releasing copy of this letter to our 
membership and for such press use as may be desired. 

Very truly yours, 
Rospert L. Woop. 


EXECUTIVE OFFICE OF THr PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., August 21, 1956. 

Mr. Rosert L. Woop, 

President, Independent Petroleum Association of America, Midland, Teg. 
Dear Mr. Woop: In your letter addressed to me of August 13, 1956, you have 
urged that the statement filed by 19 oil producers trade associations be given 
careful consideration and, secondly, you have expressed apprehension concerning 
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the implications arising from the organization of the Middle Bast Emergency 
Committee composed of members from the Foreign Petroleum Supply Committee. 

With regard to the associations’ statement, let me assure you that it will re- 
ceive full consideration in the deliberations of the Presidential Advisory Com- 
mittee on Energy Supplies and Resources Policy and of its task force. 

I am deeply conscious of the importance of petroleum to national security and 
the Nation's expanding economy and the need of a balanced, objective study for 
the use of the Presidential Advisory Committee members in their deliberations. 
The consultants assisting the task force were selected with particular attention 
to two things: First, that they be people who have the special qualifications to 
make a careful analytical study and have recognized abiilty in the petroleum 
field; second, that all pertinent aspects and arguments both for and against the 
restrictions of imports be developed and made available for the consideration of 
the Presidential Advisory Committee. 

I am sorry that misunderstandings and misinterpretations have arisen with 
respect to the formation of the Middle East Emergency Committee. In my ca- 
pacity as Director of Defense Mobilization it is necessary that plans be developed 
to meet defense contingencies that may or may not occur. The problems that 
would arise from a stoppage of the Suez Canal or the pipelines from the Middle 
East to the Mediterranean are directly related to supply deficiencies that would 
occur in Western Europe and to our defense relationships with the countries 
affected. The Middle East Emergency Committee was formed to act under Gov- 
ernment supervision and direction to assist in the transportation, refining and 
production adjustments that may become necessary in foreign areas. 

The questions to which you refer concerning reserve productive capacity and 
availability of transportation, terminal, refining, and other facilities to meet any 
demands upon the domestic industry, will be developed from appropriate do- 
mestic sources. You comment that domestic operators are best equipped and 
most affected with respect to domestic facilities and capacities, and I am sure 
you will agree that those companies which operate in foreign areas are best 
equipped and most affected with respect to supply problems outside of the United 
States. 

All meetings of the committee and subcommittee formed will be conducted 
under agenda prepared by the Government and must be attended by an author- 
ized governmental representative. Full and complete minutes must be kept of 
all meetings and sent to the Administrator of the Voluntary Agreement Relating 
to Foreign Petrolenm Supply, as amended, dated May 8, 1956 (Secretary of the 
Interior or the Assistant Secretary of the Interior, Mineral Resources) and 
made available to the Department of Justice. The meeting to which you refer 
was attended by Hon. Felix E. Wormser, Assistant Secretary of the Interior, 
Mineral Resources: Mr. H. A. Stewart, Director, Office of Oil and Gas, Depart- 
ment of the Interior: Mr. J. Ed Warren, who represented me; and by a num- 
ber of other Government representatives. 

I am attaching hereto the press releases that have been issued with respect 
to the formation of this committee. None of them suggest that it was formed 
to deal with a shortage of oil in the United States. 

I am sure you realize that we had to make preparation for a possible emer- 
gency as quickly as possible and further that in the event that no emergency 
develops, action under this agreement will not be necessary. 

Sincerely yours, 
ARTHUR S. FLEMMING, Director. 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 


Midland, Ter., August 21, 1956. 
Hon. Arruur 8S. FLEMMING, 


Director, Office of Defense Mobilization, 
Washington 25, D. C. 
Dear Dr. FLEMMING: I am glad to have your assurance that the fears ex- 


pressed to you in my letter of August 13 in regard to activities of the Foreign 
Petroleum Supply Committee will not be realized. 


The ODM press memorandum of August 14 clarifies the committee’s position 
as to membership and as to scope of activity. 


I am relieved that you feel this authority does not extend to domestic opera- 
tions in the United States. 
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The industry is fortunate in having the deep interest and concern that you 1re 
giving to this problem. 
Very truly yours, 


Rospert L. Woop. 


Mr. McHveu. Mr. Brown, at this time did the Government in an 
of its publications ever indicate that it felt the operations of MEE 
might affect operations within the United States? 

Mr. Brown. At that time, our interpretation was just to the con- 
trary. They said it would not affect. There was one statement with 
a press release, as will be reflected in the letter of Mr. Wood of August 
13, which may have been loose wording, but it indicated that they 
might have some effect with supply. 

Later on one of the proposals—I think it was the second, perhaps— 
indicated that they would have some responsibility within the United 
States as to supply, and that raised our concern with them about it. 

I desire to make clear that as a result of our understanding with 
Dr. Flemming, our association has never taken the position that the 
domestic independent producing industry should be represented on 
MEEC. As was stated by Dr. Flemming in his testimony before this 
committee, the primary purpose of MEEC is tanker pooling and the 
direction of tanker movements. 

In view of that purpose, together with the assurances that Dr. Flem- 
ming gave us, we concluded that there was no place on the Committee 
for an independent producer and that no useful purpose could be 
served by a producer being on the Committee. An independent pro- 
ducer with no tankers could not voluntarily agree to do anything 
which would contribute to tanker movements. 


Subsequently on December 12, 1956, ODM Director Flemming 
issued a press release, No. 553, announcing certain amendments to the 
plan of action under which MEEC operates. In this release one of 
the amendments was described as being designed principally to per- 
mit participants of— 


take actions within continental United States under approved programs which 
result in making petroleum or petroleum facilities available to foreign areas. 

Although the amendment is somewhat indefinite and vague, an ex- 
planatory note in the release said: 

It in no way gives to the participants any power or authority over domesuc 
petroleum operations or operators. 

Although we were somewhat apprehensive about this amendment, 
we concluded that Dr. Flemming’s assurances set forth in his letter of 
August 21 to the effect that MEEC operations would be confined to 
foreign activities, were still effective and controlling over these amend- 
ments. 

More recently under date of February 1, 1957, in a press release from 
the Office of the Secretary of the Interior, Assistant Secretary Worm- 
ser announced approval of two additional schedules under which 
MEEC operates. These are schedule No. 3 and schedule No. 4. 
Schedule No. 4 is described as being aimed at increasing the flow of 
petroleum from inland points to gulf coast shipping points and spe- 
cifically authorizes the following: 

Arrangements to change operations of pipelines and other transportation facil- 


ities within the United States to increase the volume of deliveries of domestic 
crude oils to the United States gulf coast for delivery to Europe and other foreign 
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areas affected by the Middle East petroleum transport shortage, or for shipment 
to the United States east coast and Canada east coast in substitution for petro- 
leum supplies diverted to Europe and other affected areas in accordance with 


schedules Nos. 1 and 2. 

We were again apprehensive about the effect of schedule No. 4 since 
it would appear to give a few companies who are members of MEEC 
clearance to take certain actions “within the United States” free of the 
antitrust laws, which clearance would be denied to all other companies 
operating similar facilities within the United States. 

It is my understanding that within the past few days, actions by 
MEEC under schedule No, 4 have been suspended by Assistant Secre- 
tary of Interior Wormser. 

I think it would be helpful to an understanding of this whole prob- 
lem if the committee would inquire as to who proposed this schedule 4, 
and as to why it has been suspended. I think the recitation of those 
facts might reveal some of the problems we are concerned with. 

Mr. McHven. Mr. Brown, I wonder if you could tell the committee 
which of the companies in MEEC you are referring to whose opera- 
tions would be affected by schedule 4. 

Mr. Brown. Well, substantially all the companies in MEEC would 
be affected by 4, but they would be the only ones that would be given 
clearance. All of the competing companies that must work on a simi- 
lar problem would have no such clearance. 

Mr. McHven. Is that for the reason that these are the companies 
which own the pipelines which would be involved ? 

Mr. Brown. Oh, pipelines and most of the pipelines, but other com- 
panies that have pipeline facilities, and who might have the same rea- 
son to act without the effect of our antitrust laws as these companies 
would have would be denied that. And you can see the power that it 
gives some of these companies over our entire domestic economy when 
they can move in with immunity and conduct their operations free of 
any antitrust application, when the rest of the industry is tied down. 

Senator O’Manonry. How many of the MEEC members own both 
pipelines and tankers ? 

Mr. Brown. Substantially all of them. I would not be able to give 
a definite answer to that, but I would say that seven own pipelines in 
the United States and refineries, and some of the others may. I am 
not sure. 

Senator O’Manonry. Transportation by pipeline is regulated, is it 
not, by the Government ? 

Mr. Brown. That is right. 

Senator O’Manoney. Transportation by tanker is not? 

Mr. Brown. No. 

Senator O’Manoney. Transportation by pipeline is more economical 
than transportation by tanker, is it not ? 

Mr. Brown. I would say that is doubtful. I would say they could 
move oil by tanker more economically than they could by pipeline. 
The advantage that pipeline has, it moves from the place of produc- 
tion directly to the place of refining, which gives it a very material 
advantage in time. I don’t know about the economic difference. 

Senator O’Manonery. Doesn’t the distance have something to do 
with it? 

Mr. Brown. Very much, yes. 

Senator O’Manonrey. That is, tanker transportation of long distance 
would be more expensive, wouldn’t it ? 
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Mr. Brown. Yes, that is true. Distance has a lot to do with it. 

Senator Keravver. Mr. Chairman, Mr. Brown has said it would 
be interesting to find out who proposed schedule 4 and the reasons 
for it. Would it be in line to ask that now or is that to be asked at 
a later time? 

Senator O’Manonry. That is to be asked at a later time with a 
witness who can testify directly with respect to it. 

Mr. Brown. Yes, I would not be able to. 

Mr. McHven. Mr. Brown, I wonder if you can tell us in what any 
arrangements could be entered into under schedule 4 for rearranging 
the pipeline distribution which might be adverse to the interests of 
your independent producer members. 

Mr. Brown. I would not be able to spell that out in detail, but I 
can illustrate. If company A, who is a member of this committee 
and who is given immunity, wants to switch and arrange some of his 
own production, he would be free to do it without any regard to the 
antitrust laws. At the same time, a company not so immune would 
be subect to regulation of the antitrust law and might hesitate and 
might be denied the privilege of switching his source of supply, tak- 
ing his own oil instead of oi! that is generally available, and things of 
that type. 

I would not be able to spell out any more detail without knowing 
more about it. 

Mr. McHven. Mr. Brown, if you and your members had known 
last summer that the operations of MEEC embraced actions which 
affected domestic production or distribution or transportation, would 
you have sought membership then on MEEC? 

Mr. Brown. I would rather say we would have asked the Govern- 
ment. as we did attempt to do, to set up an organization where we 
would fit into it more appropriately. We think that the drafting of 
the MEEC program is inadequate to this problem, and therefore, we 
would have hesitated to join in that. But we would rather have asked 
the Government to make this a place where you can get the most effi- 
cient and effective work. We don’t think they did. 

Mr. McHvsen. Mr. Brown, can you suggest for us what type of an 
organization or a forum that you Lave in mind that would have been 
more effective ? 

Mr. Brown. To meet war problems, we created the National Pe- 
troleum Council and its prototype from which it came, the councils 
which followed the war setup, which was the same. That is an or- 
ganization composed of all branches of the industry, from all elements 
of the industry. 

It acts as adviser to the Department of Interior and has always 
responded to any request that the Government makes on it to furnish 
information and plans of action that would fit this type of thing. 

We thought that it firct should have gone to the National Petroleum 
Council and out of that could have been devised a plan in which all 
factions of the industry could have had a fair representation. I don’t 
think we all expect what was generally known as equal representa- 
tion. What we are concerned about most in this program is that they 
be such programs as the plan may have a right to be challenged. Under 
the MEEC there is no means of challenging what they propose to do 
until it is already done. 
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Now, we think that the program to be most effective should be a 
program where those using it, employing it, could be challenged in 
their program and their accuracy tested and its efficiency tested. This 
is the type we are thinking of. : 

Mr. McHveu. Is there any way under the law which the National 
Petroleum Council could have put into effect any plans of action which 
would have made this program effective and yet have given immunity 
from the antitrust laws? 

Mr. Brown. I doubt if the council itself, unless given immunity, 
could do this kind of a job as to setting up a plan and program because 
it is not so organized. But it can advise the factual basis to the Gov- 
ernment and then out of that could have grown a more contracted 
prone shat would be representative of the industry. I think that could 
have been done. 

Mr. McHueu. Upon the basis of the information supplied by the 
petroleum council, would it be your idea that then you could formulate 
the specific plans which could be presented to Congress for au- 
thorization ? 

Mr. Brown. Well, it certainly could go to Congress, but primarily 
I would say because of the time involved that they would have pre- 
sented the plan to go to the Government itself that would be more 
effective than the one we now have, and at least been entitled to the 
same sort of immunity that this one has. 

Mr. McHueu. Are you suggesting some plan of action might have 
been worked out that would have been organized and controlled and 
sponsored by the Government which would not have necessitated the 
grant of antitrust immunity ? 

Mr. Brown. I think that could have been done very easily and in 
that way we would have all been provided with a better understand- 
ing of what is going on. 

Mr. McHven. In your opinion, if it were done in that way, the 
interests of all segments of the petroleum industry would have been 
represented ¢ 

Mr. Brown. I think necessarily so, yes. 

We assumed again, therefore, that the assurances contained in Dr. 
Flemming’s letter of August 21 continue to be effective and that no 
actions will be permitted under schedule 4 which might violate those 
assurances. It appears to us, however, that this schedule should be 
permanently terminated. 

It is my understanding that the congressional committees participat- 
ing in these hearings are interested in information that might indicate 
deficiencies or failures in the operation of MEEC. We have been par- 
ticularly conscious of what we thought were such failures, because of 
the severe criticism that has been directed against domestic independ- 
ent producers in connection with the European emergency problem. 
This criticism has charged that independent producers are responsible 
for the failure of European oil supply program. We feel that this 
blame is misplaced. We further feel a careful analysis of the facts 
will show that the failures primarily lie with the members of MEEC. 

The members of MEEC, including subsidiary companies, operate 
two-thirds of the refining capacity on the United States east-gulf coast 
area. Thisis the area most direct y affected by the Suez crisis and from 
it all of the emergency shipments are made. 
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An analysis of the activities of these companies indicates that the 
MEEC as a group and that the members thereof as individual com- 
panies, have failed and are continuing to fail to take actions which 
would maximize oil shipments to Europe. As a result Europe is 
receiving less oil than otherwise would be possible and in addition, the 
failures of these companies in this respect are having adverse effects 
upon the domestic economy. 


INDEPENDENT OBJECTIONS 


The specific failures on the part of MEEC, and the individual com- 
panies thereof, may be summarized as follows: 

1. Members of MEEC, together with other importers, have in- 
creased imports from the Caribbean area despite the fact that crude 
oil from this area is of the type more suitable for European needs than 
is domestic oil and, in addition, the tanker run from that area is 
shorter. 

2. Members of MEEC have continued to process excessive amounts 
of crude oil through their refineries on the United States east-gulf 
coast, resulting in the production of unnecessary quantities of gasoline 
with the final result that less crude oil is available for shipment to 
Europe. 

3. Members of MEEC have continued to ship refined products to 
Europe of the type which if kept in the United States for consump- 
tion here would permit a reduction in United States refinery runs of 
imported crude oil, thereby providing for the diversion to Europe of 
Caribbean crude from which could be produced more fuel oil for in- 
dustrial use that is in critical short supply. 

And my understanding from the general information is that their 
requirements are primarily fuel oil, secondarily home heating oil, 
and lastly the gasoline. They need the gasoline least. 

4. Members of MEEC, comprising the agency to which Government 
has delegated authority to carry out the European program, have con- 
tributed to misunderstandings regarding the failure of the program; 
the Committee has left the misleading impression that domestic pro- 
ducers are the cause for the failure of the program whereas, as a mat- 
ter of fact, the members of the Committee could take actions under 
the voluntary agreement along the lines above suggested which would 
greatly increase shipments to Europe. 

That has caused, Mr. Chairman, a great deal of misunderstanding 
in the United States and in Europe. 

I was noticing this morning on the radio what seems to be a very 
tragic effect of this, that one of the radio commentators said that the 
Duke and the Queen had not been able to meet for some time and he 
was only about 2 hours’ ride by plane after being away 4 months, but 
because of the shortage of gasoline, he could not fly over to meet her. 

That only illustrates how far they go in the misunderstanding that 
has grown out of this situation. 

Again, the Chairman of this MEEC, just a day or two ago in Paris 
stated that in their judgment, which meant that they must have con- 
sidered the domestic situation, the domestic industry at home was not 
producing enough oil but, he said, we had nothing to do with that. But 
they must have interested themselves because they were able to com- 
municate with the people whom they supply in Europe, and evidently, 
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that is the source of the information that Europe gets as to their 
deficiency. 

Senator O’Manoney. Let me get that clear. Your testimony is that 
you read a story from Europe today, that Mr. Coleman of the Stand- 
ard Oil Company of New Jersey, w ho is the Chairman of the MEE C, 
stated in Europe that the oil shortage is due to the failure of domestic 
producers in the United States to produce enough oil ? 

Mr. Brown. No; it wasn’t quite that way. What I said—maybe I 
had better read from it. 

This is under date of February 8 and I have taken it from Platt’s 
Oilgram of that date. 

This is from Paris, from Stewart Coleman of the New Jerse 
Standard Oil, Chairman of the MEEC, who said that neither MEEC 
nor companies belonging to it have authority over crude production 
in the United States. He said MEEC was in favor of increased United 
States production but could do nothing about it. 

It is by indirection that he said it. What I said that may have led 
you to that conclusion was that he couldn’t have reached the conclusion 
unless they had looked into it and had taken some interest, and I refer 
to that. 

Senator O’Manoney. In due course the committee will give Mr. 
Coleman an opportunity to state his own feelings. 

Mr. Brown. Mr. Coleman is a very capable man and a very splendid 
gentleman. I am sure he can give you a good answer, but it won't 
quite relieve us of the concern we feel because it is common knowl- 
edge that the State of Texas and the ance »pende nt producers through- 
out the United States are getting much of the primary blame for what 
is supposed to be a shortage over in that area. 

Sen ator O’Manoney. In other words, the producers, the indepen- 
dent producers w ho have neither pipelines nor tankers to transport, 
are being blamed by inferential statements for the failure of the 
tankers and the pipelines to deliver in Europe while South America 
rude is being brought to the United States by members of the MEEC 
in their own tankers # 

Mr. Brown. That is correct. 

Mr. McHvueu. Mr. Brown, with reference to the specific failure of 
MEEC numbered on page 6—do you know the names of any of the 
American companies comprising ‘MEEC who have been importing 
from Venezuela into the United States and refusing to divert those 
shipments directly to Western Europe ? 

Mr. Brown. Mr. McHugh, I have attached, under appendix 3, a 
table showing the imports of crude oil into the United States and the 
last table in that sets out the companies and their imports. 

If you will notice that, if you are talking about the specific people 
there, for instance, is Cities Service, which is one of the importers. 
The Gulf Oil Corp. is-one of them. The Sinclair is one of them. 
Socony Mobil is another. Standard of California another, and Stand- 
ard of New Jersey, the Texas Co. and the Tide Water. At least those 
are members of the committee who are also engaged in this continuous 
import. 

Mr. McHvuen. Mr. Brown, in view of the fact that it is the avowed 
purpose of MEEC to maximize our oil shipments to Europe, can you 
suggest for us any reason why these companies would continue to 
make imports into the United States from Venezuela ? 
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Mr. Brown. That involves conjecture on which I must use the same 
process of logic that any other outsider would. But they have two 
or three reasons. 

One, it is a primarily economic advantage. They bring oil of their 
own production in here to a market where they will sell products for | 
American dollars when, if the oil were taken to Europe, it obviously 
or probably would enter into a sterling area where they get a less 
valuable or less usable clearance. That is one explanation. 

Another would possibly be, and as I say, these are conjectures, and 
I have no other basis than the general facts, the other would be that 
they have maintained for years that they needed to bring the oil in 
here to sustain our economy, and if they took the oil away from here 
at this time and we prospered and got along fine without them, which 
we could, then that argument would have been taken away from them. 

Another possible one is that under the section 7 of the trade agree- 
ments law, the President has a right to relate imports to production 
in the United States, and this would distort their position if imports 
should drop off and we took the place of that with higher production. 
Then, when they came back into the picture, they would get more 
imports according to any formula that would be set up. 

These are conjectures that I am indulging in cat I am not in a 
position to state the facts, because I have not been in their meetings. 
I don’t know. 

Mr. McHueu. Do you think, Mr. Brown, that one possibility is 
that this is part of the long-range program of international oil com- 
panies to maintain their position with reference to imports? 

Mr. Brown. I don’t think there is any doubt about it and they have 
been given the authority to perpetuate the thing they have been doing. 

In a letter dated January 31, 1957, Mr. Robert L. Wood, president 
of our association, called these failures on the part of MEEC to the 
attention of Secretary of Interior Seaton. In a memorandum dated 
February 4, 1957, these deficiencies were also called to the attention 
of ODM Director Flemming. A copy of the letter and memorandum 
are attached as appendix IT. 

(The letter and memorandum are as follows :) 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 


Washington, D. C., January 31, 1957. 
Hon. FRED SEATON, 


Secretary of the Interior, 
Washington, D.C. 


DeaR Mr. Secretary: The members of the Independent Petroleum Asso- 
ciation of America are gravely concerned about several matters which are related 
to the present emergency program to supply oil to Europe. As a result, this is 
to request that you give consideration to the following matters. 

The Middle East Emergency Committee has been authorized, with antitrust 
immunity, to take certain actions aimed at increasing the supply of oil to the 
European shortage area. Outside their actions as a committee these companies 
individually have a responsibility to conduct their activities in a manner that 
will make a maximum contribution to the objective. They also have the respon- 
sibility to conduct their activities in a manner that will not have disruptive 
effects upon the domestic industry. I know that you individually and the execu- 
tive branch of Government desire the accomplishment of both of these ends. 

There are indications that in several respects the operations of these com- 
panies are not being conducted in a manner that will contribute the maximum 
to the emergency program. It is the purpose of this letter to bring some of 
these matters to your attention for consideration by the Government. 

In considering the European supply problem, it should be recognized that the 
tanker run to Europe from the Caribbean area is substantially shorter than 
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from the United States gulf coast. In addition, Caribbean crude is generally of 
the type most suitable for European requirements for fuel oil. 

Despite these considerations, Caribbean imports of crude oil into the east-gulf 
coast continue to increase. For example, the attached table shows that during 
December 1956 crude-oil imports from Venezuela were greater than during the 
third quarter of 1956 and also greater than during October and November 1956. 

Obviously, this information is necessary for the guidance of the Government 
and also the Middle East Emergency Committee. It is equally important that 
such information be available as a guide to the domestic industry and the oil- 
producing States as to how much domestic production is required. It should, 
therefore, be made public so that all concerned may be informed and thus more 
fully contribute to the European shortage emergency. The criticism that has 
been directed toward domestic producers and the producing States convincingly 
reflects the need for the publication of this information. 

A second matter, which goes beyond the emergency movements to tidewater, 
is the overall problem of adequate pipeline facilities throughout the United 
States. This involves the long-range security of the Nation and health of the 
domestie industry. The Suez crisis has served to emphasize the present inade- 
quacy of these facilities for national-security purposes or other emergencies. 
The present inadequacy of domestic transportation has been created by the lack 
of an incentive to expand transportation facilities in view of the high levels of 
imports that have continued during the past several years. 

Several months ago, prior to the Suez crisis, the Department of Interior re- 
quested the National Petroleum Council to undertake a study of tanker capacity. 
It was my understanding at that time that the Department would also request 
a study of domestic transportation facilities. I assume that such a request may 
be submitted at the next meeting of the National Petroleum Council, now sched- 
uled for March 7, 1957. This will involve a further delay in initiating this study. 
In view of the emergency nature of this matter, it is requested that you immedi- 
ately submit such a request to the National Petroleum Council and ask that it be 
initiated promptly under emergency procedures. 

I shall greatly appreciate your consideration of these requests. 

The members of the executive committee of our association in meeting last 
week, were very much concerned about these matters and requested me to inform 
the membership of the association of any actions taken by the officers in this 
regard. I am, therefore, enclosing a copy of this letter in a report to the mem- 
bership. 

Very truly yours, 


Rogpert L. Woop. 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 
Washington, D. C., February 4, 1957 


MEMORANDUM TO Dr. ARTHUR S. FLEMMING, DIRECTOR OF DEFENSE MOBILIZATION 
ON EMERGENCY OIL SHIPMENTS TO EUROPE 


The closing of the Suez Canal and the Iraq pipeline created a serious oil- 
supply problem for Western Europe. The most critical shortages are in residual 
fuel oil and crude oil from which European refineries can produce relatively 
large yields of residual fuel. 

It has been United States Government policy to handle the Suez crisis with the 
least possible Government interference. Under this policy, and from an organiza- 
tion standpoint, the responsibility for supplying Western Europe rests directly 
on the Middle East Emergency Committee. 

The members of the Middle East Emergency Committee, including subsidiary 
companies, operate two-thirds of the refining capacity in the United States 
east-gulf coast area, which is more directly affected by the Suez crisis and from 
which all the emergency shipments to Europe are made. The following facts 
indicate that the Middle East Emergency Committee as a group, and the mem- 
bers as individual companies, have failed and are continuing to fail to fully 
discharge their responsibilities of maximizing oil shipments to Europe and 
minimizing the impact on the domestic economy and on other segments of the 
domestic petroleum industry : 

1. Refineries on the United States east-gulf coast have continued to use crude 
oil to produce unnecessary quantities of gasoline, thereby reducing the amount 
of crude oil available to alleviate shortages in Europe. 








346 EMERGENCY OIL LIFT PROGRAM 


2. Members of the Middle East Emergency Committee have continued to ship 
refined products to Europe of the type more suitable for domestic requirements, 
thereby reducing the amount of crude oil that could be shipped to Europe to pro- 
duce more of the residual fuel oil that is in critical short supply. 

Mr. Brown. The diversion to Europe of Caribbean oil being im- 
ported into the United States is specifically contemplated and au- 
thorized under schedule No. 2 of the plan of action of NEEC. The 
possibility of making such diversion, therefore, obviously has been 
before MEEC. 

The companies which comprise MEEC account for almost 80 per- 
cent of the crude oil that is imported into the United States from 
Venezuela. They account for 40 percent of petroleum-product im- 

orts. Instead of diverting these imports to Europe, these companies 

nave actually increased Venezuelan imports into the United States 
since the Suez crisis. The following table shows crude-oil imports 


from Venezuela into the United States east-gulf coast : 


Crude oil (bar- 
rels daily) 


ae anche banalnndpe ivbioderneimemes 432, 100 
a eee ect dale genie es 164, 800 
Ne Bi sk ieee minenbienenebemnenerruerm 496, 700 


In appearing before the House Interstate Committee on February 7, 
1957, the Director of the Oil and Gas Division, Department of the Tn- 
terior, stated that total imports from the Caribbean area have been 
about 600,000 barrels daily during January 1957, which indicates a 
further increase in Venezuelan imports. 

Detailed information on imports of petroleum (both crude and 

roducts) into the United States is attached as appendix III. That 
is the table that sets out the details. 


Total crude-oil imports into the United States by source, last half of 1956 


[All figures in thousands of barrels daily] 



































| 
Pre-Suez } Post-Suez 
| _ | ee ee 
3d quarter | October | November | December |4weeksend- 
ing Jan. 25 
| 
# | 
To west coast: | 
I a datasheets onan 82.4 110.8 81.9 76.7 (‘) 
Canada_ il aie ecient aot cal 75.5 87.3 | 85.6 | 102.7 | (!) 
le I eS ag Ge a 45.6 16.3 13.1 5. (") 
Other Western Hemisphere--- hoet cand 8.2 3.8 | (’) 
} ———} — _ ——}- ed Se 
I aciaitet tices dee taeda eihedee | 211.7 | 218. 2 180.6 184.8 183. 5 
To east-gulf coast: 
Middle Kast.............-. shinesitnaniis 309. 0 254. 2 130. 6 | 87.1 | (") 
nn emanhinee 446.8 446.2 | 463.3 | 496.7 | (‘) 
Other Western Hemisphere-------.-- 74.9 | 85.4 | 96. 3 | 278.4 (') 
Ol a aa, 830.7 | 785.8 690 2 | 662. 2 665. 5 
Dee edhe dat ck. | 1,042.4 1,004.0 870.8. |  g47.0/ 849.0 





1 Not available. : : : 
2 Includes estimated 50,000 barrels daily, principally from Canada to midcontinent area not reported to 
Texas Railroad Commission. 


Source: U. S. Bureau of Mines, except December, based on data submitted by importing companies to 
Texas Railroad Commission in January and 4 weeks ending January 25 from American Petroleum Institute. 
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Comparison of actual imports with 1954 relationship to domestic crude-oil pro- 
duction as recommended by the President’s Cabinet Committee 


[Thousand barrels daily] 





















































Year Year Year 
1954 1955 1956 
a pairesennen onan 
Actual imports: 
ied iri dchaianh bin Rennethictaaceiuniniat pigcieenbenians yk untiadaessubake 656 782 | 930 
CE NR nici coiesbbodagouethcanaaes camplakpensaie 396 466 | 485 
hd nae eg To ae ee ea ae ee Se 1,052} 1,248) 1,415 
United States crude-oil production Sates soldi eeaeaa naneend acca esti aeaiedameions 6, 342 6, 807 | 7, 160 
Import rate based on 1954 ratio to domestic crude-oil production: co oid oon 
Crude oil (10.34 percent) - --_- sgacaipemnteladiinatine ne otatieanadeimiagatnitiuniiars 656 | 704 740 
Refined products (6.24 percent) .........-- Sa sts ipsa Sess es eatin aeons a 396 | 424 447 
erent 
a ID eric cate ccncdauimaabiaickemnehactemnedeadie } 1, 052 1, 128 1, 187 
Excess—Actual imports over 1954 ratio to domestic sped: 
Crude oil_-.- 190 
I NUN a cichernarniidances xirh daaekaaungnecais ben Seater mcaeemaeee 38 
Tia seonwnn 228 
United States imports and exports of crude oil and refined products, yearly 
averages, 1918-56 
[Thousands of barrels daily] 
Crude oil Refined products Total crude oi] and 
refined products 
Year j ee | 
Net | Net | Net 
Im- Ex- | export Im- Ex- | export Im- Ex- | export 
ports | ports bal- ports | ports bal- | ports | ports bal- 
ance ! ance ! | ance ! 
| j | 
aia teal ta, 104) 16 (88) 3 170 167 107 186} 79 
eal lille til oa al 145 | 17 (128) 3 158 155 | 148 | 175 | 27 
i scickta Maditieriisthls-aten einminmseecnins 290 25 (265) 7 193 | 186 297 218 (79) 
wammaas 344 26 (318) 9 170 161 | 353 | 196 (157) 
i ititchiinadwesuankeplinainn 349 30 (319) 24 174 | 150 373 | 204 | (169) 
i insininstiiaicteaiehintmamaiaeen bemdtainlaniiey 225 48 (177) 48 232 | 184 273 | 280 | 7 
las i lai aly 213 50 | (163) 45 270 | 225 258 320 62 
REN I, SE 169 37 | (132) | 45 275 230 214 | 312 98 
SRS a ichcacts ieksin ep tsteciiiaieentalahiniapatagl 165 | 42 (123) 58 319 261 | 22% 361 138 
a sacecuiinidlbiiacnadon dhedinsipanaes | 160 43 | (117) 37 345 | 308 | 197 | 388 191 
Nd a Eten 218 52 (166) 32 371 | 339 250 | 423 173 
EE | 216 | 72 (144) | 82 375 | 293 | 298 447 149 
a iat areata ain abel | 170 65 (105) | 119 364 | 245 | 289 429 | 140 
Se cesetnoesio’ | 130 | 70 | (60) | 106 271 165 | 236 | 341 105 
ER ina Seen a nikwie meetin 122 | 75 (47) | 82 207 125 | 204 | 282 | 78 
Pic cincthiitinhnebtesledidiiies 87 100 113 37 192 | 155 | 124 292 | 168 
call ateainch sssnteddessicis | 97 | 113 116 | 41 | 201 | 160 | 138 | 314 176 
die ie Nee iia 88 | 141 53 56 212 | 156 | 144 353 | 209 
| Sea ae 88 | 137 49 | 68 | 223 | 155 | 156 | 360 | 204 
SE ainsi iiame mae niet 75 184 109 | $2 289 | 207 | 157 | 473 316 
1938 Lo inehsdniatidieMicd windiest 72 212 140 76 319 | 243 148 | a1 | 383 
i a al eects | 91 198 | 107 71 320 | 249 | 162 518 356 
ad i ac le ia eens re i | 117 | 140 23 | 112 216 | 104 | 229 356 | 127 
Se isinacekinlis wisinaena snaeidl 139 | 91 (48)} 127) 207} 80 | 266 | 298 | 32 
DE die onnnaawucknrsinians 34 | 93 59 | 65| 228] 163 99] 321} 222 
a 38 113 75 | 136 | 298 | 162 174 411 | 237 
Blick ilvaite 122 04 (28) | 130 | 474 | 344 | 252 568 | 316 
I cient tilivaintielintstbsind tocinaie ol 204 90 | (114)} 107 4i1 304 | 311 | 5Ol 190 
a a a | 236 116 (120) | 141 303 | 162 | 377 | 419 | 42 
SN ie tas callin nice hcipe ictnshpsininliagecaie | 267 126 | (141) | 170 325 | 155 | 437 | 451 14 
lS Se | 353 | 109 (244) | 160 260 | 100 | 513 369 (144) 
SE accent putamen easctnn wetnd 421 91 | (330) | 22 236 12 645 327 (318) 
a | 487 | 95 | (392) | 363 210 | (153) | 850 305 | (545) 
i iscssicuctiinistg ih dtichescitichon clei 491 | 78 | (413) | 353 | 344 | (9) | 844 422 (422) 
aac ea sien tales cite 573 | 73 (500) | 385 363 | (22) | 958 | 436 (522 
Oe eae eae pentane | 648 | 55 | (593)| 386] 347] (39)| 1,034 402 | (632) 
a ial le | 656 37 | (619) | 396 | 319 | (77)| 1,052 356 | (696) 
I ka a a i 782 | 31 (751) | 466 | 334 (132)| 1, 248 365 | (883) 
lieccbscoutsieua riexecwt’-| OO 80 (850) 485 330 (155)| 1,415 410 | (1,005) 
| | | | | | 





1 Parentheses indicate net import balance. 


Source: U. S. Pureau of Mines and the Petroleum Almanac. Data for year 1956 is partially estimated. 
Prepared by the Independent Petroleum Association of America, February 1957. 
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Crude oil imports into the United States (excluding west coast) by company 
and source—last half of 1956 


[All figures in thousands of barrels daily] 


3d October | Novem- | 
quarter | ber 


TO EAST-GULF COAST 


The Atlantic Refining Co.: 
Middle East 
Venezuela____- 

Other Western Hemisphere 











Cities Service Co.: 
Middle East 








Eastern States Petroleum Co.: 
Middle East ; 
i eee Lr isenebeioernen 
Other Western Hemisphere 








Gabriel Oil Co.: 
a cuekshanueeecaal 
Venezuela_ 








Gulf Oil Corp.: 
Middle East 
Venezuela 














Hancock Oil Co.: 
Middle East 
Venezuela 








Lake Superior Refining Co.: 
Middle East 











Phillips Petroleum Co.: 
Middle East 











San Jacinto Petroleum Corp.: 
Middle East 

















Shell Oil Co.: 
SS sdk inhictibbwecimthbhssedubbicecabetbbhns aslo 
stati nich kbibvcomdsbutmesetcbbhossahh. 
Other Western Hemisphere 














Signal Oil & Gas Co.: 
Middle East 











ere 


nef 
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Crude oil imports into the United States (excluding west coast) by company 


and source—last half of 1956—Continued 


[All figures in thousands of barrels daily] 


quarter | 


| kz 


October | Novem- | 


ber 


Decem- 
ber 


349 


4th 
quarter 








Sinclair Oil Corp.: 
TLE. ccankonncdestenthecs aathoudasaded 17.5 
PN oot Satnav haisabacsaammemeundl 59.1 
Other Western Hemisphere. _-_...-_-.-_-.--___-| casei ateascies | 











Socony-Mobil Oil Co., Inc.: | 
EY I co tana Senn wen anit anita cei kick 16.1 
EES chat aden inens was sntin bee eipameatnnee 33.1 

Other Western Hemisphere Dear» thls Shee oe’ 




















Southwestern Oil & Refining Co.: 
ES aitind nc couse ne besteadini ania ld indemibcres 
aor ot ae Liad ceca ipcimiens in chndadaptaiaie ome 
Other Western Hemisphere__............--..--.-- 














Standard Of! Company of California: 
EE SENN: iid dd iccnckennebandavcasccdeasbncd 52.7 
Venezuela_-__- a ether ee cced 26. 1 
Other Western Hemisphere SREB EE BERLE ae 


EE anincrastsenncbecsatos ceaoed 7 

















tandard Oil Co. (Indiana): | 
I os aden tio olan ae whan cigiaigeaesud tas seydten 
I ree cas ahh ihe ene ne ciknn ceaatien 19.7 

Other Western Hemisphere - --_-.......---------| 


a atte a ene eae . 
Standard Oil Co. (New vere): 
Middle East_-__- : 


Venezuela. SERRE, | "$2.7 
Other Western Hemisphere-___-- 
































Standard Oil Co. (Ohio): 
ee os on dla gts 
Venezuela. caememiigs 

Other Western Hemisphere_-__..-._.......----- 




















Sun Oil Co.: 
Ne se as 44.7 
2 ne naad 10.6 
Other Western Hemisphere es ‘ | 









Total_- 








The Texas Co.: 
I a Rn Te -| 30.8 
Venezuela. ehcamowareebe scan 37.6 
Other Western Hemisphere. atadd ciaisindia tate alberta ; .4 









Total_- 








Tide Water Associated Oil Co.: 


a ta ee ee ae 20.3 
ns a a i ed 9.3 
Other Western Hemisphere Neaeeston ik aback ale aaa 


ites ceencedacudcaaeeemae 











Total to east-gulf coast: 
Middle East-_-__. Da ian ieteeulecis aco eee ; 
Venezuela. jected iniatinadiahikenisainian sp edenald Aaatnee 444.8 

Other Western Hemisphere....................-- 

Total above companies 

All other 


pAdhdesAALceeb acinomae scones sng siesta 830.7 








Source: Company data from Texas Railroad Commission. 
90507—57—pt. 1 26 
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Crude oil imports into United States west coast by company and source—last 
half of 1956 


[All figures in thousands of barrels daily] 


3d | October | Novem- | Decem- 4th 
quarter | ber | ber quarter 


TO WEST COAST 


Douglas Oi] Company of California: 
RE Ee aes 
is hcccbaknnenebaheor Sleehiicamaatenaehceririo a 
Venezucla_ 








Shell Oi] Co.: 
a ice ia ential eiouowutiedbnemeee 
a ie 











Socony-Mobile Oil Co., Inc.: 
Middle East 


TR asain aiemceenane 
Other Western Hemisphere--_------_- 

















Standard Oil Company of California: 
Far East 
Canada -.. 
een: coo) 
Other Western Hemisphere 


Gn cclémimdeeddnnetcdondoeeatianrade 


The Texas Co.: 
Far East 
ee 
Venezuela. a aad 
Other Western Hemisphere 

















Tide Water Associated Oil Co.: 
SS ee eee 
ale 
Venezuela. — se OS 
Other Western Hemisphere-..-.----- 











Union Oil Company of California: 
ee eo eee 
ee ee Te ee ewenes 
Venezuela. 
Other Western Hemisphere............----------} 


10. 4 


Wilshire Oil Co.: | 
nec knebin beans st tee boa Be igcieecnne 
a shad SRN se Sc aes ciate AbiiobS seth sinibicinaw anions 
es easanee i 14.3 | 
Other Western Hemisphere 


Total 





Total to west coast: 
Middle and Far East 
a ee mtnmnin’ 
Venezuela 
Other Western Hemisphere 


Total above companies 
All other 





Source: Company data from Texas Railroad Commission. 
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Mr. Brown. On the opening day of the hearing, Dr. Flemming, Di- 
rector of the Office of Defense Mobilization, stated he was dissatisfied 
with the failure of the members of MEEC to divert to Europe Carib- 
bean oil that is being imported into the United States in increased 
quantities. This failure on the part of MEEC companies involves 
the national security of the United States. As stated by Assistant 
Secretary of Interior Wormser in his press release of January 27, 1957 
the national security is here involved. In that release he said: 

Our relationships with Western Europe are of fundamental importance to us. 
Our NATO associations are basic to our security. Both are likely to be seriously 
undermined unless the economic effects of the oil shortages on vital industries of 
Western Europe are mitigated. The supply of oil to the civil economy of Europe 
is of major importance to our own Armed Forces. 

As a result of these increases in imports into the United States, total 
imports of crude oil are today in excess of the level which has been 
found to endanger the national security. As Director Flemming tes- 
tified the President’s Cabinet Advisory Committee on Energy § ‘Sup- 
plies and Resources Policy, after careful study, in February 1955, 
found that oil imports in excess of the relationship that imports bore 
to the production of domestic crude oil in 1954, would endanger the 
national security by retarding the domestic industry. 

Senator O’MAHnoNeY. May I interrupt you, Mr. Brown, to say it 

may be appropriate to point out here that when Mr. Moline of the 
State Department was on the stand the other day, he told the com- 
mittee of having served as economic attaché of the State Department 
for some 5 or 6 years in Europe and being fully aware of the methods 
used by our Western allies in Europe to take advantage of the Marshall 
plan and the distribution of the economic aid we were extending. He 
testified that OEEC, which is the European governmental body “which 
undertakes to determine where the beneficial aid should go, is advised 
by another committee known as the OPEG, which is similar to our 
MEEC, in that it is made up of petroleum companies. 

These companies include American companies, British, Dutch and 
French companies; they represent the consortium, or the joint action 
of British, Dutch, French Governments and major companies in han- 
dling Middle East oil. 

Mr. Moline told us that this committee reported to the Government 
committee on available sources of oil, including sources of oil in the 
United States, that we have observers at the meetings of OPEG and 
that OPEG in turn has observers at the meetings of MEEC. 

Now, it is a notable fact that the chairman of MEEC is an im- 
portant executive of Standard Oil of New Jersey, which is also repre- 
sented on OPEG in Europe. So that we have a combination of major 
companies which arrange for the distribution of the worldwide pro- 
duction of oil and they are in no case representative of the independent 
oil producers in the United States. Is that not right? 

Mr. Brown. That is correct, and that is one of the principal points 
of our appearance here. And 1am glad it has the understanding of the 
committee because we think it is very important. 

Senator O’Manonery. I am glad it has the understanding of the 
representative of the State Department. 

Mr. Brown. That is true. 


The President has recognized the soundness of this finding of the 
Cabinet Committee that 011 imports in excess of the 1954 relationships 
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would endanger the national security. In a memorandum dated 
October 12, 1956, to ODM Director Flemming concerning a study of 
a possible Government oil tanker construction program, the President 
said, and I quote from the President’s press release : 

The study should proceed, of course, on the assumption that plans which are 
developed are to be consistent with the requests that you have made to oil im- 
porters to voluntarily keep imports of crude oil into this country at a level where 
they do not exceed significantly the proportion that imports bore to the production 
of domestic crude oil in 1954. 

Yet today imports exceed the 1954 relationship. Crude oil imports 
alone—not considering products—currently continue at a rate of 
100,000 barrels daily or more over the 1954 relationship. 

Mr. McHveu. Mr. Brown, it is noteworthy that in the President’s 
memo, he uses the adjective “significant,” “a significant increase.” Is 
it your position today that imports do significantly exceed the propor- 
tion that imports bore to the production of domestic crude oil in 1954? 

Mr. Brown. Yes, it is, and that is supported by the testimony before 
this committee of Dr. Flemming in which he indicated that he, but for 
Suez, was prepared to submit to the President a recommendation for 
action based on the fact that there was a significant excess, and the con- 
dition has continued almost up to what it was then, not quite. It is 
reduced very little as a result of some Middle East oil being taken out. 
But I think with the view of all of them, any increase from Venezuela 
alone of this amount would be a significant one. 

The national security being involved, and in the absence of volun- 
tary action on the part of MEEC members, the question is presented 
as to whether or not the Government has authority to curtail imports 
and thereby divert them to Europe. It is our opinion that the Govern- 
ment has ample authority under section 7 of the Trade Agreements 
Extension Act of 1955 to take action which would compel the diver- 
sion of Caribbean oil to the European shortage area. That section of 


the law, aimed specifically at protecting the national security, provides 
as follows: 


In order to further the policy and purpose of this section whenever the Direc- 
tor of the Office of Defense Mobilization has reason to believe that any article 
is being imported into the United States in such quantities as to threaten to 
impair the national security, he shall so advise the President, and if the President 
agrees that there is reason for such belief, the President shall cause an immediate 
investigation to be made to determine the facts. If, on the basis of such investiga- 
tion, and the report to him of the findings and recommendations made in con- 
nection therewith, the President finds that the article is being imported into the 
United States in such quantities as to threaten to impair the national security, he 
shall take such action as he deems necessary to adjust the imports of such articles 
to a level that will not threaten to impair the national security. 


In his testimony before this committee, Dr. Flemming stated that 
rior to the Suez crisis he had reached the conclusion that oi] imports 
into the United States were at such high levels as to threaten to impair 
the national security and that had it not been for Suez, he would have 
taken action under section 7 by certifying to the President that the 
national security was endangered. 

He also pointed out that his efforts, over a long period of time, to 
persuade the importing companies to voluntarily limit imports had 
failed. He further testified, as pointed out above, that he was dis- 
satisfied with the failure of MEEC to divert to Europe Caribbean oil. 
This suggests that so far as Director Flemming is concerned, he would 
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now be willing to invoke the authority of section 7. It further sug- 
gests that other members of the President’s Advisory Committee which 
has continued to perform as an advisory group to the Director of 
ODM, are resisting the exercise of such authority. 

We believe that in view of the failure of MEEC members to divert 
Caribbean crude oil to Europe and since the national security is in- 
volved, that the President should exercise section 7 authority to limit 
oil imports so as not. to threaten to impair the national security. 

Under section 7 the President has ample authority to establish a 
quota, a tariff, or any other method of restriction that would limit im- 
ports from the Caribbean area. 

Senator O’Manonry. In this recommendation, Mr. Brown, for the 
exercise of existing authority of the President under section 7 of the 
Trade Agreements Extension Act, do you speak for the association 
whom you are representing here today ¢ 

Mr. Brown. Yes; I do. Not only that, but we have filed previous 
to this time with Secretary Flemming a request to invoke this author- 
ity, and with that we were joined by 18 other associations. 

Senator O’Manoney. The picture then is this: that the small pro- 
ducers of the United States, small only in the fact that they are not 
integrated companies, and have no power in the worldwide picture of 
production, refining, and distribution, are united in their recommen- 
dations that the President’s authority should be immediately exercised 
to compel through the power over imports the transportation of oil 
from Latin America or the Caribbean to Europe? 

Mr. Brown. So far as our membership is concerned, and I think 
that would be a large group, and many of the others, yes, that is true. 
We believe that that provides a rather simple correction of this, Mr. 
Chairman, because, as I pointed out before, that is the type of oil that 
best fits the pattern required in Europe. 

Senator O’Manonry. My point is to determine whether or not you 
know of any opposition among domestic producers to the point of view 
you have expressed and the recommendation you have ashe. 

Mr. Brown. I know of none, and we have expressed this view, and 
I have had no one contact me to the contrary, even from outside our 
membership, so far as independent producers are concerned. 

There has been a great deal of misinformation concerning the con- 
tribution that the domestic petroleum industry has made to the Eu- 
ropean oil-supply program. There have been charges that domestic 
producers and State governments have connived to cut back produc- 
tion and to withhold oil from the European market. The facts show 
the contrary. 

Since Suez, October 1956, United States production of crude oil has 
increased more than 500,000 barrels daily, or 7 percent. 

Since Suez, United States production of crude oil has been at an 
alltime record level. 

Since Suez, the domestic industry has taken out of storage an average 
of 350,000 barrels daily of crude oil alone and made it available to free- 
world markets. 

Since Suez, the domestic industry has increased shipments of oil to 
Europe from 50,000 barrels daily to 475,000 barrels daily. 

Since Suez, the European countries have had less than their normal 
oil requirements but currently are receiving in the order of 90 percent 
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or more of their normal oil requirements; since oil constitutes only 18 
percent of their total energy, this means that they are now short 1.8 
percent of their normal requirements of total energy; this compares 
with the fact that domestic oil producers, during the past several years, 
due to excessive imports absorbing domestic markets, have been cut 
back in their operations some 25 or 30 percent below their total ca- 
pacity. 

In that connection, Mr. Chairman, I was impressed with an article 
from the New York Times of Sunday, February 10. It seems to be a 
rather objective review from Europe by a writer named Thomas P. 
Ronan, and he is attempting to survey the situation in Europe. 

Of course, he mentions early that the impact of the oil shortage on 
Europe has been less severe than expected, but that there is still real 
danger that it will cause a major economic setback. 

Then he goes through this article, taking up the various countries, 
and I think this is important for our consideration. 

For instance, he says: 

Britain, West Germany, Portugal, Belgium, the Netherlands, and Luxembourg 
are relatively well off at the moment. Sweden, France, Italy, and Denmark are 
more seriously affected. 

Britain’s stocks of fuel oil are above the average for Europe as a whole, but 
the Government has had to cut supplies to industry by 10 percent. It has 
assured industry this cut will not be increased until April 1, but it has not been 
able to make any promises beyond that. 

* * * As yet the reduction in fuel-oil supplies has had scarcely any effect on 
industrial production. Through the use of substitutes, increased efficiency in 
the use of oil and saving as a result of mild weather in fuel oil used for heating, 
industry has made do. 

That is an expression we don’t use very often. 


The effects of gasoline rationing have not been as bad as expected, and the 
stocks are understood to be comfortable. Some motorists have not been using 
their full allowance, but this situation may change with warmer weather. 


Then I am skipping and going on down. It says: 


The Government has denied widely published reports that Britain has been 
forced, through actual tie-in sales, to buy substantial quantities of gasoline in 
the Western Hemisphere in order to get needed fuel oil. 


This comes as a reflection from testimony before this committee. 


France feels she can fill about three-quarters of the normal needs of her 
industry through February, but that much depends on a rise in supplies from 
the United States. 

* * * An observer in West Germany reported enough oil to meet all demands 
for the next 3 or 4 months. There has been no rationing. Local production 
satisfied about a third of the need and stocks are high. 

The Netherlands, Belgium, and Luxemburg were among the countries that felt 
able to waive claims on the extra reserves of gasoline, diesel oil, and fuel oil 
made available by the OEEC to countries in special need. Belgium has dropped 
her Sunday pleasure driving ban, 


and so on. 

I read that and was interested in it because of our difficulty in getting 
any information as to just what is happening under this MEEC. 

Senator O’Manonry. Do you believe that report is an authoritative 
report of the conditions in Europe? 

Mr. Brown. I have no reason to doubt it. It seems to be an objec- 
tive article by a man—but I don’t know. 

Senator Nrety. Do you want that article printed in the record ? 

Mr. Brown. I think it might be helpful to try to have that. 
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Senator O’Manonry. Without objection it will be included at the 
conclusion of your remarks. 


Before you go on, I wanted to pursue this statement of yours on 
page 11: 


Since Suez, the European countries have had less than their normal oil require- 
ments, but currently are receiving in the order of 90 percent or more of their 


normal oil requirements. 

What is the authority for that statement ? 

Mr. Brown. That is taken from statements before the House Com- 
mittee of Mr. Stewart and from published reports that I have seen 
quoting him from other places in which he said—I have 90 and I have 
seen reports as high as 95 percent, but they seem to generally be 
around about 90 percent. 

Senator O’Manonry. What is meant by “normal requirements ?” 

Mr. Brown. I don’t know what they mean in those, but Mr. Stewart 
advised us that the Government had set as its goal about 500,000 
barrels from the United States. 

Senator O’Manoney. Considering the fact that on January 27, 
Assistant Wormser issued an appeal to the oil companies either to in- 
crease the production of crude oil or to make a change in their refinery 
runs in order to enable ~ Government to reach its goal, does it not 
seem to you that there is some lack of certainty in the statements of 
Mr. Wormser and the statements of Mr. Stewart? 

Mr. Brown. I think that is quite true. I think as this article says 
here the figures don’t stand hitched. I don’t know who is responsi- 
ble for that, but it is a very good word, very appropriate here at this 
time. I tie to one set of figures and just as I get ready to get off my 
horse, I find that is gone and I get over to another. So, I am at a 
loss. 

I think we are entitled to have from this committee a rather definite 
statement and I think it ought to be such as could be challenged as 
to its accuracy. 

Senator O’Manoney. You referred at the beginning of your testi- 
mony to an article in the Washington Post of this mor ning. I think 
it would be appropriate if that should be put in the record also. 

Mr. Brown. I would be glad to submit it. 

Senator O’Manoney. It will be put in at this point. 

(The article referred to is as follows :) 
The best informed administration oil official yesterday confessed that the 


Government does not know whether the emergency oil lift for Europe is above 
or below its target. 

Hugh A. Stewart, head of the Interior Department’s Oil and Gas Office, told 
the Washington Post, “At this moment we don’t know the precise degree of 
efficiency of the oil lift.” 

For more than 2 weeks, the administration has been appealing to the oil in- 
dustry and production regulatory bodies to prop up what the administration 
said was a sagging oil lift. 

In little-noticed testimony last week, Stewart said the lift was far above 
its target supplying 92 percent of Europe’s pre-Suez expected demand. He ex- 
plained yesterday that confused and inaccurate figures had been given him at 
that time. 

It was revealed yesterday that Stewart sent an aide to Paris last week to 
untangle the thoroughly befuddled situation. Yesterday, this man, Ralph 8. 
Fowler, Foreign Petroleum Coordinator in the Oil and Gas Office, was closeted 
in New York with officials of the huge oil companies comprising the Govern- 
ment’s Middle East Emergency Committee. 
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By the end of this week, Stewart hopes to have an accurate picture of what 
is happening, he said. 


The lift has been running for almost 3 months. 

Stewart’s disclosure came in the wake of his testimony before the House Com- 
merce Committee last Thursday. 

Stewart then said that Burope, through the first and critical quarter of 1957, 
would be getting 92 percent of its normal crude and refined products needs. In 
eo serious area of fuel oil, he said Europe would get 86 percent of its normal 
needs. 

By “normal”, Stewart said yesterday, he meant 100 percent of Europe’s 
anticipated demand. This anticipated demand is more than Europe was get- 
ting before the Suez crisis because it includes an element of expected growth. 

Since the oil lift was aiming at supplying only 75 percent of Europe’s “nor- 
mal” needs, Stewart’s testimony meant that from all sources—United States, 
Caribbean, and Middle East—Europe could look forward to much more than 
the oil lift had been set up to supply. 

But yesterday, Stewart said his figures before the House were related to the 
wrong base, that he meant to say that the global lift was falling 14 percent short 
of its fuel target and 8 percent short of its overall goal. 

However, he now has discarded these figures, too. Their reliability was also 
upset by a Paris announcement last week from American and European oil 
industry and Government officials. They said Europe would have 80 percent of 
its pre-Suez anticipated oil demands met by the worldwide lift. This would 
mean that it is operating 5 points better than the target. 

About the only certain statement emanating from Government yesterday was 
Stewart’s complaint, “The figures won’t stand hitched.” 


Stewart said he hopes to have a statement by the end of the week that settles 
the troubled oil arithmetic once and for all. 


Said Stewart, “Now I’m going to find out what the facts really are.” 

The House Commerce Committee will want to know when it questions Assistant 
Interior Secretary Felix BE. Wormser on Thursday. So will the combined Senate 
Antitrust and Public Lands Subcommittees which are due to hear the Secretary 
of the Interior, Fred Seaton, on the same day. 

If Stewart’s House testimony turns out to be correct or if the Paris announce- 
ment is accurate, then the administration effort to broaden the lift is a mystery. 
It may have been based on the fact that shipments of crude and fuel from the 
gulf coast have been running well below the 500,000 barrels a day target first set. 
But this by itself does not invalidate the Paris calculation because a shortfall 


here could have been made up by a more-than-expected flow from the Middle 
East. 


Also, if the Paris figuring is right, it would help explain why the Texas 
Railroad Commission has refused to substantially increase oil output in that 
State. 


This Government and those in Europe have been getting their figures on supply 
and demand from the international oil companies. 


Stewart, however, said yesterday that “on the basis of the operations of the 
Middle East Emergency Committee, I don’t believe there is any criticism that 
can be leveled at them.” 

Senator O’Manonry. We have got to be careful not to get two horses 
running in opposite directions. 

Mr. Brown. That is right. I was only offering it for the purpose 
of indicating the confusion resulting from not having a more authori- 
tative source. I think this committee, and certainly our industry and 
the Government, is entitled, when they have delegated this responsi- 
bility to a group of capable people, to have competent advice from that 
Committee, and I assume eventually we will get it. But I think we 
are suffering from not having it. 

I now continue with the contributions of the domestic industry. 

Since Suez the domestic industry’s very high inventory position— 
above ground stock—which was at the highest level in history, has pro- 
vided a cushion that has greatly contributed to the ability of the United 
States to increase oil shipments to Europe from 50,000 barrels daily to 
an average of 475,000 barrels daily. 
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Since Suez the United States oil inventory position, although utilized 
extensively in contributing to the European supply program, con- 
tinues to remain at. a level which is favorable in comparison to previous 
years; this comparative situation is shown in the following tables: 


Total United States crude oil inventory 


[All figures in barrels] 

















| 
1955-56 | 1956-57 | Compared 
| | with year ago 
| 
Sept. 30__. ; a _.-------..-.| 256, 269,000 | 278, 791, 000 +22, 522, 000 
oe ae _..| 259,201,000 | 286, 560,000 | +27, 359, 000 
Nov. 30. i ee ee : _.| 260,707,000 | 275,995,000 | +15, 288, 000 
Dec. 28-.- : cnacotucmnsaeanbshonasda snl ee 1 ek, +2, 208, 000 
Jan. 25.. ; : , : -----| 258,406,000 | 254, 190,000 | —4, 216, 000 
Feb, 1__-.- : Se ; 6s Kaaee shale oe PAO 55, BO | —4, 219, 000 
Total United States—4 principal products inventory 
[All figures in barrels] 
1955-56 1956-57 Compared 


| with year ago 





Sept. 30_. z = ae Le eee 409, 315,000 | + 38, 245, 000 
Oct. 31__-- Lacuna = ’ - oe ...| 889,135,000 | 415, 736, 000 +-26, 600, 000 
Nov. 30... . ideas cxtncinacnad a a .....| 377,033, 000 405, 244, 000 +28, 211, 000 
Dec. 28... . ae ; sich ce < 344, 960, 000 395, 053, 000 +-50, 093, 000 


RON Bccsbsbdi rales «eck untashen a een neeeune------------| 325,813,000 | 359, 554,000 | +33, 741,000 


' ' 


East-gulf coast—4 principal products inventory 
t D 


[All figures in barrels] 


] 1955-56 1956-57 Compared 
with year ago 


| 


Sept. 30__. wane scphhais i snindip: ts Sn: Liaare'ip = ye 196, 143,000 | +14, 321,000 
Oct. 31... - : 188, 683,000 | 203,069,000 | +14, 386, 000 
Nov. 30. ‘ sritese 184, 684,000 | 196,344,000 | +11, 660,000 
SS ae ‘ : | 165,282,000 | 187,086,000 | +21, 804,000 
Feb. 1...- $¢ 3 TERS ; ____...-| 147,410,000 | 161,891,000 | +14, 481, v00 


Now, the first table there shows that our crude oil stocks as of Sep- 
tember were 22 million barrels higher than they were September a 
year ago. And now they are 4,200,000 less than they were on February 
1a year ago. That is 4 million barrels of crude less. But the total 
figure is provided on the second table on page 12 which shows that 
our stocks of the four principal products made from the crude have 
increased until they are 33 million barrels on February 1 more than 
they were a year ago. 

Now, that 33 million barrels ought to provide a real cushion and at 
500,000 barrels a day, that would run us quite a little while. 

The east-gulf coast area of the United States may be of particular 
interest since it is from this area that all of the oil shipments to Eu- 
rope originate. The last table set out above shows the inventory posi- 
tion of the four principal products on the east-gulf coast and I think 
this is very significant because this is available for either of the com- 
panies which are bringing oil in here. They could use these products 
and send this crude directly across or even some of these products 
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could be taken away and that shows that even on the east-gulf coast 
their products are today, as of February 1, that is, 14,481,000 more 
than they were a year ago. 

In other words, we are piling up stocks of all these products at a 
time when supposedly Europe is needing our oil. 

Now, “Why ?” isthe question. I hope we find out. 

Senator O’Maunoney. Is consumption in the United States de- 
clining? 

Mr. Brown. No; consumption, as a matter of fact, is increasing, sir, 
and we were—— 

Senator O’Manoney. This increase of inventory is in the face of 
increased consumption ? 

Mr. Brown. That is correct, that is right. 

Senator O’Manoney. Now, Mr. Brown, I see you have come to a 
convenient dividing spot in your paper. If you have no objection, 
the committee will recess now until 2: 30. 

Senator Neety. Mr. Chairman, may I ask two questions before we 
adjourn ? 

Mr. Brown, as to your very clear statement regarding your respon- 
sibility for the problem which this committee is now trying to solve, 
what in your opinion is the reason for these major oil companies at- 
tempting to blame the independent refiners for the existence of this 
problem that confronts us? 

Mr. Brown. It would be an opinion only, Senator, because it is 
hard for me to go into their thinking. I believe that they think their 
position is improved if they can discourage confidence in the domestic 
industry because then they can say, we need to import oil because the 
domestic industry cannot meet it. 

Senator Nrery. In your opinion, could the Government have done 
anything to avert the existence of this condition which has brought 
this committee together here? 

Mr. Brown. Yes, Senator, and I think you have some familiarity 
with the creation of that. You remember you had a proposal to amend 
our import laws by limiting imports to 10 percent of our requirements, 
and it looked very promising of passage, and it was then proposed to 
substitute section 7 which would give the Government complete au- 
thority to stop imports at whatever figure they thought was ap- 
propriate and, had they invoked the authority given them under sec- 
tion 7, which they have had a hearing on and are ready to, they said 
they were ready to act on it when Suez came on, that would have im- 
mediately turned the flow of oil from the United States into the areas 
where it is needed. That could have been done by the Government 
without the creation of any MEEC or anything else. 

Senator Nerry. Mr. Brown, you referred to the amendment. Now, 
was that in 1955 the Reciprocal Trade Agreements Act by myself, and 
which had cosponsors, I think probably 30 cosponsors? Is that the 
amendment ? 

Mr. Brown. Yes, sir. 

Senator Nerry. You think if that had been adopted and made 
a part of the law that we would be free from the embarrassment with 
which we are now confronted 

Mr. Brown. I don’t think there is any doubt. 
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Senator Neety. With regard to this importation of oil from the 
Caribbean area. 


Mr. Brown. That is my judgment. 

Senator Neety. Thank you, Mr. Brown. 

Senator O’Manonry. Thank you very much. 

(The newspaper article from the New York Times, Sunday, Feb- 
ruary 10, 1957, previously referred to, is as follows :) 


Europe May Avow Severe Om Crisis—Butr SwHortTaceE or FureL Hurts 
Some Nations’ InpusTry; DANGER Not YET PASSED 


By Thomas P. Ronan 


Lonpon, February 9.—The impact of the oil shortage on Europe has been 
less severe than expected. But there still is real danger that it may cause a 
major economic setback. 

The key to the problem is fuel oil, widely used as a source of industrial 
energy and heat. Fuel oil supplies to Europe are coming in well below the nor- 
mal levels. 

Unusually mild weather has helped Europe stave off the expected catastrophic 
consequences of the oil shortage, for it has meant that less fuel oil was needed 
for heating and more was available for industrial production. But the experts 
say that a severe spell of cold weather within the next few weeks could still 
disrupt the economies of a number of Huropean countries. 


UNITED STATES SHIPMENTS IMPROVING 


Shipments from the United States have been disappointing but they have 
been improving. During the week of January 17 to 23 the daily average of 
shipments of crude oil, from which fuel oil is made, was 157,000 barrels. This 
was more than double thc previous week’s average of only 72,000 barrels. And 
in the week ending January 30 the figure went up to 183,000. 

The relative optimism prevailing in Europe now stems from the statement 
on Thursday of the petroleum emergency group of the Organization for 
European Economic Cooperation that there had been a marked improvement 
in the flow of oil to Europe recently. 

Warning against undue optimism, its spokesman noted that even under re- 
strictions, European oil consumption was running at between 5 and 7 percent 
above the rate of supplies even under the new estimates. 

Britain, West Germany, Portugal, Belgium, The Netherlands, and Luxem- 
bourg are relatively well off at the moment. Sweden, France, Italy, and Den- 
mark are more seriously affected. 


BRITAIN CUTS SUPPLY 


Britain’s stocks of fuel oil are above the average for Europe as a whole, but 
the Government has had to cut supplies to industry by 10 percent. It has assured 
industry this cut will not be increased until April 1, but it has not been able to 
make any promises beyond that. 

Since deliveries are well below normal levels, the present rate of consumption 
is maintained only by extensive drawings on stocks. 

As yet the reduction in fuel oil supplies has had scarcely any effect on industrial 
production. Through the use of substitutes, increased efficiency in the use of oil 
and saving as the result of mild weather in fuel oil used for heating, industry has 
made do. 

The effects of gasoline rationing have not been as bad as expected and the 
stocks are understood to be comfortable. Some motorists have not been using 
their full allowance, but this situation may change with warmer weather. 


GASOLINE RATIONING 


In any case the Government is reluctant to end gasoline rationing lest a run- 


down on gasoline stocks force it to use precious tanker space for gasoline im- 
ports rather than fuel oil imports. 
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The Government has denied widely published reports that Britain has been 
forced, through actual tie-in sales, to buy substantial quantities of gasoline in 
the Western Hemisphere in order to get needed fuel oil. 

Sweden has been harder hit than any other European country because half her 


industrial fuel needs are supplied by oil and every fourth building in Sweden is 
oil heated. 


The overall shortage is estimated at about 20 percent and there has been a cor- 
responding overall cut in consumption by Government order. But so far industry 
is suffering chiefly from the indirect effects of the crisis. 

In Italy, the consumption of fuel oil used for heating has been cut 10 percent 
and the prices of all oil products are up by that amount. Otherwise the shortage 
has had little effect and officials hope present stocks will last until April, after the 
canal is expected to be open. 


FRANCE LOOKS TO UNITED STATES 


France feels she can fill about three-quarters of the normal needs of her in- 
dustry through February but that much depends on a rise in supplies from the 
United States. Allotments of fuel oil to industry have been reduced. 

An observer in West Germany reported enough oil to meet all demands for the 
next 3 or 4 months. There has been no rationing. Local production satisfied 
about a third of the need and stocks are high. 

The Netherlands, Belgium, and Luxembourg were among the countries that felt 
able to Waive claims on the extra reserves of gasoline, diesel oil, and fuel oil 
made available by the OEEC to countries in special need. Belgium has dropped 
her Sunday pleasure driving ban and the Netherlands is expected to do the same 


soon. 
Senator O’Manoney. We will stand in recess until] 2:30, Mr. Brown. 
(Whereupon, at 12:45 p. m., the committee recessed, to reconvene at 
2:30 p. m., this same date. ) 


AFTERNOON SESSION 


Senator O’Manonry. The committee will come to order. 

Before the witness resumes his testimony, I want to make an an- 
nouncement to the press which may not have yet come to their atten- 
tion. 

I received this information this afternoon through the press gallery, 
that an invitation has been sent to the Washington press by the presi- 
dent of Standard Oil of New Jersey, Mr. Rathbone, to attend an ex- 
penses-paid press conference tomorrow afternoon at 2:30 o’clock, at 
the headquarters of the Standard Oil Company of New Jersey, in New 
York. 

I might consider asking the members of the committee to join me in 
issuing a subpena to Mr. Rathbone to be present here at 2:30 tomor- 
row. But I shall not do that. 

I only want to advise the press, and to advise Mr. Rathbone, that 
the proper place to defend the MEEC, and the Standard Oil of New 
Jersey, if the two organizations need any defense, is before these 
committees of Congress, and not at an expenses-paid press conference 
in New York City. 

Senator Dirksen. Were you invited ? 

Senator O’Manonry. I was not invited, nor was any member of this 
committee invited. [Laughter. ] 

Mr. Brown, you may proceed. 


ae Mm ant tt _4 
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STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, INDE- 
PENDENT PETROLEUM ASSOCIATION OF AMERICA—Resumed 


Mr. Brown. Mr. Chairman, I do not want to leave these two tables 
without again mentioning what I deem to be the significance of the 
fact that we have in the United States as of February 1, 33,741,000 
barrels of the four principal products, made from petroleum, and that 
on the east and gulf coast, there is 14,481,000. That is available to meet 
such demands as may be made on our supply. 

This inventory position shows that the product situation is such as 
would permit a reduction in the refining of crude oil on the United 
States east coast thereby making available tankers that could be used 
in transporting larger quantities of Carribbean oil to Europe instead 
of the United States. 

Interrelationship of MEEC members: To understand fully the con- 
duct of the members of MEEC and the other large importers, in their 
failures to take actions that would further the European supply pro- 
gram, it is necessary to examine the makeup of the members of MEEC 
and the interrelationship of the importing companies, which deter- 
mine the economic forces that guide their actions. 

There are 15 members of MEEC. But examination reveals that 5 
of these companies own 95 percent or more interest in five other com- 
panies. A sixth company owns controlling interest in another. 

In reality, therefore, there are only 9 members of MEEC with 15 
votes. This interrelationship between members of MEEC is shown in 
the first chart contained in appendix LV. 

(Appendix LV is as follows :) 





Standard O11 Company 
(New Jersey) 


Standard 011 Company 
of California 


Socony-Mobil 
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Sinclair 011 
Corporation 


Getty 011 Company 


Gulf Oil 
Corporation 


Cities Service 
Company 


American Independent 
Oil Company 
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INTERRELATIONSHIP BETWEEN MEMBERS OF 


MIDDLE EAST EMERGENCY COMMITTEE 
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Arabian-American 
Oil Company 


Caltex 011 
Products Company 


Standard-Vacuum 
Oil Company 


Creole Petroleum 
Corporation 


Venezuelan 
Petroleum 
Company 


Tidewater Oil 
Company 


Note: Five Companies which are members of Committee ow 
95% or more of interest in five other companies 
which are also members of the-Committee. One 
additional company owns controlling interest in 


another 


Prepared by the Independent Petroleum Association of America 


February 1957 
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Mr. Brown. I would like to call the committee’s attention to this 
chart. If you will turn to the back of the paper, it shows that Stand- 
ard of New Jersey owns 30 percent in Arabian-American. And Ara- 
bian-American is also a member of this committee. 

They own 50 percent in Standard Vacuum. And Standard Vacuum 
is also a member of this committee. 

They own 95 percent in Creole, and Creole is a member of the 
committee. 

And Standard Oil of California owns 30 percent in Arabian-Amer- 
ican, and 50 percent in Caltex, and each of those companies are mem- 
bers of this committee. 

The Texas Co. owns 30 percent in Arabian-American and 50 per- 
cent in Caltex. And each of those companies are members of this com- 
mittee in addition to their parent company. 

The Socony-Mobil owns 10 percent in Arabian-American and 50 
percent in Standard Vacuum. And each of those two companies are 
members of this committee. 

Sinclair Oil Co. owns 96 percent of the Venezuelan Petroleum and 
Getty owns controlling interest in Tidewater. 

So as a matter of fact, instead of 15 members of this committee, you 
have an interrelationship that boils itself down to pretty close corpora- 
tions. 

And the next chart if you will notice underneath that shows that 
Standard Oil Co. 

Senator O'Manoney. Which chart are you Resering to? 

Mr. Brown. I am referring to the chart—the last chart—the last 
two charts in the book, it is under appendix LV. 

The chart shows the interrelationship between members of the Mid- 
dle East Emergency Committee. That is the first chart. The one 
before that, I believe. That is the one. That is the first chart from 
which I was just reading. 

Now, the next chart underneath that shows that interrelationship of 
these companies throughout the world. For instance, in Iraq there is 
Standard Oil, Socony Vacuum, Anglo-Iranian, and Dutch Shell. 
They are all interested. And it shows their relationship. 

In Venezuela, the Standard Oil, Gulf, and the Dutch-Shell. And 
it shows their interest and relationship. 

And the same way with Saudi Arabian oil. 

In other words, these companies are so interrelated that their pulse 
and their heart must respond one to the other of the companies with 
which they are associated. 

Senator O’Manonry. May I interrupt you? 

Mr. Brown. Yes. 

Senator O’Manoney. As you were discussing this first chart, I un- 
deratood you to refer to Getty Oil as the controlling interest in Tide- 
water. 

Mr. Brown. That is correct. 

Senator O’Manoney. Isn’t it the other way around / 

Mr. Brown. Well, I don’t know. Getty owns both of them. I do 
not know whether it is Getty Oil or which way it is. I thought it 
was this way. 

Senator O’Manoney. Getty owns Tidewater—you are right. 

Mr. Brown. He owns both of them. His company does. “I believe 
I am correct in that. 
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Senator O’Mauonry. Is Getty an American company ? 

Mr. Brown. Yes. ’ 

Senator O’Mauoney. Incorporated by what State ? 

Mr. Brown. I do not recall that. He started in California. But 
whether he is incorporated out there or in Delaware, I am not sure. 

Senator O’Manoney. Proceed. 

Mr. Brown. In addition, membership of MEEC includes the five 
largest importers of oil into the United States. These companies are 
Gulf Oil Corp., the Texas Co., Standard Oil Company of California, 
Socony-Mobil Oil Co. (I should say that was formerly Socony Vacu- 
um), and Standard Oil Co. (New Jersey). These five companies to- 
gether with the Royal-Dutch Shell group and British Petroleum (for- 
merly Anglo-Iranian Oil Co.) are engaged in partnership arrange- 
ments throughout the World. 

The joint and comingled enterprises of these seven international 
companies are shown in the second chart contained in appendix IV. 
The scope of operations of these seven companies is indicated by the 
fact that they control approximately 90 percent of all the oil reserves 
in the free world outside the United States. 

I think it is important to understand that relationship because a 
lot of power has been given to this group and you might think that 
one would compete with the other. But their interrelationship is so 
that they cannot very well. 


CORPORATIONS IN FOREIGN AFFAIRS 


Senator O’Manonry. As I said this morning, in commenting on 
your testimony, it is a fact, is it not, that the American companies, 
like the Standard of New Jersey, which are affiliated with foreign 
governments like Great Britain, Holland, and France, constitute in 
the main the European organization known as OPEG ? 

Mr. Brown. That is right. 

Senator O’Manoney. Which supplies the European governments 
with information as to the availability of oil. And our companies on 
the MEEC have observers at the meetings of OPEG and OPEG has 
observers at the meetings of MEEC. That is the testimony 

Mr. Brown. That is right. 

Senator O’Manoney. Which has been presented to this committee. 

Mr. Brown. Yes. 

Senator O’Manoney. So that there can be no doubt that in MEEC, 
under the chairmanship of Mr. Coleman of the Standard of New Jer- 
sey, Standard of New Jersey being the largest of all of these compa- 
nies, having assets of more than $7 billion, we have created an instru- 
mentality which is on the inside of the worldwide production and dis- 
tribution of oil, except for the independent producers in the United 
States ? 

Mr. Brown. [ think that is correct. 

Senator O’Manoney. So that if there is a conflict or a danger to 
small business from huge concentrated business, we have in this very 
instance a very startling example of association, combination, work- 
ing together of the giant corporations in the petroleum industry, with 
some of the governments of Europe, which have no interest in the 
success, or failure, of the small business in the petroleum industry in 
the United States. 
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Do you agree with that ? 

Mr. Brown. Ido. 

So I think when we get one of these fellows’ testimony we want to 
be sure that the heart and the pulse come from the same body. 

The basic economic interest of the five American companies, all 
members of MEEC, is very substantially in foreign operations. For 

example, the Gulf Oil Corp. in 1955 derived 67 percent of its net in- 
come from foreign operations and Standard Oil Co. (New Jersey) 
derived 74 percent from foreign operations. 

This source of income for the past several years is shown in the 
third chart contained in appendix LV. 

Senator O’Manonry. The Gulf Co. which you mention here is also 
one of the American companies joining in the Iranian consortium ? 

Mr. Brown. That is right. 

Speaking of the Iranian consortium reminds me of one of the fears 
that we had of this sort of setup. You will remember when the con- 
sortium was set up we needed something to solve that problem. It 
was very difficult. It was owned by the Iranian Government at that 
time and the British. So we set up the consortium which has done 
a marvelous job. They came out with a piece of that in the hands of 
practically everyone who sat on the consortorium. 

We do not want them to divide the domestic industry this same 
way, because that is turned over to the committee. So we have some 
concern about that. 

Senator O’Manonry. This prompts me to make this comment: The 
Constitution of the United States gives to the Congress complete 
power to regulate interstate and foreign commerce, as we all know. 

It includes provisions, also, forbidding the States to take action 
which the framers of the Constitution conceived to be in conflict with 
the purposes for which the National Government was formed. 

One of the prohibitions that exists is that no State without the con- 
sent of Congress ms 1y enter into any compact with any other State or 
with any foreign nation. 

Now, so far as compacts among States are concerned, as, for example, 
the Colorado River compact, and other compacts that could be men- 
tioned, the States always come to the Congress for approval of the 
compact. 

Mr. Brown. That is correct. 

Senator O’Manonry. But the State of New Jersey has created a 
corporation which can do or does do what the State of New Jersey, the 
creator, itself cannot do. It enters into compacts with foreign na- 
tions—the British Government, for example. 

Mr. Brown. Yes. 

Senator O’Manoney. That is a loophole through which there can be 
created, if there has not already been created, a combination of giant 
oil comp inies that operate without any regard to the Constitution of 
the United States, without any restraint imposed upon them, either 
by the States which created them, or by the Government of the United 
States, or the Congress, to protect the public interest. 

And you are here today representing independent petroleum associ- 
ations, independent petroleum producers, who are finding it difficult 
to compete with the worldwide major companies which have no diffi- 
culty in uniting in cartel operations abroad. 
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Mr. Brown. The matter which I think I can emphasize in the next 
section. 

Inadequacy of pipelines: A matter which has been emphasized by 
the Suez crisis is the present inadequacy of dometic oil pipeline facili- 
ties for the movement of crude oil within the United States and 
particularly to tidewater. 

This involves not only the temporary problem of supplying Europe 
during the present shortage but even more important it involves the 
long-range security of the Nation and health of the domestic petroleum 
industry. 

The present inadequacy of domestic crude-oil transportation has 
been created by the lack of an incentive to expand transportation 
facilities in view of the high levels of imports that have continued dur- 
ing the past several years. 

Imports exceeded the national-security danger point throughout 
1955 and 1956. As a result of these excessive imports, there is a very 
substantial crude-oil productive capacity in the United States that 
cannot be moved to tidewater or other points of use. 

So long as imports were excessive, and there was no market for 
domestic crude that would be produced, there was no incentive to ex- 
pand domestic oil pipeline facilities. As a result they are inadequate 
today. 

Department of Interior studies show that the domestic petroleum 
industry has a reserve productive capacity of over 2 million barrels 
daily—over and above current needs—available for any emergency. 

This constitutes a reserve ability of more than 25 percent. I believe 
it is safe to say that no other major industry is in a position to make 
a comparable contribution to national security. 

Department studies further show that only about one-half of this 
reserve productive capacity can be transported to tidewater, even with 
the veuie oyment of emergency methods of transportation. 

It follows, therefore, that had excessive imports during previous 
years been voluntarily avoided or otherwise prohibited, the domestic 
industry today would be able to make even greater supplies of oil 
available to Europe. 

The blame for this failure rests, not upon domestic producers, but 
upon members of MEEC and the few other large importers of oil, 
who have ignored for 2 years the repeated pleadings of the Federal 
Government to voluntarily, in the name of national defense, limit 
imports. 

The history of oil imports into the United States, revealing the 
rapid rise to excessive current levels, is shown in the chart following 
this page: 

That chart begins back at 1928 and runs through. 

We had a similar emergency during W orld War IT at the Suez, 
when all oil was temporarily cut off through the U-boats of the Ger- 
mans. That isshown in 1942. 

And then since that time, imports have gone up constantly through- 
out that period. 

(The chart is as follows :) 
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This past record of excessive imports has damaged, beyond measure, 
the security of the Nation. The past, however, dwarfs in comparison 
with the future. 

Prior to Suez the members of MEEC and the few other large im- 
porters, according to their plans filed with the ODM, were to increase 
imports during 1957 very substantially above the 1956 alltime high 
levels. 

We know also that there is a tremendous tanker construction ‘vad 
gram now underway throughout the world including supertankers 
suitable only for such hauls as Middle East to the United States. 

We know that large new refineries have been and are being built on 
the east coast for the exclusive use of Middle East oil. We know that 
Middle East countries, once Suez is reopened, will be anxious to re- 
deem lost revenue by increasing production that will be seeking a 
market in the United States. 

Unless some positive action is taken now the outlook for future im- 
ports, after Suez, spells far greater damage to the national security. 

The dangers of excessive imports, leading to dependency on uncer- 
tain sources, have been illustrated to us in a most dramatic and first- 
hand way, by the Suez stoppage, resulting in all of Europe suddenly 
being faced with a loss of its oil supply. Surely we in this country 
should take heed of this hard lesson. 

I am convinced that had we been as dependent as Western Europe 
for our essential oil as was Western Europe, we would have been in 
the war that was started by England and France. They had a real 
concern. 

I want to call attention to U. S. News and World Oil Report of 
February 1. They had an interview or they took from a speech by a 
British peer, by the name of Lord Cherwell, and he is commenting on 
just that situation. 

I thing that it is well to look at the other fellow’s problem. He said: 

The United Kingdom depends unhappily to a great extent upon imports of oil. 
We may have been foolish to allow our industries and nationa? life generally to 
develop in this way, but it has happened. 

We cannot allow our people to go cold and hungry just because some people 
who claim to speak for world opinion have suddenly, arbitrarily, introduced 
some novel concept of national sovereignty. 

He is picturing there the situation that had it existed here might 
have justified our being in that war. 

Senator O’Manonry. What you are ye then is that Great 
Britain and France made the attack upon Egypt for the purpose of 
preserving access to Middle East oil ? 

Mr. Brown. That is correct. 

Senator O’Manoney. They wanted to take the Suez Canal away 
from Egypt for the purpose of preserving their source of energy ? 

Mr. Brown. That was their lifeblood. 

Senator O’Manonry. It was their lifeblood. No question about it. 

Mr. Brown. They had a far greater reason for the things they did 
than we would have had, had we gone in under the circumstances. 
Fortunately, we had plenty of oil here. 

Senator O’Manoney. But your point is that if we did not have a 
domestic source of oil production and had been as dependent as Great 
Britain and France were upon outside sources, then we would have 
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been just as deeply involved in the necessity of preserving access to the 
Middle East oil? 


Mr. Brown. Exactly. 
Senator O’Manoney. We are not in that necessity ? 
Mr. Brown. That is correct. 


Senator O’Manoney. We were not at the time, nor are we now? 

Mr. Brown. That is correct. 

Senator O’Manonry. We have a future supply of petroleum, the 
life of which is variously estimated. Do you care to make any esti- 
mate? How long are our reserves? 

Mr. Brown. That is an extremely important question, Mr. Chair- 
man, because as we normally carry our estimates of reserves those 
reserves have been reduced to an understanding and knowledgeable 
position. 

That does not involve the areas that we have not explored. So with 
that we have some 31 million barrels of known available oil. That 
would be about 11 years’ supply. 

We have had about from 10 to 12 years’ supply for the last 30 years. 
to my knowledge. Every year we find a little more oil than we 
consume. 

A little more than we consume means that we have added reserve 
that contemplates an added use, or an increased demand. 

So that constantly it stays about 11 to 12 years. 

The geologists tell me that there is no reason to believe that we have 
found anything like the limit of our natural oils in this country. 

And I recognize the responsibility of the Congress, and I feel some 
of it myself, any industry that causes people to buy the materials to 
use their product, owes to those people some assurances of a supply 
condition that they can understand. 

Senator O’Manonry. One of the reasons why the independent pro- 
ducer in the United States resists the expansion of importation of oil 
by the major companies engaged in this worldwide enterprise is 
because such importations would curtail the activities of the inde- 
pendent operator here. 


Mr. Brown. Exactly. 
Senator O’Manoney. And eventually leave the United States with 


a smaller reserve petroleum than it now has. 
Mr. Brown. Correct. 


I should have added that whenever we run short, if and when we do, 
of natural petroleum, we are fortunate because we have as you well 
know in the Rocky Mountain areas reserves of shale oil capable from 
knowledge we now have of being reduced substantially to provide the 
products we need, and in that reserve that has been estimated all the 
way from 300 to 700 billion barrels. 

I have no means of telling whether the estimate is correct. It is 
certainly enough to give comfort to the future instead of anxiety. 

Conclusion: The members of MEEC, together with other large 
importers, control a substantial part of the refining capacity in the 
United States. 

They control a substantial part of the domestic pipeline transporta- 
tion system. They continue in their refinery operations to make ex- 


cessive quantities of gasoline thereby reducing the amount of crude oil 
available for Europe. 
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They have permitted the domestic transportation system to become 
inadequate. They continue to refuse to divert to Europe oil that is 
now being imported into the United States from the Caribbean area. 

These facts which reveal the failures on the part of members of 
MEEC and the few other large importers, and the above cited facts 
which reveal the contributions that the domestic oil industry has made 
to the European oil supply program, we submit, speak plainly to the 
answer as to where the primary blame lies for such failures as have 
developed. 

The record of the domestic petroleum industry during World War 
I and World War II demonstrates that it is ready and willing to meet 
every real need within its capability. 

Thank you, Mr.Chairman. That isall I have. 

Senator O’Manoney. Mr. Brown, I want to compliment you on a 
very persuasive paper, certainly one that has been thoughtfully 
prepared. 

I appreciate, also, your willingness to answer questions that have 
been addressed to you. 

One thing out in my mind now by reason of your quotations this 
morning from the New York Times of last Sunday, and your quota- 
tion from the Washington Post of this morning, about the actual need 
of oil abroad. 

Do you have any personal opinion as to whether or not the goal has 
been reached ? 

Mr. Brown. I have no means of telling. No; I donot. 

I have this feeling, that the people over there are normally sensitive 
to the responsibility to supply the demand. 

There is plenty of oi] within their reach. And I would be surprised 
if they are not pretty well taking care of that problem. 

It isn’t an overwhelming situation. As I pointed out, the economy 
of Western Europe is about 18 percent dependent upon petroleum. 
And assuming the low that we hear now of 90 percent, that would 
leave only 10 percent. And we get whisperings that it is probably 
nearer 100 percent than 90. 

But supposing it is 90, leaving 10 percent unsupplied, that would 
mean that less than 2 percent of their economy requirements are not 
already being met: 

If that is true, I am sure that everything would indicate that we 
should be meeting that pretty fast. 

I can understand the concern of this committee and I want to com- 
pliment the committee on moving in and giving an understanding to 
a problem that there was no other way to do so except through you. 

Senator O’Manoney. I am concerned about the fact, and you testi- 
fied, that the imports of Latin American oil into the United States 
have increased within the past year. That is your evidence? 

Mr. Brown. That is correct. 

Senator O’Manoney. There can be no doubt about that ? 

Mr. Brown. No doubt about that. Our figures are from the official 
figures. 

Senator O’Manoner. These increases of importations by the major 
oil companies have taken place since the voluntary plan was put into 
operation ? 

Mr. Brown. That is true. 
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Senator O’Manoney. How do you explain that? If MEEC, which 
was apparently called into voluntary action to supply oil to Europe, 
instead of supplying oil from a source which they have in Latin 
America, chooses to supply that oil to the United States, what is the 
explanation of it? What is the rationale of that? 

Mr. Brown. You leave me, of course, in conjecture, there because 
I do not know. I have to form my opinions from a number of things. 
One is I would say that they are concerned in maintaining their posi- 
tion as importers into the United States. That is to say 

Senator O’Manoney. Well now, you say to maintain their position 
as importers into the United States? 

Mr. Brown. Yes. 





MAINTENANCE OF IMPORT PATTERN 


Senator O’Manoney. Let me call your attention to the fact that 
when the Trade Agreements Act was extended and section 7 was writ- 
ten into it, Congress gave the President the power to stop those en- 
tries if necessary in the national defense. 

Mr. Brown. Sure. 

Senator O’Manonry. And, therefore, gave the President the power 
to control those imports. 

Mr. Brown. Yes. 

Senator O’Manonry. That section was operated by the Office of De- 
fense Mobilization under Dr. Flemming, who is a very competent 
man, and a very frank witness before this committee. He did not 
hesitate, not at all, in answering questions that were propounded to 
him. But ODM did not stop the importations, not even at the time 
when the MEEC was created to deliver oil to Europe. How can one 
explain that? Isn’t there something lacking in the story ? 

Mr. Brown. There is something that is difficult to understand. I 
know in talking to Dr. Flemming, and like you, I have a very high 
regard for his understanding of the task before him, he was assured 
as he explained to those of us who talked to him, that with Suez, that 
imports would be reduced materially. And immediately all Middle 
East oil would be cut off and a good portion of this oil from Venezuela 
would move in to take its place. 

Senator O’Manonry. But you have just expressed the opinion to us 
that the major companies want to maintain their import status into 
the United States. That would seem to mean that they are more con- 
cerned about being able to supply crude oil from abroad to the United 
States than they are to supply crude oil to Western Europe. 

Mr. Brown. That, of course, I can’t understand, except as I say, I 
think they want to bring oil in here because if we had a period where 
we lived quite comfor tably without imports, it would be hard for them 
to say they are bringing imports in because we don’t have the oil here. 
So they want to continue to bring them in. That could be one ex- 
planation. 

Another explanation could be that they get dollars with the oil they 
bring in here. They probably get t sterling over at the other places. 
Probably, dollars are more useful to them than the other. 

I do not know whether they will get dollars out of the oil they ship 
over there or not. But so far, I doubt it. 
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Senator O’Manoney. When you raise this question, and the presi- 
dent of your organization wrote to Dr. Flemming and pointed out 
what you conceived to be the danger to the domestic producing indus- 


try, did you participate in the hearing that Dr. Flemming ordered 
for ODM? 


Mr. Brown. For ODM? 

Senator O’Manoney. Yes. 

Mr. Brown. Yes. That was not on this emergency committee. 
You mean on the section 7 ? 

Senator O’Manonry. Yes. 

Mr. Brown. Yes. 

Senator O’Manoney. That really was never finished ? 

Mr. Brown. Yes, it was finished. And Dr. Flemming took it under 
advisement, and then came Suez, and he announced a suspension of 
his decision. And he said had no Suez happened he would have then 
directed the information to the President to enable the President to 
invoke section 7. He said that. And he practically said that before 
your committee. 

Senator O’Manoney. Yes. I am just trying to point this up in 
order to get an explanation of what is an apparent conflict which has 
not been explained between the announced purpose of the creation 
of MEEC, to transport oil to Europe, and the actual action, which 
was to transport more oil to the United States. 

Mr. Brown. Thatisright. That I don’t understand. 

Senator O’Manoney. Of course, as soon as this committee began to 
look into it and the hearing was announced, then there seemed to be a 
change of attitude. 

It may be that the president of Standard Oil with the expenses-paid 
press conference tomorrow will have some answers for these questions. 

Mr. Brown. May I suggest to the chairman that not long ago the 
same president held a press conference and it was quoted rather widely 
that come Suez, we will have rationing in the United States and then 
it was modified by two other men of his Cabinet at a later time. But 
he is a good man and I am sure he means well by it. 

Senator O’Manoney. Any questions? 

Senator Dirksen. No. 

Senator O’Manonry. Do you have any questions, Mr. McHugh? 

Mr. McHvueu. We are told that the Government program was 
500,000 barrels a day to Western Europe—that is, shipments of crude 
and fuel. : 

In view of the figures which you furnished us this morning concern- 
ing the large inventories of crude and petroleum products in the 
United States, do you think it would be possible for the Government 
to have set much higher goals than this for domestic production, as- 
suming that the tankers were available? 

Mr. Brown. Of course, I assume that they knew more about the 
transportation than I did. 

Given plenty of transportation, ves, I think they could ship more, 
because, as we say, we probably could move more than we are moving 
from the fields to tidewater. 

I am sure as history has demonstrated that had a need developed 
where the stocks are going down, which is one of the principal stand- 
ards to go by, they would have increased the production so we never 
would have had any problem here. 
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Mr. McHueu. What you are saying is that, if we assume there were 
sufficient tankers available, we could have upped production consider- 
ably in excess of the goal set of 500,000 barrels? 

Mr. Brown. That is right. 

Mr. McHveun. So this would have meant merely diverting some of 
the tankers which the MEEC members were then using in carrying 
oil from the Middle East to the United States ? 

Mr. Brown. That is correct. 

Mr. McHvueu. That could have been done? 

Mr. Brown. It could have been done. With the same number of: 
tankers they use here, they can haul more oil to Europe; that is what 
Iam trying to say. 

Mr. McHuen. In view of the expressed pur pose of the program of 
maximizing oil shipments to Western Europe in the fastest time, in 
the most economical manner, since the distances from the United 
States are considerably shorter than from the Middle East, would 
it not have been a preferable program to have diverted some of the 
tankers which were hauling oil from the Middle East, so that they 
would be in use bringing oil directly from the United States ? 

Mr. Brown. That is our view, yes. 

Senator O’Manonry. May I ask a question on that tanker subject? 
On page 15 you say: ; 


We know also that there is a tremendous tanker construction program now 
underway throughout the world including supertankers suitable only for such 
hauls as Middle East to the United States. 

Who is building these tankers? 

Mr. Brown. They are being built in almost every shipyard. And 
I am basing my information now on the press. Our information is 
that they are being built in Japan, they are being built in England, 
they are being built, I think some are now being built in Germany. 

Senator O’Manonery. By whom? 

Mr. Brown. Oh, by companies there under contract, I assume. 
There are some independent groups getting into the tanker trans- 
portation business. And they are ordering these. 

Japan has built some of the biggest, probably the biggest ones. I 
understand there are more on order from there. 

Senator O’Manoney. If the United States should ever become de- 
pendent upon foreign sources of supply, in the Middle East or else- 
where, to be furnished through tanker transportation, we would be 
at the mercy of the owners of the tankers, because tankers are not 
regulated in the public interest. 

Mr. Brown. That is, of course, true. 

A lot of tankers are being built in the United States, also. But the 
unfortunate thing, many of our tankers, even by companies that are 
American companies, register their tankers for transportation pur- 
poses under foreign flags because they get—well, for reasons that are 
generally accepted, that the employment regulations are not so diffi- 
cult and onerous. 

And many of our tankers, even though built here, are taken to 
foreign flags. 

Senator O’Manonry. Many tankers were built by the United 
States, during World War IT. 
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Mr. Brown. That is right. After World War II there were a 
number of them sold and immediately put in foreign-flag operation. 

Senator O’Manonry. The United States at the end of World War IT 
owned the largest tanker fleet in the world, did it not ? 

Mr. Brown. That is right. 

Senator O’Manoney. Any other questions ? 

Mr. McHven. Do the American companies make a larger profit 
on oil shipped from the Midle East to Western Europe than they 
would on the sale of oil which is produced in the United States? 

Mr. Brown. I think so, yes, because there is no comparison in the 
production cost of the Midle East oil and the oil here. So the oil 
they produce, and they ship into Western Europe from the Middle 
East, has very little cost compared with the oil they produce here. 
So there would not be much desire to move our oil over there for that 
reason. 

Mr. McHveun. In your opinion, would this be one of the reasons 
why the members of MEEC would be reluctant to divert tankers from 
the Middle East ? 

Mr. Brown. That is conceivable. That is conceivable. Of course, 
what they do, I will have to arrive at by conjecture because we have 
no information on that. 

Mr. McHven. That is all. 

Senator Dirksen. I was just suggesting to the Chairman perhaps 
we should ask the Maritime Commission to supply us with informa- 
tion with respect to the whole tanker picture, not only for our own 
country but for the whole world. And that would include, of course, 
Mr. Chairman, those tankers that were built to specifications with the 
understanding that they could be commandeered any time that an 
emergency developed. 

But I think we should have it officially from the Maritime Commis- 
sion, for no doubt their files are equipped with all of that information. 

Mr. Brown. It seems to me that would be a very desirable thing. It 
would be more effective than any guess that some of us might give. 

Senator O’Manonry. We want the exact information. And, par- 
ticularly, we want it from the Maritime Commission, because the Mari- 
time Commission has the authority of law to grant subsidy i in the con- 
struction of these vessels. And it may be interesting to know what oil 
companies are getting such assistance. 

Weare very grateful to you, Mr. Brown. 

Mr. Brown. Thank you. 

Senator O’Manoney. Tlie next witness will be Mr. Vaughey. 

Before you begin, Mr. Vaughey, I would like to make another allu- 
sion to the future operations ‘of this committee, and the press confer- 
ence that Standard of New Jersey has ordered for tomorrow. 

The Secretary of the Interior, Mr. Seaton, is going to be a witness 
before this committee—not tomorrow but on Thursday. 

I do not know whether there is any connection at all between the 
press conference in New York on W ednesday, and the announcement 
which I made several days ago that Secretary Seaton would be testi- 
fying here on Thursday. 

In order that the Secretary and the committee may be fully ap- 
praised - what goes on at the conference, I hope Mr. ‘Rathbone will 
supply a transcript of his record for this committee and for Secretary 
Seaton. 
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You have been identified for the record, Mr. Vaughey. 
Mr. Vaucuey. If I have been sufliciently identified, 1 will proceed. 
Senator O’Manonry. Please do. 


STATEMENT OF W. M. VAUGHEY, VAUGHEY & VAUGHEY, 
JACKSON, MISS. 


Mr. Vaucuery. My name is W. M. Vaughey. I reside in Jackson, 
Miss. I am engaged in the production of oil and natural gas as a 
partner in Vaughey & Vaughey. I am at present chairman of the 
executive committee of the Independent Petroleum Association of 
America and I appear here in that capacity. 

The association is a national trade association representing oil and 
gas producers throughout the United States. 

We appreciate the courtesies of the committee in affording us the 
privilege of appearing. My testimony will be confined to the subject 
of crude-oil prices. We welcome the opportunity of presenting our 
views concerning this subject. 

Petroleum has been vital to our way of life. In our opinion it is not 
only appropriate for Congress to periodically review the practices of 
our industry but a definite responsibility of the Congress to do so. 

As an independent oil producer I can say that domestic oil producers 
are proud of the record of performance of our industry. 

We feel that our industry practices, including our price structure, 
are fair and reasonable by any standard of measurement and will be 
accepted as such by anyone who will study the true facts surrounding 
our activities. 

To avoid repetition and burdening this committee, mention has been 
made of the important role that the domestic producer has played in 
the defense of our country and in our homes. 

It is not difficult for me to still remember that in World Wars I 
and II, as well as the Korean conflict, that oil and ammunition had 
the top priorities. 

The committee’s purposes are well intended, and we desire to assist 
if we can this committee to arrive at their conclusions. This morn- 
ing we have been somewhat dwelling upon the deficiencies or the mis- 
takes of an industry. 

This is not part of my prepared testimony, but I would prefer to 
recognize, of course, that mistakes have been made. 

Along with the mistakes I think that far surpassing that, the indus- 
try as one of our basic industries has done a very commendable job 
for this country. 

Many questions have been raised about the recent 25-cent increase— 
and I will come back to that figure—in domestic crude oil prices. 

In judging the propriety of this increase, it might be helpful to 
review briefly the processes by which crude oil is produced and sold 
in the United States. 

The producer of oil must conduct preliminary search and explora- 
tory activities often over a period of several years, prior to any actual 

testing of areas of possible production. 

Then follows the drilling of test wells. If an area proves produc- 
tive, dev elopment must follow. 

In the final analysis, it is the wells drilled, both exploratory and de- 
velopment wells, that determines the availability of oi] for s sale. 
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The processes I have just mentioned which are conducted by the 
producer, constitute the activity which absorbs 75 percent of the entire 
petroleum industry’s total capital expenditures. 

There are more than 12,000 individuals and firms engaged in the 
production of oil in the United States. The production segment of 
the industry employs approximately 320,000 persons. 

Of the units engaged in production, about 20 of the largest inte- 
grated companies produce about 60 percent of the oil. 

Mr. Brown mentioned this morning that the remaining small units, 
of which I am one, drill about 75 percent of the exploratory or wild- 
cat wells, and in so doing produce about 40 percent of the oil produced. 

The producer's outlet for crude oil is necessarily the refineries. 
There are about 300 refineries. Of these the 20 largest integrated com- 
panies own refineries processing about 85 percent of the oil refined. 

While there are thousands of oil producers, the market outlet for 
their production is necessarily more confined. 

The companies purchasing crude oil build and maintain pipelines 
and other methods of transportation for moving the oil from fields of 
production to refineries. These system are primarily pipelines to re- 
fineries or to water transpor tation for further movement to refineries. 

Refineries and those purchasing crude oil for refineries constitute the 
market outlet for oil that we produce. 

The producer does not set the price for which we sell the oil, or 
rather for which he will sell his oil. That price is determined by the 
purchaser and not the seller. In practice the purchasers of oil either 
directly or through transportation companies servicing areas of pro- 
duction announce to the producers the price they will pay for the 
various qualities of oil in given areas. 

The producer must sell his oil at these prices. 

The producer, therefore, has no control over the price at which he 
sells. He likewise has little control over the amount of oil he sells. 
He cannot withhold his production. 

The nature of oil producing is such that when production is with- 
held by one producer, the oil flows beneath the ground in the produc- 
ing horizon to other adjacent wells from which production is being 
taken. 

If the producer does not continue his production uniformly with 
other producers in the fields he must lose a part of his oil. 

The producer’s only influences on price is his access to capital. That 
determines the amount of oi] that he will find and make available for 
the market. 

This, in turn, governs the economic factors of supply and demand. 
His capital comes from the price per barrel multiplied by the number 
of barrels he sells. This is supplemented by outside capital that may 
be attracted into the industry. 

The flow of this outside capital is in proportion to the hope for a 
fair return on the investment made. 

The tremendous need for capital is illustrated by the fact that total 
expenditures for goods and services by the oil producing industry is 
in the neighborhood of $8 billion per year. 

In expending that vast sum, the producer of oil is, also, a very sub- 
stantial consumer in our economy, and naturally must bear all in- 
creases in costs of terms and services. Whatever inflationary trends 
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exist must be borne by the producer of oil in company with all other 
consumers. 

The trend to increased costs is great. And by no means is the pro- 
ducer of oil exempt. What has happened in the last year alone illus- 
trates this. 

During 1956, for example, the gross national product of the United 
States totaled nearly $412 billion. The increase in gross national 
product in 1956 was $21 billion. However, it has been pointed out that 
60 percent of this increase, or almost $13 billion of the rise in gross 
national product, consisted of increases in prices. 

The petroleum industry unavoidably ¢ Sone its share of this $13 
billion in increased prices. The industry is an integral part of the 
American economy. It is not, and it cannot be insulated against in- 
flationary pressures any more than any other American industry or 
consumer. 

From this I would think it must be obvious that the recent crude oil 
price adjustment was a result, and not a cause, of inflationary pres- 
sures. 

As a result of this recent crude increase, many distortions have 
appeared, and as a result the general public by now through no fault 
of their own must be badly confused, or misinformed or uninformed. 

And while I dislike very much to make the assertion, I frankly be- 
lieve that much of it is deliberate in the way of misleading the public. 

The petroleum industry has an increasing responsibility to the 
American people and the Nation. This responsibility was outlined by 
the Department of Defense in a special report in 1953, on Expanding 
our Industrial Might, and from that I would like to quote, from ODM: 

The machines of peace and war run on petroleum. A program to expand 
American industry substantially and keep it operating at top capacity requires 


constantly increasing quantities for fuel, for lubricants and for the many chem- 


icals that are made from petroleum—everything from toluene for TNT to wax 
for packagings. 


Greater industrial activity and peak levels of employment demand more and 
more gasoline for airplanes, automobiles, trucks, tractors, and buses, and more 
diesel fuel for locomotives. 


If we are to meet the needs, we shall have to drill more wells each year than 
ever before in our history. We have to expand the refineries where crude pe- 


troleum is made into gasoline and fuel oil and the other finished petroleum prod- 
ucts. 


We shall have to enlarge our transportation facilities to move the crude 
petroleum to the refineries and the finished products to consumers. 

And that is the end of that quotation. 

The expanding economy and the national security of our Nation 
imposes a responsibility on the oil producing industry to seek a price 
that will enable it to meet the Nation’s needs at all times. 

And this frankly has not been done. 

Historically there has been a direct relationship between the num- 
ber of wells drilled in the United States in the search for new oil and 
gas reserves and the value of crude oil and natural gas produced. 

This is a very significant and important relationship. The fact 
that an increase in the value of oil and gas production stimulates drill- 
ing and the discovery and development of new oil reserves is well es- 
tablished. 

The following tabulation shown on page 5 shows the actual value of 
oil and gas production, the total number of wells drilled and the 
average number of wells drilled per million dollars. 
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And again, rather than burden the committee by reading that, I 
will just make reference to it. It shows, unless you care to discuss it 
further, that in 1948 the total value of oil and gas | production was 
$5,595 million. And in that year, 1948, there were 39,778 wells drilled. 

‘And then I will skip those interim years and drop down to the year 
1956, at which time the total value of oil and gas production in dollars 
was 8,442 million. 

In the year 1956 there were 58,160 wells drilled. 

Now, the chart on the following page graphically shows the close 
correlation between drilling and the total value of production since 
1946. 

Senator O’Maunonry. Your entire table on page 5 of your statement 
will be made a part of the record. 

Mr. Vaucury. Thank you. 

(The table is as follows:) 


Wells Wells 
Total value of drilled Total value drilled 
| of oil and gas Wells per of oil and gas Wells per 
| production | drilled million | | production | drilled | million 
dollars | dollars 
value | value 
a ee a s eee Boe) oe ss ee 5 kas ada: 
1948____ $5, 595,000,000 | 39,778 7.1 |} 1953__.. | $7, 102, 000, 000 49, 279 | 6.9 
1949. ___ 5,019, 000,000 | 39, 038 7.8 || 1954___. | 7, 297, 000, 000 53, 930 | 7.4 
1950___- 5, 372, 000, 000 43, 279 8.1 1955.... | 7, 887, 000, 000 56, 682 | 7.2 
1051... .| 6, 233, 000, 000 44, 516 | 7.1 1956___- | 8, 442,000,000 | 58, 160 6.9 
1952____ | 6, 409, 000, 000 45, 840 | 7.2 


bos ety Pat hoe sek) tray 





Mr. Brown. And the chart following, I presume ? 
Senator O’Manonry. Yes, we will get that in, too. 
(The chart is as follows :) 
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_ Mr. Vaueuey. During this period, the period just mentioned, the 
industry has drilled on the average about 7 wells for each $1 million 
received from the sale of oil and gas. That is a quick summation of 
the chart, Mr. Chairman, that you have referred to. 

The recent general increase of 25 cents per barrel in the price of 

crude oil will increase the value of crude-oil production in 1957 be- 
tween 600 and 700 million dollars. Based on this historic relationship 
and assuming that adequate materials and manpower will be available, 
this increased value should stimulate the drilling of between four and 
five thousand additional wells in 1957 as against 1956. 
_ This expanded level of drilling is essential if the domestic industry 
is to remain in a position to supply our increasing domestic require- 
ments and at the same time maintain a reserve productive capacity 
for possible unforeseen emergencies such as were referred to this morn- 
ing. 
Senator O’Manonry. As more wells have to be drilled, what is the 
effect upon the cost of drilling the wells? 

Mr. Vaucuey. Well, sir, I do not really believe there is a relation- 
ship there. In other words, quantity drilling does not really affect the 
cost of your drilling. 

Senator O’Manoney. I did not mean to imply that. 

Mr. Vaucuey. Maybe I misunderstood you. 

Senator O’Manoney. Is it not more expensive to drill for oil now 
than it was 10 years ago? 

Mr. Vaucuey. Yes, sir: very definitely. 

Senator O’Manoney. How much more? Have you any figures on 
that? 

Mr. Vaueuey. I have some figures here and before I have con- 
cluded, I will be glad to come back to the point. Some of the testi- 
mony I have here will help illustrate that. 

Senator O’Manoney. Very good. 

Senator Dirksen. Does that seven wells per million dollars include 
dry holes or only producers ? 

Mr. Vaueney. That is the producing wells. [To Mr. Brown. ] 
Am I correct in that? Then I am not. It is a little misleading to 
me. We give the production value of oil and gas production—the 
total wells, Senator. Iam mistaken. 

Senator Dirksen. The total wells? 

Mr. Vaucuey. Yes. 

Senator Dirksen. That includes dry holes? 

Mr. Vaueuey. That would include all of them. I thought it only 
meant producing wells. 

Senator O’Manonry. Pardon me, Mr. Vaughey, did you say there 
the increase is 25 cents a barre] or 35 cents? 

Mr. Vaueney. I did. I thought that might pose some confusion. 
I said that, Senator, for this reason, the recent increase—the one that 
is being so widely discussed now—was a maximum of 35 cents. 

As an actual fact, on an average throughout the midcontinent the 
average increase amounts to 25 rather than 35 cents. 

Senator O’Manonry. The average ? 

Mr. Vaucuey. The average, that is right, because, for example, 
there are many areas in which the quality of the crude and the source 
from which it is being produced does not, from the purchaser’s view- 
point, justify the 35 cents. So it isn’t a standard overall price. 
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The history of the industry has shown that the amount of new oil 
reserves found is dependent upon the number of wells drilled. It is 
important to note, however, that more drilling is now required to find 
the same amount of new oil reserves than Cas previously been the 
case. 


For example, during the 5-year period 1946-51, a total of about 
12,500 wells was required to find each billion barrels of new crude- 


oil reserves. 

During the latest 5-year period for which final figures are available, 
a total of about 15,000 wells was required to find a billion barrels of 
new es or 20 percent more drilling to find the same amount of 
new oil. 


Which in a sense, Senator O’Mahoney, would perhaps answer the 
inquiry that you made. 

If I may digress from the prepared testimony for just a moment, 
I would like to comment on that. 

So frequently we hear from many—and I am not critical of their 
not being informed—as to why if we are having any problems as 
domestic producers we are continuing to drill more wells—and also, 
they hear about excessive stocks, both refined and crude, and they 
wonder, if that is the case, why we are drilling more oil wells which 
inevitably must add to those stocks. 

The answer to that is that if we could always be certain that if, as 
and when we needed more oil, we could drill the wells—and establish 
the needed reserve capacity, our position would be secure. 

Instead it has been found, and it is historically true, that the only 
way you find the oil is to drill the wells. We are having, as you gentle- 
men know so well, a population expanding far beyond our wildest 
concepts of a few years ago, and with the additional mechanization 
of our world, the demand certainly has exceeded the anticipated in- 
crease that was looked for. 

So if we are to stay healthy and virile to where we can best serve 
cur Nation and our people starting at the defense level and winding 
up with the comforts of home we must drill more wells. 

This is another basic relationship which shows that if drilling 
activity is maintained at an adequate rate, the necessary new reserves 
of oil will be found but only that way. i 

Expenditures versus value of oil and gas production: Since 1948 
expenditures by the production branch of the petroleum industry have 
increased more than twice as fast as has the total value of oil and. gas 
produced. ; 

The following tabulation compares data published in December 
1956 by the Chase-Manhattan Bank showing expenditures by the 
production branch of the industry for property plant and equipment, 
with the total value of oil and gas produced : 

Again with the approval of the Chair, I will make reference to the 
chart and ask that the entire chart be made a part of the record. 


PRODUCTION COSTS 


Senator O’Manoney. It will be so ordered. 
Mr. Vauaney. I will just take the top and bottom figures then. 
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In 1948, the estimated expenditures for property plant and equip- 
ment exceeded $2 billion—$2,100 million. The total value of the oil 
and gas produced for that same year was $5,595 million. 

Now, because it is reconciled with the predictions and the figures of 
the Chase-Manhattan, I would like to jump to 1953 and show that in 
that year, the estimated expenditures was $3,525 million. It showed 
an increase over 1948 of 67.9 percent. 

In doing that it shows an increased valuation of the oil and gas 
production amounting then to $7,102 million. 

Carrying the figure forward the perc entage increase there is only 
26.9 percent as against the expenditure increase of 67.9 percent. 

And these figures are astronomical. After you get past six ciphers 
it is difficult for me to read them. 

In 1955—that is the last set of figures that we have—it shows your 
private equipment figure of $4,100 “million. That is the plant equip- 
ment. That is 95 percent increase over 1948. 

Your value of your oil and gas produced $7 billion plus. And your 
increase percentagewise, 41 percent. 

(Thet abulation is as follows:) 


Estimated expenditures for Total value of oil and gas 
property, plant and equip- production 
ment 
Percent in- Percent in- 
Amount crease over Amount crease Ove! 
1948 1948 

ae 5 sn ..| $2, 100, 000, 000 $5, 595, 000, 000 
1949___ ioe é n 2, 000, 000, 000 —4.8 5, 019, 000, 000 | -10.3 
ae dieiitdedaetials =< pail 2, 100, 000, 000 +5.0 5, 372, 000, 000 | -4.0 
Res coat : : | 2,650, 000, 000 +26.2 | 6,233,000, 000 | +11.4 
ee dices . 7 _......| 8, 200,000,000 | +52. 4 6, 409, 000, 000 | +14. 5 
1953_____- : : 3, 525, 000, 000 +67.9 | 7, 102,000,000 | +26. 9 
et iio * | 3, 800, 000, 000 +81.0 7, 297, 000, 000 | +30. 4 
Bin wkd ed . 4, 100, 000, 000 +95. 2 7, 887, 000, 000 +41.0 


Mr. Vaucuey. It may be noted from the above tabulation that ex- 
penditures for property, plant and equipment increased 95.2 percent 
from 1948 through 1955 compared with an increase of only 41.0 per- 
cent in the value of oil and gas produced. 

In April 1956 a report, based on a joint association survey of petro- 
leum industry expenditures in the United States, was published. The 
survey was conducted jointly by the American Petroleum Institute, 
our own association, and the Mid-Continent Oil & Gas Association for 
the purpose of determining total expenditures by all phases of the 
production branch of the petroleum industry for the years 1944, 1948, 
and 1953. 

This study revealed that total expenditures in 1948 for all explora- 
tion, production and development were $3.8 billion. By 1953 this had 
increased to $6.4 billion, an increase of 67.9 percent, the same percent- 
age increase as estimated by the ean Meatiaitan Bank for expendi- 
tures for property, plant and equipment. 

And I have already gotten a little ahead of myself. That is the same 
percentage increase “that was estimated by Chase-Manhattan Bank. 

However, the value of oil and gas produced increased, during this 
same period, only 26.9 percent, as is shown in the above table. 
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Although the joint industry survey previously mentioned did not 
cover the year 1955, it may be assumed that total expenditures by oil 
producers increased by relatively the same percentage as expenditures 
for property, plant and equipment. On this basis, total expenditures 
for all purposes, including labor, in 1955 would amount to about $7.5 
billion. We know that these expenditures were even greater in 1956, 
and at the present time we are estimating $8 billion. 

The industry survey also estimated that total expenditures per 
barrel of net crude-oil production increased from $2.21 per barrel in 
1948 to $3.16 per barrel in 1953. This amounts to an increase of 95 
cents per barrel or 43 percent during that period. During the same 
period the average value of a barrel of crude oil increased from $2.59 
per barrel to $2.73, an increase of only 14 cents per barrel or about 5 
percent. 

It should be pointed out that expenditures contained in the indus- 
try survey are for total operations of the producing industry, which 
would include natural gas, and that they represent cash outlays rather 
than expenses as recorded by accounting practices. They are met pri- 
marily by income from operations but in many cases it is necessary to 
supplement income by borrowing and new equity financing in order to 
pay for total expenditures. For these reasons, income or value of pro- 
duction cannot be compared with expenditures to arrive at “profit or 
loss” in an accounting sense. 

I would now like to call attention to a report of the cost study com- 
mittee of the Independent Petroleum Association of America pre- 
sented to the association at our annual meeting in Dallas, Tex., and 
please note the date was in October 1956. This committee is composed 
of men with a wide range of experience throughout the industry and 
its report is the result of long study. A copy of this report is attached 
as appendix 1. 

Again, rather than attempt to read the report, which is lengthy and 
very comprehensive, I would like to read a conclusion from that 
report: 

Continuing increases in the costs of finding, developing, and producing oil 
have now reached the point where the maintenance of adequate petroleum sup- 
plies from domestic sources is seriously threatened. Since June 1953, increased 
volume of drilling and higher payroll and equipment costs have resulted in an 
increase of approximately 35 percent in total expenditures for finding and de- 
veloping crude oil in the United States. However, total revenue from crude oil 
sales has increased only 10 percent. 

I think possibly this one paragraph, Senator Dirksen, may answer 
the question the chairman asked a minute ago as to what. the increase 
had amounted to. 

This same cost study shows also, and it is a direct quote and a part 
of the report here: 

* * * that during 1955, 66 percent of the crude oil produced in the United 
States came from fields discovered prior to World War II and 11 percent from 
fields discovered during the war. Thus, three-fourths of the oil being produced 


today comes from fields found 10, 20, or more years ago, when finding costs were 
less than one-tenth of what they are today. 


Continuing from that report, it went on to say: 


The domestic oil and gas producing industry is selling off its shelves goods 
which cannot be replaced at anything like their original cost. 
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And here again, if I may make a personal illustration, Mr. Chair- 
man, I recently was present at a press conference where the press was 
endeavoring to make an analysis of this price increase, trying to find a 
justification for it, or flaws in case it wasn’t justified. 

They asked a question which I can well understand might be very 


difficult for anyone not in the business to understand, and that was 
something like this: 


Do you mean to say that you are today selling your oil for less money than it 
cost you to produce it? 

The answer to that is, affirmatively, yes. That is just exactly what 
we are doing. When I say “we,” I think that my firm—and we are 
small in every sense of the word; for we fall within the category of the 
small-business man. Presently a good deal of concern and time is de- 
voted to his alleged welfare. 

Sometimes by a personal illustration you can rather graphically il- 
lustrate a point. 

We are today selling our oil at less than our cost of finding. We 
are producing and selling today oil that we found in 1944, that from 
our own books will show cost us $1.08 per barrel. 

Senator Dirksen. Mr. Vaughey, first tell us a little more about 
your operations, where you operate. 

Mr. Vaucuey. I will be glad to do that. 

Senator Dirksen. What your equipment is like. 

Mr. Vaucuey. We are domiciled in Mississippi. We went there 
in 1939, with the discovery of the first commercial production. We 
were rewarded with some production in Mississippi. From that we 
have expanded our efforts to where we now produce in Louisiana, 
We also produce elsewhere. We have done our best to produce in 
your State of Illinois, but we have not yet been fortunate enough to 
find any production, but we have made the effort. 

We are producing in Colorado, in the Rocky Mountain area. We 
have an office in Denver. We have been in your State, Senator 
O’Mahoney, but we have not had any production there yet. We have 
production in Nebraska. 

Senator O’Manoney. It might help if you add an office there, too. 

Mr. Vavucuey. Well, at the present time, we could not pay for the 
office. You first get the production, and then the office. 

Anyway, I hope that some day we will be able to come up there. 
We are now attempting to, from Denver, cover the Rocky Mountain 
areas, and you would know better than anybody that is quite a big as- 
signment when you say that. 

We have some very minor interests in Canada, to where the produc- 
tion that we have there is being operated by domestic companies that 
operate here in the United States. 

To be specific, Union Oil of California, and the Husky Oil & Refin- 
ery. But our resources are very small. So I have named the particular 
States that would answer your question. 

We currently do not have any production in Texas. We have had. 
We have had production in New Mexico. But that now is depleted, 
and I used the word advisedly. It is gone. It is completely depleted. 

So, to come back to this, if I may, we are producing and selling oil 
today that we found in 1944, that at that time did cost us $1.08 a barrel. 

Now, from our own books, the oil that we found in 1955 and 1956 
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cost us $3.50 a barrel, which will again, Senator O’Mahoney, answer 
part of your question. 

So, our small firm—and I know that we are not an exception—is 
today selling both our $1.08 oil and our $3.50 oil for $2.56 per barrel. 

Now, when this oil is gone, it will be like the New Mexico situation. 
The cupboard will be bare unless we have in the meantime been able 
to replace that oil with new-found oil. Our costs of finding oil have 
continued to rise. A profit incentive must exist or certainly we, who 
must borrow capital, would not be going out and trying to find oil 
that we would have to sell for less than our finding costs. 

Senator Dirksen. What you are telling the committee is that 
actually you are losing money on the oil you discovered in recent 
years, and you are compensating for it with oil that you discovered 
many years ago. 

Mr. Vauauey. That is correct. An accurate statement; yes, sir. 

Senator Dirksen. So, if a new explorer went into the business, he 
would be losing money from the word “go,” after he drilled a well? 

Mr. Vaucuey. A man just entering into the business who had the 
very same finding costs would actually be trying to find this oil and 
sell it for less money than it cost him to produce it. That is the situa- 
tion and it is very difficult, for a great many people not in the business 
do not understand. 

Senator Dirksen. If the production of producers to dry hole is as 
1 to 8 or 9, whatever it is in the industry, just what incentive is there 
for anybody to risk his capital and his time looking around for 
an oil hole? 

Mr. Vaucuey. Well, that is a point well taken, Senator. That 
philosophy has already been reflected in the curtailed activities of 
many independent producers such as ourselves. Again, I use us only 
as an example. Evidently, at some time or other when I was elected 
president of this association, and it is strictly an honorary job—they 
let you work for nothing—they must have thought that in some sense 
perhaps I was typical, or would have the characteristics of our mem- 
bership. 

So, our problems will not be distinctive from what the other fellows 
have. We are in a state of self-liquidation, and that is why, perhaps, 
you gentlemen will be able to understand when all this furore is raised 
over a price increase that we know that inevitably, had we not re- 
ceived it, and we are not yet balancing our books, it would put us out 
of business. You can understand how we think it is time, perhaps, that 
we raise our hands and attempt to come to the defense of our own in- 
dustry and ourselves. 

The thing that you are talking about has already caused many inde- 
pendents to sell out to the larger interests who are integrated com- 
panies and have other means of producing revenue other than just 
from production. 

Now, I think I realize that this committee or anyone present might 
look at me and question the importance of whether or not I remain in 
business as an individual. Perhaps it is not too important to the 
Nation, as compared to the things that you men must be coricerning 
yourselves with. 

Senator O’Manoney. Off the record, Mr. Vaughey 

( Discussion off the record.) 

Senator O’Manoney. Allright. We will proceed. 
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Mr. Vaucuey. I will attempt to be as brief as I can, and still try 
to do justice to what we are talking about. 

Senator O’Manonry. I will say to you that all of your testimony 
will be entered into the record as though read. 

Mr. Vaueuey. Thank you. 

I'll attempt to complete what I started to say there with reference 
to the importance of me as an individual remaining in the business. 
Certainly I would not expect to stop the wheels of industry, and it 
should not be America’s primary concern, but, as we have stated here 
today, there are a great many people like me who, through the course 
of the years, are responsible for drilling 75 percent of the wildcat wells 
that are drilled. It is from that source that domestically we have de- 
rived this reserve capacity that our own Defense Department has told 
us is necessary and essential to our security. 

So, in that way, trying to be abstract about it, what happens to me 
is not important, but what happens to these other independent pro- 
ducers the world over and in our own country is important. 

Senator O’Manonry. What percentage of the wildcat wells in the 
United States are drilled by the majors? 

Mr. VauGuHey. Approximately—the domestic and independent seg- 
ment accounts sor about 75 percent of the wildeats, so that would leave 
the remaining 25 percent to the others. 

To be completely fair and factual about it, in drilling the 75 per- 
cent as independents, we receive money or contributions and support 
from the majors. Otherwise we would not be able to drill. 

Senator O’Manoney. After the discoveries are made, the fields are 
frequently sold to the majors. 

Mr. Vavenry. If we don’t do something about making this price 
stick, and if we don’t preserve equity in the future as to what price it 
shall sell for, you will have nothing but majors, Senator O’Mahoney. 

In my judgment, the domestic producer has already been curtailed. 
The deficiency in price has already curtailed and caused many of our 
substantial independents to be selling out or withdrawing or drawing 
back into his shell. That would mean that ultimately if that was car- 
ried to excess and extreme, eventually you will have nothing but your 
large major companies dominating your industry in toto here. 

The most realistic way to determine whether or not the price for 
any commodity is too high is to analyze the elements which enter into 
the cost of producing it or making it available for sale. There are 
many factors which enter into the cost of finding, developing, and pro- 
ducing crude oil over which, as I have said, the producer has no con- 
trol, 

For example, most of the items which an oil producer must buy for 
the drilling and completing of an oil well are made of steel. Finished 
steel prices have increased steadily, year after year, since World War 
If. 

There have been just two overall increases in the prices | of domestic 
crude oil since December 1947. One, in the amount of 25 cents per 
barrel, took place in June 1953 and the other, with which you are most 
conversant, in January 1957. 

And if I may say so, gentlemen, it has become almost vulgar to talk 
about what you should get for a commodity which costs you money to 
produce, An adjustment was inevitable because unless, again, we are 
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to abandon our national security and forget expanding national econ- 
omy and resign ourselves to the belief that our w ay of life and our 
continued way of life is unimportant, then we had to have this raise. 

Since June 1953, line pipe and oil well casing (alloy) prices have 
increased about 35 percent. Oil well casing (c arbon ) prices have gone 
up about 25 percent and oilfield machinery more than 20 percent. 
This is all since 1953. During this same period and including the Jan- 
uary 1957 increase, crude oil prices have increased less than 10 percent. 

Since December 1947 there is an even greater gap between oil prices 
and the factors entering into the cost of production. During the 
period since 1947, line pipe prices have increased more than 100 per- 
cent, oil well casing, which goes into all of our wells, 87.5 percent, and 
oilfield machinery 55.6 percent compared with an increase of about 21 
percent in crude oil prices. 

And just to make certain that we don’t have an easy moment, I notice 
in the Wall Street Journal dated February 11, steel  foeem have again 
been granted another 314 percent increase. When I say “oranted, , 
they have just taken one. Steel prices, according to this article, are 
moving up another notch despite a continuing moderate decline in de- 
mand for steel products. 

In the interest of saving time I won’t go on, but this article, which 
I would like to, if I may, make part of the record since I am not 
reading it, goes on to say that in this increase tubing and drill pipe 
will be affected by this raise. May I submit that, Mr. Chairman? 

Senator O’Manoney. I beg your pardon ? 

Mr. Vavaney. In the interest of saving your time, I made reference 
to the article in the Wall Street Journal of February 11 showing 
another stiff increase and I would like, if I may, to have it in the 
record. 

Senator O’Manoney. It may be received. 

(The article from the Wall Street Journal of February 11, 1957, 
is as follows:) 


Srreet Prices Crimp ANOTHER NotcH; UNitTep States STEEL Corp. INITIATES 
AN AVERAGE OF 





314% PERCENT; SckraAP MARKET OFF AGAIN IN KEY CITIES 
(By Edward J. Lally) 


PITTSBURGH.—Steel prices are moving up another notch despite a continuing 
moderate decline in demand for steel products. 

United States Steel Corp. during the weekend raised mill prices of steel pipe 
an average of about 3% percent and adjusted “extra” charges on a number of 
other steel products by somewhat less than 4 percent. 

It was one of the broadest increases made by a steel company since a new 
round of price boosts got under way 2 months ago. Most of the increases have 
been accomplished through adjustments of so-called extras rather than on base 
prices. The last general base price increase, amounting to an average of $8.50 
a ton, came last August after settlement of the 34-day nationwide steel strike. 


PIPE, RODS, AND WIRE RAISED 


In some of the increases made effective Saturday, United States Steel followed 
the lead of competitors but in others, notably pipe, rods, and wire, the corpora- 
tion took the initiative. 

The pipe increases covered seamless standard and line pipe 2 inches to 12 
inches; all sizes of butt-weld pipe; oil country casing, tubing, and drill pipe, and 


earbon seamless mechanical and pressure tubing. Larger sizes of steel pipe 


were raised about 3 weeks ago, also by about 3% percent. 
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Unlike some of the light flat rolled steel products, pipe is one of the strong 
features of the steel market, with oil country goods ranking right up with plates 
and structural shapes as hard-to-get items. 

Among products in which certain extra charges were boosted by United States 
Steel were carbon hot-rolled bars, concrete reinforcing bars, tube rounds, skelp, 
rerolling and forging semifinished steel, rods, wire, and alloy products. Tube 
rounds and skelp are semifinished forms of steel that are processed into pipe 
and tubing. 

“Extras” are special charges, on top of base prices, which customers pay for 
having steel made to their own specifications. A long list of extras was involved 
in the changes, including those for size, chemistry, grade, quality, length, quan- 
tity, and cutting. 


INCREASES IN PAST TWO MONTHS 


Price increases effected by steel companies during the past 2 months have 
covered a wide variety of products, among them strip and sheet, plates, and 
structurals. Their overall effect has been to increase the Nation's steel bill by 
close to 2 percent, which compares with an increase of 6.25 percent that followed 
the 1956 wage settlement. 

The extra adjustments, and the relatively few base price changes that have 
been made recently, were designed to bring selling prices more in line with costs, 
which steelmakers contend have been rising since last summer. One recent cost 
increase was a 3-cents-an-hour wage boost to steelworkers under the cost-of-living 
clause of their labor contract. It was effective January 1. 

Other cost increases have included coal, iron ore, and freight rates. Until 
recently, steelmaking scrap had been on an ascent that took its price to record 
highs, but that important commodity is now falling even more rapidly than it 
rose, 

Scrap weakened further last week in Pittsburgh, Chicago, Cleveland, Youngs- 
town, St. Louis, and several other areas. 


DROP IN PITTSBURGH 


In Pittsburgh, a purchase by a large mill late last week dropped the price of 
No. 1 heavy melting scrap $1 a ton to a new level of $54. That’s $13 a ton less 
than that grade of scrap was priced just about a month ago in this steel center. 
The mill purchase also included a tonnage of No. 2 heavy melting scrap at $48, 
a decline of $1. 

The rapid drop in scrap has been widely ascribed to dealers’ fears of a decline 
in the steel-production rate within the next several months. 

So far this year, despite a downtrend in orders, ingot output is holding close 
to the record pace of last December. Most of the easing in demand affects 
light flat-rolled steel products scheduled for delivery in March and April. Many 
steel men expect to see the production rate drop slightly around that time, 
although some individual companies say their own order books indicate capacity 
output through the first quarter and well into the second. 

Steel is now being produced at an annual rate of nearly 130 million tons, a 
total that nobody expects the industry to reach this year. Most optimistic 
forecasts on the year’s production have been around 120 million tons and, 
although some steelmakers still cling to that prediction, the recent trend has been 
to shave it a bit to the neighborhood of 115 million tons. If production comes 
out that high, it will be a mighty good steel year. A total of 117 million tons 
would equal the 1955 record; 115 million would approximate last year’s output. 


PRESENT ORDER SITUATION 


Concern is being expressed by some steelmakers over the present order situa- 
tion, which finds the auto industry’s buying still lagging below expectations and 
mill backlogs dwindling. Although 2 or 3 steel companies checked late last week 
reported an upturn in buying for second-quarter delivery, most mills contacted 
said they have as yet seen no signs of a return to the fast tempo of fall and early 
winter. 

“The market’s in status quo,” said one of the country’s largest producers. 
“We see continued good business but we have no feel of an increase, and think 


there will be a slight drop in the second quarter and another slight drop in the 
third.” 
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“There’s more caution,” said another producer, “and in all honesty, there’s 
been a little dropping down all along the line. We're looking into April and 
don’t see anything real bright as yet.” 


A midwestern producer, who opened his second-quarter order books a week 


and a half ago, reported that orders are coming in a “little slower than for the 
first quarter.” 


Another midwestern steel official said he figures the auto companies are going 
to take less steel in April than estimated earlier. ‘We don’t see any signs of a 


pickup,” he said. “There will be a drop in our production rate in the second 
quarter unless auto demand perks up.” 


This executive noted there’s a time lag of 1 to 3 months between placing 
of a steel order and delivery. Thus, capacity operations today reflect the high 
rate of orders 2 and 3 months ago. “When we talk of a steel slowdown,” he 


added, “we're talking about a period 60 days ahead. Right now, April, May, 
and June don’t look too good to us.” 


At Detroit, 2 of the 3 major auto companies said last Friday they contemplate 
no increase in their steel buying in the second quarter. The third company re- 
ported that its second-quarter buying will be higher. 


INVENTORIES OF CAR MAKERS 


The auto manufacturers are believed to have their inventories down to desired 
levels which they hope to hold. In line with such policies, they are said to be 
seeking to terminate steel-storage agreements under which for some time 
they have rented outside warehouse space. That indicates they’ll now depend 
almost entirely on direct mill shipments, a reflection of the easier supply of cold- 
rolled sheets and other sheet and strip products. 

The feeling that the downtrend in orders is continuing is not unanimous in 
steel circles. One big Pennsylvania producer said that his orders are up in al- 
most all lines. ‘We feel better today than we did 2 weeks ago,” he said. “Then 
there were little signs of going backward; now it looks like the good old days.” 

Steel production nationally last week was scheduled at 96.6 percent, compared 
with an actual rate of 97.6 percent of the week before. 


Pittsburgh and Youngstown operations will drop this week, according to sched- 
ules, while Chicago will show a slight rise. 


In the Pittsburgh area mills are expected to operate at 99.4 percent of capacity, 
down from last week’s 101.3 percent. Youngstown production will slip 2 points 
to 100 percent. But in Chicago, ingot production is scheduled to start the week 
at 96.5 percent, compared with last week’s 96 percent. 

Mr. Vaucuey. Another major item of expense to the oil producer is 
the wages that are paid to about 320,000 employees. Oil-production 
employ ees have, for many years, been among the highest paid work- 
ers in American industry. Average hourly wages paid have increased 
14.7 percent since June 1953 and 61.3 percent since December 1947. 
I keep going back to those dates because those are the dates of our 
increases. This is compared with respective increases of 9.8 and 
21.0 percent in crude-oil prices, 

T will just say again to the informed, or those who take the time 
to become informed, those figures should not be shocking and I think 
it should certainly make it easier for anyone to rec oncile the reason- 
ableness and essentiality of the increase in crude that we have been 
granted. 

The two charts which follow illustrate graphically how the major 
elements in the cost of producing oil have greatly increased in com- 
parison with crude-oil prices. 

And there, in the interest of saving time, I will pass that page and 
ask that the charts be made a part of the record. 

(The charts referred to are as follows:) 
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CRUDE OIL PRICES vs. 
MAJOR ELEMENTS OF PRODUCTION COSTS 


PERCENTAGE INCREASES 
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Mr. Vaueney. I am also attaching, ag appendix II, a detailed sta- 
tistical table showing the increased cost which oil producers must now 
pay for some 30 different items of oilfield equipment and tools. All of 
the items shown on this table are from official Government statistics 
published by the Bureau of Labor Statistics. These items appear in 
appendix II and in the preceding charts, of course. They do not rep- 
resent all the costs of finding, developing, and producing crude oil. 
They do, however, represent the major elements. 

In October of 1956, the United States Bureau of the Census released 
a report showing a total of about 12,000 oil and natural-gas producers 
in the United States. Except for 32 integrated oil companies which 
comprise the so-called major companies, these oil producers represent 
individuals, smaller companies, and partnerships primarily engaged 
in the production of oil. 

The domestic oil producer is unlike most other American business- 
men in that he has no control over either the volume of his production 
or the price paid for his oil as previously pointed out. 

The price of oil is determined in the competitive market place by 
the purchaser of crude oil, and not by the seller. 

And that is an illusion I would like to dissipate, if I may. In some 
of these things that have been printed and stated, it would lead any- 
one to believe that we, as producers, determine and establish the value 
that we are to receive for our oil. Unfortunately for us, that is not the 
case. 

In the petroleum industry there has developed a system of “posted” 
pricing, wherein purchasers of crude oil determine the amount they are 
willing to pay for certain types, grades, and gravities of crude oil, by 
fields. 

The quality of crude oil and the relative yields of products from 
the crude has been the basis of varying prices paid, as I mentioned 
earlier, in my first part of this testimony. 

Other factors are distance to markets and transportation costs. That 
is why everyone did not receive the benefit of the maximum 35 cents. 

For example, certain grades and types of crude oil in west central 
Texas command less in price than comparable crudes on the Texas 
and Louisiana gulf coast, near the centers of refining. 

The competitive nature of oil buying and selling i is revealed in the 
short-term commitments made by purchasers. The buyer of crude 
oil is free at any time to increase or reduce his posted price for crude 
oil in any field or area. The seller, likewise, is not bound to any pur- 
chaser, but is free to negotiate outlets of his choice on short notice. 

As a result, there occur many spot or area changes in crude oil prices 
which affect large areas and groups of producers. That is why many 
of them today are in distress. 

Many changes of this nature took place during 1956. Some of these 
are revealed in the analysis on the following page of crude oil price 
changes during the past year, and again there, as a part of the record, 
is a reflection of the price changes that did take place all during 1956 
both domestically and from foreign sources. 

Senator O’Manoney. This is the reprint from the Oil and Gas Jour- 
nal ? 

Mr. VAaucuey. Yes, sir. 
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Senator O’Manonry. That would be made part of the record. 

(There follows, reprinted from January 28, 1957, issue of the Oil 
and Gas Journal, data captioned “Price Changes in United States and 
Foreign Markets” :) 


{Reprinted from January 28, 1957, issue of the Oil and Gas Journal] 
PRICE CHANGES IN UNITED STATES AND IN FOREIGN MARKETS 


February 1: Gravity scale with top price of $2.83 for 40° and above made 
effective in Denver-Julesburg, Colo., field. 

February 2: Creole Petroleum Corp., reduced Jusepin, Venezuela, crude 8 cents 
to $2.72. 

February 6: Bradford, Pa., crude oil advanced 15 cents to $4. Other 1956 
advances were: March 16, $4.20; May 16, $4.45; July 16, $4.57; August 16, $4.68. 
Other lower priced grades of Pennsylvania grade crudes advanced same dates in 
varying amounts. 

February 7: California crude oi!s of 25° gravity or lower advanced 1 to 5 
cents. Maximum advance of 5 cents was in crudes of 14° gravity and below. 

February 10: British Petroleum Co., Ltd., reduced Iraq crude oil for export 
at Fao, Persian Gulf, 5 cents to $1.87 and advanced Iraq crude at Tripoli, Leb- 
anon, and Banias, Syria, 10 cents on Mediterranean to $2.49. 

February 11: Arabian crude oil delivered to Sidon, Lebanon, by pipeline ad- 
vanced 10 cents to $2.46. 

March 1: Pembina Cardium, Alberta, Canada, crude advanced 3 cents to $2.32, 
with adjustments upward in several small fields. There were no general price 
changes during the year in the principal Alberta fields. New fields were added to 
the pricing schedules with postings reflecting quality of crude and transportation 
costs. 

April 17: South central Texas crudes shifted flat price of $2.79 to 2-cent gravity 
schedule with price of $2.83 for 40° and above. 

June 1: Wyoming sweet crude reduced from $2.90 to $2.83 for 40° and above 
with 2-cent differential scale for lower gravities. 

June 14: Illinois basin crudes reduced from $3 to $2.90 and Plymouth, II. 
crude from $2.67 to $2.57. 

June 15: Lance Creek, Wyo., crude reduced 7 cents. 

June 28: Low-cold-test gulf coast Texas crudes advanced 10 cents. South 
Texas (Mirando type) advanced 15 cents. 

July 1: West central Texas crudes reduced from $2.90 to $2.83 for 40° gravity 
and above with 2-cent differential scale for lower gravities. 

July 1: Virden, Missippian, and Woodnorth, Missippian, Manitoba, Canada, 
advanced 3 cents. New price for Virden $2.39 and Woodnorth, $2.28. 

July 12: Creole Petroleum Corp., advanced Tia Juana, Venezuela, crude 10 
cents to $2.62. 

August 4: Several fields in north and central Texas reduced 7 cents. 

October 5: Flat price for Arkansas, Mississippi, and north Louisiana distillates 
reduced 5 to 10 cents. All south Louisiana distillates reduced 10 cents. 

November 19: Most grades of California crude of 36° gravity and lower ad- 
vanced 1 to 40 cents. Maximum advance applied to crude of 14° gravity and 
below. Smaller advances in higher gravities on graduated scale. 

November 21: Creole Petroleum Corp. advanced Lagunillas heavy crude 15 
eents to $2.20; Bachaquero, 15 cents to $2.05; Quiriquire, 14 cents to $2.35; 
Temblador, 16 cents to $2.21. 

November 23: International Petroleum Co., Ltd., advanced Cabimas, Vene- 
zuela, 5 cents to $2.10 for 20° gravity and Bachaquero and Lagunillas, Vene- 
guela, erudes 15 cents. New price for Bachaquero heavy is $2.01 and Lagunillas 
$2.20. 

November 29: Oregon Basin, Wyo., crude advanced from $1.75 to $1.85; Hidden 
Dome, Wyo., from $1.65 to $1.85: Hamilton Dome, Wyo., $1.75 to $1.85. 

November 30: Richmond Exploration Co. (Standard Oil Co., Calif.) advanced 
Bajo Grande, Venezuela, crude 20 cents to $1.72. 

December 1: Wyoming and Montana sour crude advanced 1 cent for 35° gravity 
to 40 cents for 15° gravity. 

December 1: British Petroleum Co., Ltd., withdrew quotations on Iraq crude 
at Tripoli and Banias until further notice because of shutdown of northern Iraq 
pipelines. 
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December 8: Arabian crude oil delivered to Sidon, Lebanon, by pipeline ad- 
vanced 23 cents to $2.69. Arabian crude oil at Ras Tanura was posted at $1.97 
throughout 1956 by Socony Mobil Oil Co., Ine. 


December 27: Creole Petroleum Corp. advanced Lagunillas heavy crude 13 
cents to $2.33; Bachaquero, 13 cents to $2.18; Quiriquire, 5 cents to $2.40, and 
Tia Juana heavy, 4 cents to $2.12. Several other fields advanced varying 
amounts. 

December 28: Richmond Exploration Co. (Standard of Calif.) advanced Bajo 
Grande, Venezuela, crude 13 cents to $1.85. 

Senator O’Maunonry. Now, itis 4: 15. 

Mr. Vaueuey. All right, I am willing to stop whenever you say so. 

Senator O’Manoney. Lam afraid we have got to do that. 

Mr. Vaueuny. All right, sir. 

Senator O’Manoney. If you want to discuss this further, we will 
give youa later opportunity. But, except for three pages now and the 
exhibits, if you would go to your conclusions at this moment—sup- 
pose y ou read them into the record. 

Mr. Vaueuey. All right, sir, I will be glad to. 

Because of changing competitive conditions, crude oil prices in many 
sections of the country were reduced during 1956, covering wide areas, 
and a substantial volume of the crude oil produced in the United 
States. They preceded the general increase in crude oil prices, and 
nullified much of the benefit of the general price adjustment for many 
producers. 

The competitive nature of the crude oil market was illustrated in 
the general price advance in January. ‘The initial increase as posted 
by Humble Oil & Refining Co. amounted to 35 cents a barrel. Some of 
the companies buying in competition with Humble, in order to main- 
tain their connections, met this increase. However, other major pur- 
chasers subsequently posted increases of only 25 cents per barrel for 
the same quality of crudes. 

This latter increase was generally followed by buyers competing for 
crude oil in the upper Midcontinent, in west Texas, Oklahoma, Kansas, 
north Louisiana, and the Rocky Mountains, For most producers and 
producing areas, the price increase amounted to 25 cents per barrel, 
or about 9 percent, rather than the 1214 percent figure which has been 
so widely publicized. 

Need for price increase: It is important that the Congress and the 
public be fully informed as to the disruptive effects of depressed crude 
oil prices over extended periods. The experience of the domestic 
industry in the past year illustrates those effects in terms of definite 
signs of deterior: tion. 

For example, the drilling of wells—the most important and essential 
activity in maintaining our oil supplies—did not keep pace with either 
the production or consumption of petroleum in 1956, Drilling in- 
creased 2.6 percent, while production and consumption both rose over 
5 percent. 

Exploratory activity, as measured by the numbers of geophysical 
and core drilling crews active in the United States, declined 6 percent 

n the past year. 

This was the third consecutive year in which exploratory work has 
dropped. This is highly significant and disturbing because such pre- 
liminary explo ration precedes actual drilling, and is an effective 
barometer of the volume of future drilling. 
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In 1956, the number of active rotary drilling rigs in operation de- 
clined 2.2 percent. A further evidence of decay was a substantial and 
abnormal increase in well abandonments. In the past year, well 
abandonments in Kansas, Oklahoma, and Texas increased 37 percent. 
This indicates great numbers of wells may of economic necessity have 
been prematurely abandoned because the price of the oil failed to offset 
lifting costs. 

These are not the signs of a healthy industry. 

These deteriorations illustrate that funds have been insufficient for 
exploration, drilling and development, and for proper maintenance 
of existing wells for the full cycles of their productivity. 

For a period of 2 years prior to the Suez crisis, these effects of de- 
pressed crude-oil prices were discussed publicly by dozens of industry 
spokesmen and others who expressed serious concern over the inade- 
quacy of income from the sale of crude petroleum. 

For the information of the committee, there is attached as appendix 
IIT a chronology of some of these statements, from oi!-trade associa- 
tion officials, company spokesmen, and financial analysts outside of 
the industry. 

For my conclusion, the facts that I have attempted to show are— 

First, that crude-oil-price increases since World War II have not 
been commensurate with increasing costs of finding, developing, and 
producing crude oil, and that statement can be qualified a half dozen 
ways. 

Second, the recent adjustment in price was years overdue and was 
inadequate to offset cumulative increases in cost, some of which I have 
commented on today. 

Third, the insufficiency of crude-oil prices has already caused serious 
deterioration in essential industry activities. 

In the national interest, crude-oil prices must at all times be com- 
mensurate with the trends of our general economy, and adequate to 
offset the rising costs of those industry activities which determine the 
amount of oil found, developed, and made available for peace or war. 

And in the final conclusion, I wish to thank you for your patience. 
I am sorry we did not have more time. I will be glad to submit to 
any questioning if time permitted. I would come back if the Chair 
desires it. 

Not knowing whether or not I will have an opportunity to speak to 
you again, though, besides thanking you, I just am here to say this. 
I hope that perhaps the evidence that I have offered today might help 
you in analyzing a problem, a problem affecting the welfare of many 
people in our country asa whole. 

If not, at any time that I might be wanted in the future, should you 
care to have me come back, I will. 

Senator O’Mauoney. I assure you your testimony this afternoon is 
most helpful. It could not be otherwise. I think what you and Mr. 
Brown have said has pointed up in a very significant way the problem 
which is developing between individually owned and managed busi- 
ness and highly concentrated managed business by integrated corpora- 
tions. 

It has been a growth that has been going on for years and huge cor- 
porate organizations that carry on business efficiently and well are be- 
coming political institutions as well as economic institutions. 
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I think there can be no doubt about that by anybody who studies the 
activities. ‘They do have an effect upon business here and abroad, and 
it is necessary for us all to learn the facts about them. 

You have contributed a great deal to laying the facts before us 
and we are very grateful to you for them. 

Mr. Vauenery. Thank you, sir. 

Senator O’Manoney. Let me say that one of the witnesses whom we 
expected to call this afternoon, in addition to Mr. Curry, was Mr. 
Bradley Cozzens, assistant chief engineer of the Department of Water 
and Power of the City of Los Angeles. I am advised that Mr. Coz- 
zens has a date with an airplane to return to California tomorrow 
about 12: 30. 

So, Mr. Cozzens, if you are in the room, be here at 10 o’clock in the 
morning and we will start with you. 

The committee now stands in recess until 10 o’clock tomorrow morn- 
ing in this room. 

(Whereupon, at 4:25 p. m., the committee recessed, to reconvene at 
10 a.m. Wednesday, February 13, 1957.) 
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EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 


WEDNESDAY, FEBRUARY 13, 1957 


UnIrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY AND 
SUBCOMMITTEE ON Pusiic LANDS, OF THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 10:20 a. m., in the 
Caucus Room, Senate Office Building, Senator Joseph C. O’Mahoney 
presiding. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney (presiding), and Dirksen, of 
the Subcommittee on Antitrust and Monopoly of the Committee on 
the Judiciary. 

Senator O’Mahoney (chairman of the Subcommittee on Public 
Lands), Barrett and Carroll, of the Subcommittee on Public Lands 
of the Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Gareth Neville, assistant counsel, Antitrust ; 
W. B. Watson Snyder, consultant, Antitrust; Peter Chumbris, coun- 
sel for minority, Antitrust; Carlile Bolton-Smith, counsel to Senator 
Wiley; Louis Rosenman, attorney, Antirust; Paul Banner, economist, 
Antitrust. 

Robert Murphy, professional staff member, Senate Interstate and 
Foreign Commerce Committee; and Stewart French, chief counsel, 
Committee on Interior and Insular Affairs. 

Senator O’Manoney. The committee will please come to order. 

Senator Wiley is detained at the meeting of the Joint Committee on 
Foreign Relations and Armed Services, considering the Middle East 
resolution. 

Senator Dirksen is undoubtedly on his way and will be here pres- 
ently. 

Senator Langer is improving but still not in condition to be present. 

So we will proceed. 

I understand, Mr. Cozzens, that somebody on your staff will first 
read a statement intothe record. Isthat the program ? 

Mr. Cozzens. The American Public Power Association wishes to 
read an introductory statement. 

Mr. McHvucu. The first witness was intended to be Mr. Alex Radin, 
general manager of the American Public Power Association. It was 
intended that he was to present his testimony yesterday. He was not 
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able to stay over and in his place Mr. James L. Grahl, assistant general 

manager of the association, will present the statement on behalf of 

Mr. Radin. And then Mr. Cozzens will present his statement. 
Senator O’Manoney. You may proceed. 


STATEMENT OF ALEX RADIN, GENERAL MANAGER, AMERICAN 
PUBLIC POWER ASSOCIATION, PRESENTED BY JAMES L. GRAHL, 


ASSISTANT GENERAL MANAGER, AMERICAN PUBLIC POWER 
ASSOCIATION 


Mr. Grauu. I am James L. Grahl and I will read the statement 
which Mr. Radin, our general manager, had intended to make. 

Mr. Radin asked me to convey to you his regret for not being able 
to be here but he has to go to Springfield, Mo. , this morning, to attend 
some meetings that have been scheduled for several months. 


[Reading :] 


The American Public Power Association, a national trade association, repre- 
sents more than 800 municipal and other local publicly owned electric utilities in 
the United States, Alaska, and Puerto Rico. 

With me are three representatives of member utilities and affiliated organiza- 
tions of the American Public Power Association. They are Mr. Bradley Cozzens, 
assistant chief electrical engineer of the Los Angeles, Calif., Department of Water 
and Power, the Nation’s largest municipal electric utility; Mr. Leo H. Miller, 
superintendent of the Lenox Municipal Light Department of Lenox, Iowa, and 
also representing the Iowa Association of Municipal Utilities; and Mr. Thomas 
A. Walsh, manager of the Light and Power Department at Hudson, Mass. 

I shall make a brief statement of the association's position, and then these 
gentlemen will present specific examples of the adverse effects on local publicly 
owned electric utilities of recent increases in the price of fuel oil. 

In addition, this committee last week, on Thursday, February 7, heard testi- 
mony from J. Dillon Kennedy, commissioner of utilities for the city of Jack- 
sonville, Fla. 

Mr. Kennedy, who is a director of the American Public Power Association, de- 
scribed the serious implications to his utility, one of the country’s larger muni- 
cipal electric systems, of increases in the price of residual fuel oil. 

Our association for some time has been concerned about the price and avail- 
ability of fuel oil. The reason for our concern is that, according to Federal 
Power Commission statistics for the year 1954, the latest year for which such 
information is available, fuel expense constituted 68.5 percent of the total pro- 
duction expenses of the class A and B local publicly owned electric utilities 
(those with gross annual electric revenues in excess of $250,000 per annum). 

It is of interest to note that for class A and B privately owned utilities, fuel 
expense represented 72.7 percent of total production expenses. 

Because of the need of many member utilities of the American Public Power 
Association for adequate supplies of fuel oil at reasonable cost, our organiza- 
tion for several years has opposed repeated efforts to place limitations upon 
imports of residual fuel oil into this country. 

Most recently the association’s president, William S. Peterson, general man- 
ager and chief engineer of the Los Angeles Department of Water and Power, 
and Mr. Walsh, who will testify before this committee, appeared at hearings 
held by the Office of Defense Mobilization to protest proposals for cutting back 
on our imports of fuel oil. 


I might interpolate there that we do not agree with the testimony, 
that is, the import of the testimony yesterday that there are adequate 
supplies of domestic fuel oil. 

enator O’Manoney. May I ask you this question: whether as a 
representative of a trade association which speaks for 800 municipal 
and other publicly owned electric utilities in this country, Alaska, 
and Puerto Rico, you would prefer to have the oil brought in by major 
oil companies who are associated in their operations w ith for eign gov- 
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ernments abroad who do not represent the interests of small business. 
nor for that matter of any publicly owned power enterprise, rather 
than protect the production by unintegrated producers in the United 
States ? 

Mr. Grau. Obviously, we do not look at it in quite that light, Sena- 
tor O’Mahoney. ¥ 

Senator O’Manoney. You would just rather have the oil wherever 
it comes from—that is the point. If it is cheap foreign oil, you would 
like that, even though the independent domestic producer might suffer 
at the hands of the major worldwide operators ? 

Mr. Grant. No, sir. I do not think that we would say that or sub- 
scribe to that, but the experience of some of our members has simply 
been that they cannot get the oil and, particularly, on the west coast 
during the past year, the system of the city of Los Angeles, a very 
large city, at one time about a year ago was down to 1 day’s reserve of 
fuel oil in its tanks. It is this kind of problem that causes our asso- 
siation to oppose restrictions in imports. It is simply that there has 
been more than one occasion when the oil didn’t seem to be available. 

I can assure you that it does not relate to any desire to favor the 
integrated companies over the independent companies. 

Senator O’Manoney. It is just an instance of the desire for a com- 
modity rising over the ideology of the consumer. 

Senator Dirksen. The other way of stating it, of course, is that 
you are charged with running a utility serving a lot of consumers. 

Mr. Gran. Yes, sir. 

Senator Dirksen. And you want to keep your cost down as far as 
possible in the interests of lower consumption rates for energy; isn’t 
that it? 

Mr. Grau. Yes, sir. 

Senator Dirksen. That is the economic equation that confronts you. 

Mr. Grane. I would like to ask Mr. Cozzens to comment, if this 
would be agreeable. I am sure Mr. Cozzens knows more about this 
problem than I do. 

Senator Dirksen. Of course, to show what the personal conflict can 
be, the coal producers and the petroleum producers in my State would 
uniformly be opposed to larger imports of residual oils. 

Mr. Granu. Yes. 

Senator Dirksen. On the ground that it affects their mining. 

Mr. Grant. Yes, sir. 

Senator Dirksen. But you are over on the other side of the coin so 
far as your interests are concerned 4 

Mr. Gran. Yes; that has been true. 

Senator Krravver. While he is interrupted, may I ask Mr. Grahl 
two questions ¢ 

This imported oil, so far as the price is concerned, does it make any 
difference to your customers, that is, do you get the benefit of this low- 
cost oil from the Middle East or from Venezuela, or is it all priced on 
the same basis? 

Mr. Gran. Senator, may I ask Mr. Cozzens to comment on that? 
He is much more familiar with that. 

Senator Keravver. I did not want to get into it in any extent. 

Mr. Grant. I would have to confess that I do not know. 
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Senator O’Manonry. Suppose, Senator Kefauver, that we permit 
the present witness to continue reading Mr. Radin’s paper, and then 
when Mr. Cozzens comes on the stand, you may address the question 
to him. 

Senator Kerauver. While you are talking about the percentage of 
fuel cost—68.5 percent as to publicly owned electric utilities, 72.7 as 
to privately owned utilities—can you give us a rough breakdown of 
the percentage of coal as against oil that 1 may be used He 

Mr. Grant. The overall percentage for oil according to a report 
of October 1956 by the Federal Power Commission is very small. Ac- 
cording to this report the energy produced by oil—electric energy, 
that is—in the year 1955 amounted to 6.8 percent, but the important 
point is that in certain States the percentage was very high. And, 
therefore, the matter of oi] supply is very important. 

In the State of Florida, 89.2 percent ‘of all of the electric energy in 
the State was produced using oil as fuel. 

In the New England States the average was 30.5 percent of all in- 
dustry. 

Senator Keravuver. I suppose in California it would be what ? 

Mr. Grau. 27.4 percent in the State of California. It is important 
in selected States. In other States it is of relatively little importance. 

Senator Kerauver. Thank you very much. 

Senator Carroiu. I wonder if I might put a question with reference 
to the two positions taken here. 

I understood there was a third position, that is, the question of sup- 
ply as you stated in California. You are concerned with the question 
of supply of oil 

Mr. Grau. Yes, sir. 

Senator Carrouu. In California. Outside of California there are 
other examples of the deficiency of supply ; are there ? 

Mr. Grant. I think this has occurred in all of the West Coast States, 
Senator Carroll. I do not have examples in addition to the west coast, 
however. 

Senator Carrouu. That is all at this time. 

Senator O’Manoney. Proceed. 

Mr. Grau [reading]: 





Following the announcements beginning January 3 of increases in the price of 
erude oil, the American Public Power Association began receiving reports of 
increases in the price of fuel oil to member electric utilities which burn oil to 
generate electricity. 

These reports came from municipal utilities in such States as Michigan, Ohio, 
New York, Illinois, Florida, Iowa, Massachusetts, Missouri, and California. 

J. Bryan Sims, superintendent of the Board of Public Works of Grand Haven, 
Mich., and a director of the American Public Power Association, estimates that 
increases since the first of the year in the prices of fuel oil will cost the Grand 
Haven municipal electric utility $47,000 during 1957. 

This represents an increase of more than 10 percent in fuel costs. C. P. Ketler, 
chief engineer of the Department of Public Works of Rockville Centre on Long 
Island, N. Y., and a former director of the association, states that a fuel-oil 
increase last month will cost his utility $20,000 during the year. 


This represents about a 7-percent increase, I would interpolate. 


Similar reports have been received from other municipal electric systems in 
several States. Commissioner Kennedy has testified that fuel-oil-price increases 
will cost the Jacksonville, Fla., municipal electric system more than $1 million 
this year. 
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Increases in the price of fuel oil were discussed by the American Public Power 
Association’s executive committee at a meeting on January 19, and the com- 
mittee unanimously adopted a resolution on these increases. 

Since the resolution is not long and because it clearly states the association’s 
position in this matter, I would like to insert it in the record at this point. The 
resolution is as follows: 

“Whereas many of the member electric utilities of the American Public Power 
Association use large quantities of fuel oil to generate electric power in steam 
and/or internal combustion generating facilities ; and 

“Whereas this association on numerous previous occasions has expressed its 
continuing concern about the price and availability of fuel oil; and 

“Whereas the association has received reports from member utilities in many 
parts of the country about recent substantial price increases in the cost of fuel 
oil; and 

“Whereas these price increases are not compatible with President Eisen- 
hower’s expressed desire that price increases which would be inflationary should 
be avoided ; and 

“Whereas press reports have indicated that these price rises may be a result 
of collusion among oil producers; and 

“Whereas it has also been reported in some quarters that the price rises are 
unnecessary and unreasonable and represent profiteering resulting from the Suez 
crisis ; and 

“Whereas these price increases will have a detrimental effect on the financial 
standing of many electric utilities, and may necessitate electric rate increases 
which would place undue burdens on household, commercial, rural, and industrial 
users ; and 

“Whereas the oil-price increases and the consequent increases in electric rates 
would seriously retard economic growth and have a particularly detrimental 
effect on some areas which are dependent upon fuel oil for their industrial de- 
velopment : Now, therefore, be it 

“Resolved, That the executive committee of the American Public Power Asso- 
ciation, in a meeting at Pittsburgh, Pa., on January 19, 1957, urges an immediate 
investigation by appropriate Federal Government agencies and committees of 
Congress of (a) the necessity and reasonableness of these recent price increase ; 
(b) whether or not such increases represent collusion among the oil producers; 
and (¢) whether price controls should he instituted, after a rollback in prices, if 
it is established that the aforesaid price increases are unwarranted and un- 
reasonable: And be it further 

“Resolved, That copies of this resolution should be sent to President Eisen- 
hower, appropriate Federal agencies and committees of the Congress, and to the 
press.” 

As the resolution indicates, our concern with the price of fuel oil is that of 
consumers. Many local publicly owned electric systems, particularly municipal 
utilities, burn fuel oil to generate electricity. 

In certain areas, where coal is not feasible for boiler fuel, fuel oil is used in 
steam-generating stations. In a number of areas, where natural gas is not avail- 
able, fuel oil is the only possible fuel for the diesel engines used by many smaller 
municipal electric systems for generating their electricity. 

It has been reported in the press that the municipal electric system at Talla- 
hassee, Fla., has increased its electric rates by 3 percent as a result of higher 
fuel oil costs. 

A privately owned electric utility, Florida Power & Light Co., has announced 
that it plans to raise its electric rates 5144 percent to meet the increased cost of 
fuel oil. 

Other utilities, in Florida and elsewhere in the Nation, will have to raise 
their electric rates if the price of fuel oil continues to climb. 

Let me remind the committee that increases in electric rates are not merely 
a matter of higher electric bills for individual consumers. Modern techniques 
of production, manufacturing, and even merchandising require increasing 
amounts of electricity. 

The cost of electricity is becoming a proportionately larger item in the cost of 
the goods and services we buy. If fuel-oil-price increases force higher rates for 
electricity, the consumer not only will pay higher electric bills but he also will pay 
for the higher cost of electricity in the increased prices he pays for goods and 
services. In short, a new inflationary spiral will be touched off. 
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President Eisenhower, in his messages to the Congress, has warned repeatedly 
of the potential peril to our prosperity in continued inflation. Last Wednesday, 


February 6, the President at his press conference was asked about the recent in- 
creases in oil prices. 


He said that price controls would have to be instituted if business and labor 
did not “discharge their responsibilities, and exercise their authority in con- 
formity with the needs of the United States * * *” 

The recent increases in the price of fuel oil are inflationary, not only because 


they raise the costs to consumers of fuel oil but also because, in many areas, 
they threaten to force electric rates higher. 

We do not pretend to be experts in the oil industry. However, from various 
press reports we have seen, we can only conclude that the oil companies, in 
raising the price of fuel oil after the Suez crisis, did not, in the President’s 
phrases, “discharge their responsibilities, and exercise their authority in con- 
formity with the needs of the United States * * *” 


Senator Dirksen. May I intrude there just a minute in the interest 
of accuracy ? 

I have understood that the President said that if labor and busi- 
ness did not do something, he said some controls of some kind would 
have to be instituted, but he did not say “price controls” and “wage 
controls.” I do not know what controls he had in mind. But I do 
notice that yesterday morning the economic adviser to the President 
did clarify that somewhat. 

Mr. Grant. I did not see that. 

Senator Dirksen. He did not have price controls in mind. I think 
T am correct. But I am correct about the language that the President 
actually used in the press conference because it cropped up and I 
went back to ver ify, to see whether he had said that we would have to 
impose wage and price controls. He simply said “controls of some 
kind.” 

Mr. Grant. I am sorry that the statement is not accurate. I am 
sure it was inadvertent. 

Senator Drrksen. I am sure, too. 

Senator O’Manonry. The allusion, however, was to the controls by 
the Government. 

Senator Dirksen. That is right. 

Senator O’Manonery. Proceed. 

Mr. Grane (reading) : 

For example, we note that an article in the New York Times of January 11, 
1957, stated as follows: 

“Despite record production, this country has an excess, unused capacity of 
about 2 million barrels of oil a day. Inventories of crude oil and products are 
abnormally high. 

“Hence, some contend that the rise in prices from the well to the ‘gas’ pump 
is not justified, particularly since earnings in the industry are at a record 
level. * * * 

“At first, crude-oil inventories were drawn upon to meet most of the increased 
demand. But despite heavy withdrawals, these were not reduced to the level 
of a year earlier until the close of 1956, when they were about 260 million barrels, 
a level still believed by some in the industry to be too high. * * * 

“The price rise may bring out more oil. At least, that is its alleged purpose. 
However, it takes months to build new pipelines, and that is where the bottleneck 
is said to be. Unless some oil was being held off the market intentionally, some 
believe, the present rise will not result in much greater supply—if a greater supply 
is needed.” 

Senator O’Manonery. It ought, perhaps, to be remarked at that 
point, that applications have been filed with the Office of Defense 
Mobilization for the building of pipelines. These applications, the 
recent ones of which I speak, have not been acted upon as yet. 
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Mr. Grau. I see. 

Senator O’Manonry. You may proceed. 

Mr. Gran (reading) : 

A day after this article was published, the New York Times reported, as is 
well known by your subcommittee, that the Texas Railroad Commission has 
increased the flow of crude oil from Texas fields for February by 92,970 barrels 
a day to 3,543,672 barrels, a record high for Texas. 

A producing pattern of 15 days was set for the short month compared with 17 
days for January, the Times states. The newspaper article then added, sig- 
nificantly: ‘““‘The increase was the smallest the commission could grant for 
February.” 

These newspaper articles and other reports have led us to believe that your 
joint subcommittee hearings should thoroughly explore the need for price controls 
on fuel oil. 


We have no particular brief for price controls, per se, but this appears to be 
a situation of such vast importance to the economy that action by the Government 
is urgently required in order to protect the public interest. 

If it is found necessary to establish price controls on fuel oil, they should, in 
our opinion, provide for a rolling back of fuel-oil prices to pre-Suez levels. 

I would like to comment very briefly on a chart which was included 
in the testimony yesterday of Mr. W. M. Vaughey of the Independent 
Petroleum Association of America, showing that there was a close 
concurrence between the increase in the number of total oil wells 
drilled and the total value of petroleum production. 

But the trouble with this graph is that different scales are used on 
different sides of the graph. And as a matter of fact, this close con- 
currence did not occur. 

The value of the petroleum production increased about 200 percent 
in this 10-year period. And the number of wells drilled only increased 
90 percent. 

It seemed to me that this was a somewhat misleading representation. 

Senator O’Manoney. Have you identified the chart ¢ 

Mr. Grau. It is the chart following page 5. 

Senator O’Manonry. Identify it, please, by the title. 

Mr. Grau. The title of the chart is “Total Value of Petroleum 
Production Versus Total Wells Drilled 1946 to 1956.” 

Senator O’Mauonry. This is in the testimony of Mr. Vaughey ? 

Mr. Granu. Mr. W. M. Vaughey. 

Senator O’Manoney. Yes. That will make it clear to anybody who 
reads the record to what chart you were referring. 

Mr. Grau, Yes, sir. 

It was with a deep sense of gratification that we learned of the hearings of 
your subcommittees and we look forward with a great deal of anticipation to 
your report on the causes of these increases and the remedial action that should 
be taken promptly in the public interest. 

Senator O’Manonry. Thank you very much. 

Are there any further questions ? 

Senator Dirksen. I have only one question, but probably you can’t 
answer it. 

I was going to ask Mr. Radin what increases there have been in rates 
at Los Angeles over the period of, oh, let us say, 10 years. 

Would you be familiar with that ? 

Mr. Granu. Mr. Cozzens, the next witness, is the assistant chief 
electrical engineer and would be thoroughly familiar with that. 

Senator Dirksen. Very well. Thank you. 
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Senator O’Manoney. There being no further questions, we are very 
grateful to you, sir, for having presented Mr. Radin’s paper, and for 
having so willingly answered the questions that have been addressed 
to you. 

Mr. Grauu. Thank you. 

Senator O’Manonry. Before calling Mr. Cozzens, I want to read 
into the record a telegram which I received this morning from Mr. 
Hines H. Baker, president, Humble Oil & Refining Co. This is dated 
February 12. 

Will be in Washington Friday, February 15, to deliver records in response to 
your committee’s subpena. That would be a convenient time for me to give 
testimony before your committee and shall appreciate it if you will permit me 
to make my appearance while I am in Washington that day. 

Will you please advise by telegram whether or not this can be arranged? 

Signed, “Hines H. Baker, President, Humble Oil & Refining Co.” 

The first inquiry about the testimony of Mr. Baker, whom we had 
subpenaed for the presentation of certain records, came the night be- 
fore last. I had a letter from Mr. Walter Hallanan, the pr esident of 
the National Petroleum Council. Senator Neeley, of West Virginia, 
also had an inquiry from Mr. Hallanan. Both of these suggested the 
desirability of hearing the testimony of Mr. Baker. 

The committee itself wanted Mr. Baker to testify, but we had pre- 
viously set up a schedule. This schedule included people like the forth- 
coming witness, Mr. Cozzens, who comes from Los Angeles. We had, 
also, arranged for the Secretary of Interior, to appear tomorrow. 

We advised Mr. Baker and’Mr. Hallanan and all who made these 
inquiries, immediately upon receipt of their inquiries, that it might be 
impossible for us to disrupt our program to hear him on Friday but 
that we would hear him, we wanted to hear him, but it probably would 
be likely that he could not appear to testify until next week. 

I have no means of knowing how long the testimony of Secretary 
Seaton will’take. I am sure that members of the committee will de- 
sire to afford the Secretary full opportunity to make a statement with 
respect to this voluntary program of which he is the Administrator. 

And I am sure that many members of the committee will want to 
ask questions of Secretary Seaton who has given us, as I have said be- 
fore, every evidence of a complete desire to cooperate with the com- 
mittee. 

I have personally advised Mr. Baker’s representatives, who have 
been in Washington, what the situation is, but I feel that it ought to 
be made a matter of record so that there will be no suggestion of any 
kind that we are preventing Mr. Baker from explaining why the Hum- 
ble Oil Co. raised oil prices. 

The documents for which we entered the subpena will be received 
when they are presented, which will be on Friday. And, of course, 
documents of that kind have to be subjected to some study by members 
of the staff and by such committee members who have the time to look 
at them in advance. 

Mr. Cozzens, we are ready to proceed with you. 
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STATEMENT OF BRADLEY COZZENS, ASSISTANT CHIEF ELECTRICAL 
ENGINEER OF THE DEPARTMENT OF WATER AND POWER, CITY 
OF LOS ANGELES 


Mr. Cozzens. My name is Bradley Cozzens. I am appearing before 
you today on behalf of the Department of Water and Power of the 
City of Los Angeles in which organization I hold the position of assist- 
ant chief electrical engineer. 

This department is a publicly owned municipal utility serving water 
and electric energy within the city of Los Angeles and to a limited area 
in the Owens Valley, which is a part of the watershed area supplying 
the Los Angeles aqueduct. 

The power system of this department has the responsibility of serv- 
ing the electrical requirements of the city’s population of over 244 mil- 
lion persons and in addition, of meeting the rapidly growing demands 
for an ever-increasing industrial, commercial, and residential growth 
of this area. 

I am appearing before you today in response to the verbal request to 
Mr. Alex Radin, general manager of the American Public Power As- 
sociation, that members of that association be invited to present testi- 
mony regarding conditions pertaining to, and the effects of, the recent 
fuel oil price increases. 

I would like to present to your honorable members a recital of con- 
ditions which have developed in connection with fuel supply in Cali- 
fornia and particularly with relation to the availability and price of 
fuel oil to this department of water and power. 

Description of system and requirements: The department of water 
and power, as mentioned, serves the entire area within the city limits of 
Los Angeles with the exception of street railways which during the 
past year had a demand of approximately 20,000 kilowatts and utilized 
52,874,000 kilowatt-hours. 

The population of this area as released by the county regional plan- 
ning commission was 2,298,000 as of January 1 of this year. 

The demand for energy from the department’s system to supply 
its own customer needs currently is 1,280,000 kilowatts and during the 
year 1956 required 6,256 million kilowatt-hours. 

The sources of this energy include powerplants along the original 
aqueduct from the Owens Valley to the city of Los Angeles, recently 
constructed hydroelectric powerplants in the Owens Gorge, and our 
contractual obligations with the Federal Government for energy from 
the Hoover powerplant. 

These hydro sources constitute 678,000 kilowatts of our total system 
capacity of 1,643,000 kilowatts. The remaining capacity is in 3 steam- 
electric generating plants, having a total capacity of 965,000 kilowatts. 

These 965,000 kilowatts are in oil or gas fuel-fired steam generating 
facilities. 

The department currently is installing at its Scattergood steam 
plant the initial two fuel-fired steam-electric generating units with a 
combined capacity of 312,000 kilowatts. 

This plant is designed to accommodate additional units to provide 
a total capacity of over 1,200,000 kilowatts. An additional plant site 
is available and designs started for the development of over 1,300,000 
kilowatts. 
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Initially that will be a fuel-fired plant. Eventually it may include 
some atom-fired units. 

Senator O’Manonry. I might say, incidentally, that the Colorado 
River does not furnish you enough energy yet, does it? 

Mr. Cozzens. Not at all, definitely not. 

This department, like most of the utilities on the Pacific coast, has 
been supplied primarily from hydroelectric sources. 

As recently as 1952, 81 percent of our total system generation of 
over 5,269 million kilowatt-hours was supplied from hydroelectric 
sources, requiring only 18 percent from our own steam-electric plants 
plus asmall amount of purchased energy. 

This condition has completely reversed itself and as of the current 
year, only 23 percent of the department’s requirements could be met 
from its hydroelectric sources, requiring over 77 percent of the energy 
to be produced from fuel-fired plants, including a small amount of 
energy purchased from interconnected utilities. This energy is usually 
produced with surplus natural gas. 

This is the general condition, to a somewhat lesser degree, through- 
out the State due to the rapid growth of both industry and population 
and the limited number of potential hydroelectric sites syitable for 
economic development. 

Specifically, the utilities in California in 1952 produced 70.22 per- 
cent of their requirements from hydro sources and 29.78 percent from 
steam sources. In 1955, however, the hydro sources produced only 
36.93 percent of the total requirements while steam sources produced 
the remaining 63.07 percent. 

It is not a Los Angeles situation—it is a California, and in fact, 
the Western States situation, but not so pronounced in the Northwest. 

To give a better understanding of the fuel problem in California I 
believe we should review further the cause for the very sudden change 
in the fuel requirements of this department and the other major utili- 
ties in southern California. 

To assure the construction of the Boulder Canyon project and 
Hoover Dam and powerplant, the department of water and power, the 
Southern California Edison Co., and the California Electric Power 
Co., in addition to their direct allotments, agreed to take and pay for 
energy from this project unused by other allottees pending the time 
when such allottees would require this energy for use on their own 
systems. 

The Metropolitan Water District of Southern California likewise 
contracted for 35.25 percent of the energy, the major portion of which 
it was not able to use for many years, and this energy likewise was 
purchased by the three above-mentioned utilities. 

The States of Arizona and Nevada each had allotments of 17.625 
percent from the Hoover powerplant. These States have developed 
quite rapidly during the past 8 years and have asserted their rights 
for their entire allotments from the Hoover powerplant. 

Likewise the rapid growth in southern California and the increas- 
ing need for water supply has required a continually increasing pump- 
ing of water into the metropolitan water districts aqueduct. 

Further, during the past 10 years and particularly during the past 
3 years, the Colorado River Basin has suffered a material drought such 
that during the 1954-55 water season only 88 percent of firm energy 
was available from the project. 
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During the year just past, 1955-56, only 63 percent of firm energy 
was available. The current oper ating ye ar, 1956-57 was planned on 
the basis of 65 percent of firm energy, but the current outlook again 
indicates 63 percent, with no secondary energy at all. 

To indicate more definitely what such changes mean to the depart- 
ment of water and power, 1952 was a rather heavy runoff year and at 
that time the States of Arizona and Nevada had not withdrawn an 
appreciable amount of their energy. 

The department that year (1952) received for its own use from the 
Hoover powerplant 3,361 million kilowatt-hours. 

During the calendar year 1956 it received only 534 million kilowatt- 
hours, and during the contract year in which we are now operating, 
June 1, 1956, to May 30, 1957, we will receive only 464 million kilowatt- 
hours. 

The difference between a high production year like 1952 and the 
present year is over 3 billion kilowatt-hours. This energy must be 
replaced by burning additional fuel oil in the steam plants of this 
department. 

‘To replace 3 billion kilowatt-hours will require the burning of ap- 
proximately 5.5 million barrels of fuel oil or the cor responding equiva- 
lent in gas. This is the requirement of the department of water and 
power alone and an almost equal amount was required for the South- 
ern California Edison Co. and the California Electric Power Co. 

That energy must be replaced by the burning of something ap- 
proaching 10 million barrels of fuel oil on the Pacific coast. 

The utilities on the Pacific coast, including this department, re- 
ceive a portion of their fuel requirements from surplus or interrup- 
tible gas which is available largely during the summer months. 

Very little, if any, such gas, is available exc ept under extremely 
warm Weather conditions during the winter months. The availability 
of this gas is quite variable from year to year which results in some 
fluctuation in fuel-oil requirements. 

The major fluctuations, however, are due almost entirely to the vari- 
ations in the availability of hydroelectric power. 

Since 1956 the department of water and power has utilized fuel oil 
in the following amounts: 


Barrels Barrels 
ee Attlee estas tactile de 951, 838 | i en iN 1, 426, 0SO 
Be ig i I nica ccittbaseccnineiintnbacee odes 3.160, 5 21 
a a a a Sea 1, 391, 295 Bates dria secherwecsnd nuancaceicahare oie 1, 677, 967 
I so as eee eo ee ES ROEN Oe UE TONG vetdatciech owt cented et ight nn tendter bork debe 4, 418, 061 
1950___- li cia the Nahe iste talline il if 437, Pe BOGE tia bet aslideddn oe 4, 457, 579 
I Oe ad ee 3, é 37: 5, O16 


During recent years the use of fuel oil by all electric utilities in dis- 
trict No. 5 have also shown considerable fluctuation. 


Barrels | Barrels 
on ed © 810 000) 10Gb ee ie 11, 388, 000 
eas 10 DOT COO FOG inci ciei csieiicn ccna 22, 205, 000 
oT EERE P SS ECE et 14, 448, 000 | 1956_.......---._.__-_.__ * 22, 000, 000 
TR | 


1 Estimate based on 10 months’ use. 
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These heavy uses in 1955 and 1956 are the direct result of the low 
water condition which I have just mentioned. 

It is seen readily that with the exception of 1951 and 1953, the 
department of water and power has not been a major user of the oil 
consumed by public utilities in the Western States. 

During 1955, however, the department’s total fuel requirements 
rose to 7.8 million barrels oil equivalent of which 4,418,000 barrels 
were supplied from fuel oil and the remainder from gas. 

During the past year the requirement was 8,316,000 of which 4,457,- 
000 was required from fuel oil and the remainder supplied from inter- 
ruptible gas. 

The history of fuel oil on the Pacific coast has always been one of 
excess with the possible exception of a few years during the war. 

This department has maintained relatively large storage compared 
to its requirements so that it has been in a position to satisfy its re- 
quirements by spot purchases from time to time at relatively favorable 
prices. 

In the spring of 1955, news reports indicated that the fuel oil in 
storage on the Pacific coast was approaching 40 million barrels. 

I might add here this is not substantiated by the official Bureau of 
Mines records, because a portion of it was in storage for purchases, 
in other words, having been paid for it was in the tanks of the pur- 
chaser, or of the company being held for the purchaser. 

The record indicates that a maximum of approximately 30 million 
barrels were in storage during 1955. 

This indicated a very favorable situation for the purchaser and 
our purchasing group was requested to process specifications and 
requests for a limited amount of oil to meet our immediate needs. 

This was in advance of our knowledge that the energy supply from 
the Hoover powerplant would again be reduced from the low of the 
previous years. 

Concurrently, we were carrying on negotiations with one of the 
major oil companies for a supply of high-viscosity fuel oil for our 
Scattergood steam plant, scheduled for operation in 1958. 

We had reasonable assurance at that time of adequate supplies of 
fuel oil for several years in the future. 

Without our knowledge and without any notification to us by any 
of the local suppliers, eastern oil companies came to the Pacific coast 
and because of the excess oil in storage and the relatively low prices 
at that time, as well as the low tanker rates, made large purchases of 
fuel oil for shipment to Eastern United States and other areas. 

We have varying reports of from 11 to 20 million barrels. 

As reflected in the attached curve and tabulation, appendix II (pp. 
1 and 2), over 39,750,000 barrels were reported from district No. 5 
during 1955 in comparison with a maximum export during the previ- 
ous 3 years of only 21,700,000 barrels. 

(The charts are as follows :) 
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The electric utilities’ requirements also were increased due to a 
low water supply in California and the Colorado River Basin and the 
curtailment of Hoover energy previously mentioned. 

The tabulation on page 7 shows that the use by utilities in 1954, 
which was 11,388,000 barrels, increased to nearly double that amount, 
or 22,205,000 barrels, in 1955. 

The electric utilities thus increased their requirements during that 
year by nearly 11 million. 

The additional 11 million barrels required by the utilities coupled 
with a movement from the district of 18 million barrels resulted in 29 
million barrels of fuel moved out of the west coast or consumed by 
utilities above that which had been the previous practice in the area. 

These new excessive exports of over 18 million barrels above pre- 
vious years, plus the increased utilities’ use of over 11 million barrels, 
or a total of over 29 million barrels, created a fuel-oil shortage of 
near famine proportions on the Pacific coast. 

Thus the department of water and power found itself in the fall 
of 1955 in a fuel-oil market which had been depleted seriously by the 
purchases by eastern oil companies and by the added demands of 
local utilities. 

Many of these utilities, because of the previous high use require- 
ments, had protected themselves with negotiated long-term contracts. 

The department is required by city charter to purchase by com- 
petitive bid. Requests for bids were progressed from September 
1955 through December 1956. 

These covered varying amounts—that is, items on the bid—from a 
minimum of 50,000 barrels, for delivery to a small standby and peak- 
ing plant, to requests for 3.6 million barrels in the then current year 
and 5 million barrels per year indefinitely thereafter. 

The initial bids accepted in September 1955 were from $0.04 to 
$0.07 per barrel below the posted price, which at that time was $1.80 
per barrel for pipeline delivery and $1.85 plus handling charges for 
truck and trailer or tank-car delivery. 

The quantities offered in response to this and 2 succeeding requests 
fell far short of meeting our requirements even at prices $0.50 per 
barrel above the posted price which had advanced to $1.95 per barrel 
late in October. 

Senator O’Manoney. To what pipelines do you refer? 

Mr. Cozzens. These, in general, are the local interconnecting pipe- 
lines in southern California to which we have connections to our 
major tank farms. 

Senator O’Manonry. These are pipelines which will transport 
California oil to the city of Los Angeles? 

Mr. Cozzens. From local refineries to us directly ; yes. 

Senator O’Manoney. Are you aware that there has been an applica- 
tion pending for the construction of a pipeline from Texas to Cali- 
fornia ¢ 

Mr. Cozzens. I was not aware of one from Texas. I knew there 
was one to Four Corners, the Arizona-Nevada-Utah Four Corners 
area. [was not aware of the other one. 

Senator O’Manonry. Of course, as a Senator from the State of 
Wyoming which is interested in the development of the waters of the 
upper basin of the Colorado, I sympathize with Los Angeles in the 
deficient supply of hydroelectric power. 
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Inasmuch as the inhabitants of the Upper Basin State would much 
rather use the water as it flows by their doors than let it go unused 
down into California with its supply of oil, and with the possibility 
that by pipeline deliveries from Texas it could improve the situation of 
the independent oil producers in Texas, I would be very happy and 
I shall immediately undertake to check upon what is holding up that 
application. Only this morning I was advised by telephone by Mr. 
Glasgo of Dallas, Tex., that he and his associates have been trying to 
promote the building of a pipeline to deliver oil to California, and, 
therefore, of course, to relieve the shortage of the plant that you rep- 
resent. 

Mr. Cozzens. Yes. I knew that a line had been proposed to central 
Arizona. I did not know that it had come any closer to the west coast. 
If it comes that far we would, of course, use it on the west coast. 

Senator O’Manoney. I think we are probably referring to different 
pipelines. 

Mr. Cozzens. There is the other one, however, that is currently 
pending, and I think the application is quite well progressed—the 
one from the Four Corners, a new development there which will bring 
that oil to the Los Angeles area. I understand it has already been 
contracted for by the major oil companies and currently is being 
shipped by pipeline into Texas and then by tank car into Los Angeles, 
at a relatively high rate, incidentally. 

Senator O’Manonry. This isa major oil company ¢ 

Mr. Cozzens. I think it is a combination of Shell, Richfield, Stand- 
ard and possibly some others. It isa joint venture. 

Senator O’Manoney. It raises a very interesting question both for 
the lower basin and for (¢ sin of the Colorado 
and for California and for Rbniatos like Senator C arroll of Colorado 
and Senators from the other Upper Basin States. 

Mr. Cozzens. We wish we could deliver more water into both the 
Lower and Upper Basin States. 

Senator O’Manonery. Maybe you could use tankers and maybe we 
could figure a way to get it over the mountains from the upper part 
of the Pacific coast, but I doubt it. 

Proceed. 





FUEL OIL CRISIS 


Mr. Cozzens. With this deficiency, an emergency condition was 
declared by the board of water and power commissioners and the city 
council, and we were permitted to negotiate directly for oil from 
November 11, 1955, until February 15, 1! 156. 

If you would turn to the chart, it shows very definitely the prices 
at which oil was offered and the prices paid. 

Under negotiation, oil was secured to meet our immediate needs 
but some purchases were nearly $1 per barrel above the posted price. 

Conventional fuel oil supplied by the major oil companies was at 
the posted price. Some special runs and cracking stock were fur- 
nished by the major oil companies at incremental costs above the 
posted price. 
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Some of these ran between $0.60 cents and $1 a barrel above their 
posted price. 

Bids again were requested for return February 16, 1956, on 1,850,000 
barrels of oil. Responses to these requests ranged from $0.65 to $1.33 
per barrel above the posted price. 

The posted price was $2.10 a barrel at that time. 

Senator Keravuver. W hat posted price are you talking about, the one 
in California ¢ 

Mr. Cozzens. This is the posted price of the five major oil companies 
in California. Incidentally, they are not always the same. 

The chart on the following page will show that up to December of 
1955, they were the same, at $1.95 per barrel. As of that date, one of 
the companies went to $2.20 per barrel. 

The other companies did not move until February, at which time 
they went to $2.05. Then from the last of February until about the 
4th of March, all of the companies but 1 raised to $2.10 per barrel. 
The one company, however, maintaining its price at $2.20 until October 
of this year. 

Senator Krravver. I don’t understand the meaning of the “posted 
pr ice.’ 

Mr. Cozzens. The posted price in the Los Angeles Basin. 

Senator Krrauver. If they charge you 65 cents to $1.33 per barrel 
above the posted price, then what is the meaning of the posted price ? 

Mr. Cozzens. This point that I am getting to, Senator Kefauver, 
is that we were forced during this emergency condition to buy our 
major supplies through brokers. 

The major oil companies, who prior to this time had supplied us over 
96 percent of our total requirements, failed to meet our requirements 
entirely and we had to purchase over 43 percent of all of the oil which 
we secured from September of 1955 up until the current date through 
brokers. That is our big protest here. 

Senator Kerauver. The major oil companies stayed with their post- 
ed price but the brokers charged the additional amount ? 

Mr. Cozzens. They charged the additional amount. And the only 
change that the major oil companies made in their price was when 
they had to give us cracking stock or straight-run fuel or actually 
changed a refinery operation in order to produce additional fuels at 
incremental cost, particularly for us. 

We do not agree that they could not have met our demands with bet- 
ter planning; but they did not, and this was the situation which we had 
to face. 

Senator Krrauver. Before we leave this broker matter, how does 
it happen that the brokers had oil that they could furnish you at an 
excess price, and the major oil companies did not have it ? 

Mr. Cozzens. There are 2 or 3 means whereby that is accomplished. 

First, a person who has oil, or owns oil rights, may take royalties 
for that oil from the major companies in trade. They frequently have 
agreements whereby they can specify the type of oil that they may 

take. Also, many of the brokers have entered into agreements or 
commitments with the companies whereby they have agreed to take 
specified quantities of oil within a specified period. 
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So that a person who has initial crude oil rights may be able to sell 
as a broker fuel oil as his royalty rights in that oil or he may have 
contracts for the delivery of fuel oil to his account. 

Senator Keravuver. You mean the big companies paying over to 
their brokers? 

Mr. Cozzens. That is part of their agreement. 

Senator Kreravuver. The brokers sell to you in turn at a price of 
65 cents to $1.53 above the posted price. 

Mr. Cozzens. That is right. 

Senator Knravuver. Why did not the big companies keep the oil and 
sell it to you ? 

Mr. Cozzens. I think in many cases the agreement under which they 
are licensed to drill on individual properties requires the delivery of 
royalties on products specified by ih licenses. 

And in addition, some of the brokers make outright purchases in 
advance, in other words, somewhat of a market gamble. 

Senator Keravuver. Does more oil get into the hands of brokers than 
during other periods when the price was lower? Did that occur? 

Mr. Cozzens. I do not have those exact figures. I am not certain 
of that. 

Senator Keravuver. If you got your oil from the major companies 
when the price was low and when the price squeeze came, you had to 
get it from the brokers, it would indicate more oil was in the hands 
of brokers. 

Mr. Cozzens. So far as we are concerned very definitely. We went 
from 6 percent purchased from brokers to 43 percent from brokers. 

Senator Kerauver. Are these brokers independent brokers or are 
they connected with the oil companies? 

Mr. Cozzens. In general they are independent, except as they may 
be tied in with the company through the fact that the company may be 
a purchaser of oil rights which they own. 

But a great many of them are entirely independent, doing business 
under their own name and on their own behalf. 

Senator Kerrauver. Are some of them subsidiaries of the big 
companies / 

Mr. Cozzens. I do not know of any that are that, Senator. 

Senator Keravuver. The big companies use this as a means of paying 
off their royalty or their contractual obligation to the broker ? 

Mr. Cozzens. That is not uncommon on the west coast. 

Senator Kerauver. And you, the utility, pay—— 

Mr. Cozzens. The premium. 

Senator Keravuver. Pay the premium. 

Mr. Cozzens. That istrue. Ina time of shortage like this, yes. 

(Appendix 1 of Mr. Cozzens’ statement is as follows :) 
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APPENDIX 1 
BUNKER FUEL OIL 
Specifications No. 8970 


Bids opened September 27, 1955. 
Posted price via pipeline, September 27, 1955, $1.80. 


Total requested ___- 


Via pipeline for harbor steam plant 
Via truck and trailer or tank car for valley steam plant 
Via truck and trailer for Seal Beach steam plant-- 


Total offered..........-- 


For harbor steam plant. 

For valley steam plant_ 

For Seal Beach steam plant... 
Total purchased - - --- 
Via truck and trailer for valley steam plant- 

Via truck and trailer for Seal Beach steam plant. - -- 


DETAILS OF PURCHASE 


417 


Barrels 
575, 000 


400, 000 
100, 000 
75, 000 








260, 000 

None 
80, 000 
180, 000 


115, 000 


"40, 00, 
75, 00! 
0 





| 
| Barrels | Unit Posted | Delivery 
| | price price! | 
ae eee nd esata | | . scissile 
Quantities purchased - - --- | 75,000 | $1.948 | $2.02 | Seal Beach steam plant via truck and trailer. 
| 40,000 | 2.0789 | 2.12 | Valley steam plant via truck and trailer. 
Quantities rejected _....._.- 10,000 | 1.99 2.02 | Seal Beach steam plant via truck and trailer. 
| 20,000} 212 | 202) Do. 
| 75,000} 217 | 202/ Do. 
|} 10,000; 211 | 2.12 | Valley steam plant via truck and trailer. 
10,000} 213 | 212] Do. 
10,000 | 2.16 2.12} Do. 
2.18 212 | Do. 


| 10,000 
| | 


| For truck and trailer delivery including hauling charge. 


Specifications No. 8998 


Bids opened October 17, 1955. 
Posted price via pipeline October 17, 1955, $1.8375. 


NE os cs vedesnadlndawkcadbnscsncepeshakinoes 
Via pipeline or truck and trailer for harbor steam plant_ -- 
Via truck and trailer or tank car for valley steam plant 


Total offered... -_- 


Via truck and trailer for harbor steam plant__.-- 
Via truck and trailer for valley steam plant- 


Total purchased - - -- 


Via truck and trailer for harbor steam plant_...- 
Via truck and trailer for valley steam plant--- 


DETAILS OF PURCHASE 





| 





Barrels Unit Posted 
price | price? 
Quantities purchased_-- 10,000 | $2.02 $2. 0575 
10,000 | 2.0206 2.1575 | Vall 
40, 000 2.0373 | 2. 0575 | 
460,000 | 2.1295) 2.1575 
10, 000 2. 25 2. 0575 
40, 000 2. 27 2. 0575 Do. 
2. 29 Do. 


} 20,000 | 2. 0575 | 


! Posted price is mathematical average of 4 companies, 1 at $1.95 and 3 at $1.80. 


2 For truck and trailer delivery including hauling charge. 


Delivery 


Barrels 
1, 700, 000 


1, 200, 
500, 


000 
000 


590, 000 


000 
000 


120, 
470, 
590, 000 


120, 000 


* 470,000 


Harbor steam plant via truck and trailer 
ey steam plant via truck and trailer. 
Harbor steam plant via truck and trailer. 
Valley steam plant via truck and trailer. 
Harbor steam plant via truck and trailer. 
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Specifications No. 9024 


Bids opened November 4, 1955. 
Posted price via pipeline November 4, 1955, $1.95. 


Barrels 

Total requested _.._..........--- ire hietsiere art ie crt 5 AOI UN al Rian ae hid 250, 000 
Via pipeline for harbor steam plant_-_....__._._.___- Sew ects ei BU ‘ 200, 000 
Via truck and trailer for Seal Beach steam plant-___-___- nc kacemechabeae a “eet 50, 000 
I ice cece titantron <i ccccilibeleahtinigs aapinagnaial Saad aoe ; 89, 000 
For harbor steam plant_______...._..-_--- OE pebeaa oe None 
Via truck and trailer for Seal Beach steam plant_- oe hen he eer os srk at SK _. 89,000 
Total purchased (via truck and trailer for Seal Beach steam plant) _- ; 49, 000 


DETAILS OF PURCHASE 


| | | 











Barrels | Unit Posted y Delivery 
| price | pe price ! 
Quantities purchased ____- 4, 000 | $2.13 | $2.17 | Seal Beach steam plant via truck and trailer. 
| 20,000 2. 244 2.17 | Do. 
25, 000 2. 42 2.17 Do. 
Quantities rejected________. 40, 000 2.52 | 2.17 Do. 
1 For truck and trailer delivery including hauling charge. 
Specifications No. 9027 


Bids opened November 14, 1955. 
Posted price via pipeline November 14, 1955, $1.95. 
Barrels 


ee i tl ‘ ; : Fai se 3, 230, 000 


Via pipeline or truck and trailer for harbor steam plant ____- ale ath 1, 800, 000 
Via truck and trailer or tank car for valley steam plant_____- i 1, 300, 000 
Via truck and trailer for Seal Beach steam plant. _--_- one ; 130, 000 
I isiiichioeccascweqeon Sears ; sleidc: deemed tata tl + 1, 355, 000 
Via pipeline for harbor steam plant. __- oa . 100, 000 
Via truck and trailer for harbor steam plant Sak 490, 000 
Via truck and trailer for valley steam plant. _- 765, 000 
For Seal Beach steam plant__. ; we . _None 
Total purchased ___. 7 = : , 1. 355 000 
Via pipeline for harbor steam plant. . wide y : 100, 000 
Via truck and trailer for harbor steam pl ee. : ; 490, 000 
Via truck and trailer for valley steam plant.._......__. 5 gi dasa 765, 000 


DETAILS OF PURCHASE 


l 
Barrels | Unit | Posted | Delivery 


; 
| | price | price 
ae eee y eee seen ers a = 
Quantities purchased. 100,000 | $1.95 | $1.95 | Harbor steam plant, pipeline. 
40,000 | 2. 1706 | 12.27 | Valley steam plant via truck and trailer 
220,000 | 2.394 | | 2.17 | Harbor steam plant via truck and trailer 
50,000 | 2.49 | 12.17 | Do. 
40,000} 252 | 12,17) Do. 
80,000 | 2.67 | 12.17 Do. 
695, 000 . 75 12.75 vas steam plant via truck and trailer (Bakers- 
| eld). 
30, 000 2. 80 12.75 | Do. 
100, 000 2. 92 12.75 aoe steam plant via truck and trailer ( Bakers- 
eld). 


! Posted price for truck and trailer delivery including eiaeies charge. 
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Specifications No. 9126 


Bids opened February 17, 1956. 
Posted price via pipeline, February 17, 1956, $2.05. 


Barrels 
I icici hercliini eee sa elie ce i 1, 850, 000 
Via pipeline or truck and trailer for harbor steam plant -____.__.________ 1, 250, 000 
Via truck and trailer or trank car for valley steam plant____-_-________--~ 500, 000 
Via truck and trailer for Seal Beach steam plant__-_-_--_--___.________ 100, 000 
as aes neta cette Gceaaepee acim iieesomtaenne enorestmainlibcakcboasepnineoes ke 45, 000 
a cseanigrereeeennnnaiiinimeeinanenew enue a 850, 000 
Via truck and trailer for harbor steam plant_..____--_________________ 15, 000 
Via truck and trailer for valley steam plant.___~...._.____-_-._-_______ 330, 000 
Via railroad tank car for valley steam plant_....-._-._..__________-___ 150, 000 
Via truck and trailer for Seal Beach steam plant___.__________________ 100, 000 


DETAILS OF PURCHASE 





Barrels Unit Posted | Delivery 
price price 
Quantities purchased .--| 100,000 $2.92 1 $2.27 | Seal Beach steam plant via truck and trailer. 
550, 000 2.86 2.05 | Harbor steam plant, pipeline. 
300, 000 3, 00 2.05 Do. 
Quantities rejected 100, 000 2.98 12.37 | Valley steam plant via truck and trailer, did 
| not meet specifications 
15, 000 3.12 12.27 | Harbor steam plant via truck and trailer. 
25, 000 3.70 12 37 | Valley steam plant via truck and trailer. 
50, 000 3.08 | 12 37 Do. 
60, 000 3.15 12 37 Do. 
95, 000 3.17 12 37 Do. 
| 100,000 6.31 12.27 | Free on board cars, Salt Lake City.? 
| §0,000 6. 69 12.27 | Freeon board cars, El] Paso.’ 


! For truck and trailer delivery including hauling charge. 
2 Bid price f. o. b. Salt Lake City, $2.40; published tariff rate to Los Angeles $3.91 per barrel. 
8 Bid price f. 0. b. El Paso, $2; published tariff rate to Los Angeles $4.69 per barrel. 


Specifications No. 9148 
Bids opened Mar. 9, 1956. 
Posted price via pipeline, Mar. 9, 1956, $2.10. 
Barrels 


ins dintas  enueniahdiattes teenie hiaiaty ST ee 


plemestriacabeieaie 100, 000 
Via truck and trailer for valley steam plant..._.............................-.. 500, 000 


Total offered 


SS ee 951, 000 


Via pipeline for harbor steam plant_____-~-~ 1 ee eae a 100, 000 
wie cee Bee traiter for valley seem pliant.............................-........-.. 851, 000 
CN NI ssh etc cs eco lipases aetna aiabcomities a ee si 466, 000 
Total purchased, via truck and trailer for valley steam plant___-___--__-----__ 466, 000 


DETAILS OF PURCHASE 





Barrels Unit Posted Delivery 
price price 
~ i a7 
Quantities purchased _ - - 48,000 | $2.79 1 $2.42 | Valley steam plant via truck and trailer. 
100,000 | 2.93 12.42 Do. 
100,000 | 2.94157 12.42 Do. 
200,000 | 2.97 12.42 Do. 
18, 000 2 99 12.42 Do. 
Quantities rejected -| 100,000 2. 645 2.10 | Harbor steam plant, pipeline (exception to 
price-adjustment clause). 
50,000 | 3.03 12.42 | Valley steam plant via truck and trailer. 
40, 000 3.08 12.42 Do. 
50,000 | 3.13 12.42 Do. 
125,000 | 3.15 12.42 | Do. 
150, 000 3.15 12.42 Do. 


1 For truck and trailer delivery including hauling charge. 
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Specifications No. 319 
Bids opened July 6, 1956. 
Posted price via pipeline, July 6, 1956, $2.10. 


Total annual request : Barrels 
First year 


Sp Si spp-ab pesto ah Nocera ses cs sorte ie co it Nt Sarg alc tes Saarland ste 3, 600, 000 
win Sinpetine for: basher staat pee oo nL 1, 800, 000 
Via truck and trailer or railroad tank car for valley steam plant __-~ 1, 800, 000 
Oi a i a he So eh eeimameemmnannnigl 5, 000, 000 
Via pipeline for herbor steam plant..= =. ees sk ee 2, 500, 000 
Via truck and trailer or railroad tank car for valley steam plant_____ 2, 500, 000 


Total offered : 


I tan cacy nlc a Sc avian Gi ep puerloes Sos taav  cen o a ia aerca eaae 2, 464, 800 
win Dioetins fer ether serie Wei 3s ee ce F 240, 000 
Via truck and trailer for valley steam plant.___...--_-_________._ 2, 224, 800 
EE ee eee ee ee Re NR a a Ne eet AES Ee 3, 450, 000 
Vin pinetine for herbor steset plente. ....o. o0 nc ee ; 360, 000 
Via truck and trailer for valley steam plant..........._____._____ 38, 090, 000 
Total quantity purchased first year (via truck and trailer for valley steam i — 
otal uantity purchased thereafter (via truck and trailer for valley steam ee 
OI Gian sar ct hk hace cei smile Soleutibsin- dpc tives dips siciasenis wonisidh iniinewennenih Geis talon siicen on een tampniies aes 850, 000 
DETAILS OF PURCHASE 
Unit | Posted Delivery 
price price ! 
a inbllincaicns aah sei anki — agian shail 
Quantities purchased ____ | 250,00 barrels thereafter - ) $2.60 | $2.42 | Valley steam plant. 
350,000 barrels the reafter <i f 2. 68 2. 42 Do. 
| s50000 barrels thereater----|f 272 | 242| Do, 
untities rejectec 2 arrels fir “ar 
Genet raptel..._.....| eee pte) 3a] De. 
22 i rrels firs ar 
405,000 barrels thereafter......|f 2785 | 242| Do. 
my ek aac 
aon bearels ist year —--—--l} ages] 242] De. 
528000 barrels thereafter-----|} 28 | 242| Do 
ih Seaweed cone 
aa ee : Is faercamer 2. 96 2. 42 Do. 


1 For truck and trailer delivery including hauling charge. 





Tease eRiara i cciveaiceaa isa abe NGes SoRaae EGS 
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Specifications No. 9280 
Bids opened Aug. 27, 1956. 
Posted price via pipeline, Aug. 27, 1956, $2.10. 


Barrela 








a IE cad beds aside me sagen 3, 350, 000 
Via pipeline or truck and trailer for harbor steam plant_________--___-_-- ' 2. 800, 000 
Via truck and trailer or railroad tank car for valley steam plant____-____ 2, 550, 000 
I cic iiitinninonimanenitt 5, 104, 000 
I DO cI ER ards cea es eepanit ere artes peemee se 1, 060, 000 
Via truck and trailer for harbor steam plant____.-_______-________-_+__- 70, 000 
Via truck and trailer for valley steam plant______._____--___--____-- _ 8, 974, 000 
ee eo eae nn aueeeemene ee abe 6 douse incs nae 2, 346, 000 
I UU SOR nk biceps eres 500, 000 
Via truck and trailer for valley steam plant_____________________- _... 1, 846, 000 


DETAILS OF PURCHASE 


Barrels Unit Posted Delivery 
price price 
Quantities purchased_......| 500,000 $2. 10 $2.10 | Harbor steam plant, pipeline. 
360, 000 2. 68 12.42 | Valley steam plant via truck and trailer 
200.000 | 2.695 12.42 Do. 
126, 000 2.70 12.42 Do. 
180, 000 2. 74 12.42 Do. 
830, 000 2. 7483 12.42 Do 
50,000 | 2.7! 12.42 Do. 
100, 000 2. 759 12.42 Do. 
Quantities rejected ______- 70, 000 2. 68 12.32 | Truck and trailer to harbor steam plant 
want pipeline. 

200, 000 2.74 12.32 Do. 
360, 000 2.79 2.10 | Harbor steam plant, pipeline 
160,000 | 2.80 12.42 | Valley steam plant via truck and trailer 
200, 000 2. 85 2.32 | Harbor steam plant via pipeline 

1, 200, 000 2. 8765 12.42 | Valley steam plant via truck and trailer. 
188, 000 2. 88 12.42 Do. 
180,000 | 2.89 12.42 Do. 
200, 000 3. 1265 12.42 Do. 





1 For truck and trailer delivery including hauling charge. 


Specifications No. 9341 
Bids opened Oct. 8, 1956. 
Posted price via pipeline, Oct. 8, 1956, $2.10. 


Barrels 
Total requested (via pipeline or truck and trailer for harbor steam plant)__-_ 1, 750, 000 
eee seseseeitdicdicien dilimmendiaddinsriiaitinieis aialthadiiaie otitsbiiaansindheinsaestacatian nena names Agee 
a a ee 150, 000 
Via truck and trailer for harbor steam plant____.___-____---_~ wleeinintinn yee 
Total purchased (via truck and trailer for harbor steam plant) _-__-____-_-~- 585, 000 
DETAILS OF PURCHASE 
a : S | 
Barrels | Unit | Posted Delivery 
| price | price 
Quantities purchased : : 45, 000 $2. 50 1 $2.32 | Via truck and trailer. 
310, 000 2.615 12.32 | Do. 
230, 000 2.67 12.32 | Do. 
Quantities rejected Scciahe esa 150, 000 2. 50 2.10 | Via pipeline (exception to 
price adjustment clause). 
55, 000 2. 69 12.32 | Via truck and trailer. 
25, 000 2. 698 12.32 Do. 
210, 000 2. 741 12.32 Do. 
84, 000 | 2. 799 12.32 Do. 
80, 000 2. 89 12.32 Do. 
200, 000 2. 97 12.32 Do. 





1 For truck and trailer delivery including hauling charge. 








EMERGENCY OIL LIFT PROGRAM 423 


Specifications No. 9374 
Bids opened Oct. 29, 1956. 
Posted price via pipeline, Oct. 29, 1956, $2.10. 
Barrels 


Total requested (via pipeline or truck and trailer for harbor steam plant) ) 1, 000, 000 


Total offered ve 


Sos Saeko me de Seer Se See SS Spe Ge = a a rea as aetna area nan eneaarencrennnarantnesecun ty 775, 000 
Vea pipeline for Barber stein Plast oo. ashlee 2a ls 300, 000 
Via truck and trailer for harbor steam plant_____---___------_-------- 475, 000 


i fer Mie ee a a 450, 000 


Vin pineline for harbor stream DIOR otis cic cece neon setae weds 300, 000 
Via truck and trailer for harbor steam plant........................«. 150, 000 








Total purchased 


DETAILS OF PURCHASE 


+ . sation aeons 





| Barrels Unit | Posted Delivery 

| price price 

| | 
a Se ee ee : | | oo. oe 
Quantities purchesed..............-..s 46 300, 000 $2. 10 $2.10 | Via pipeline. 

| 150,000 | 2. 665 | 1 2.32 | Via truck and trailer. 
Ouamtitios resected..................-..-c--<- | 125,000 | 2. 799 12.32 | Do. 

12.32 Do. 


30, 00 | 3.02 | 





1 For truck and trailer delivery including hauling charge. 


Specifications No. 9382 
Bids opened Nov. 7, 1956. 
Posted price via pipeline, Nov. 7, 1956, $2.10. 
Barrels 
Total requested (via pipeline for harbor steam plant)___-------~-- pci __-.. 500, 000 
Total offered (via pipeline for harbor steam plant) Jaa 300, 000 
Total purehased (via pipeline for harbor steam plant) ~~ ----~- ws encinsinteecentin aes 


DETAILS OF PURCHASE 


| 
Barrels Unit Posted Delivery 


Quantities purchased ; 100, 000 | $2. 50 $2.10 | Pipeline. 
200, 000 2. 65 2. 10 Do. 
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Specifications No. 9347 


Bids opened December 7, 1956. 
Posted price via pipeline, July 23, 1956, $2.50. 


Barrels 
a i sine amin reniaeennemenan anuoeneatep 890, 000 
Via truck and trailer or railroad tank car for valley steam plant... ~~ 350, 000 
Via truck and trailer for Seal Beach steam plant__...----_----..-_._--- 40, 000 
ahh ead citar bisects cecebnehstanireemntnenis stntnneensenl i lio 1, 008, 000 
Via truck and trailer for valley steam plant....._-.-------_-__-- 696, 000 
Via railroad tank car for valley steam plant---__---.-_-..--.---_-..---- 150, 000 
Via truck and trailer for Seal Beach steam plant-.____-_---_---_--_-.- 162, 000 
I liens dei einnmsenentrahte 390, 000 
Via truck and trailer for valley steam plant... ..-....-_..-..-..-____ 800, 000 
Via railroad tank car for valley steam plant.._........_.....-........ 50, 000 
Via truck and trailer for Seal Beach steam plant.--.---._-__~-___-____- 40, 000 


DETAILS OF PURCHASE 





| Barrels | Unit | Posted | Delivery 
| price price! | 
Quantities purchased_.._.__..-- | 40,000} $3.00 | $2.72 | Seal Beach steam plant. 
| 160,000 3.149 | 2 82 | Valley steam plant. 
|} 45,000] 3.23 | 2. 82 | Do. 
} 50,000 | 3.2416 | 2.82 | Valley steam plant via railroad car; 
| | oil, $3.03; freight, $0.2116. 
55,000 | 3.245 2.82 | Valley steam plant. 
| 40,000 3.25 | 2. 82 Do. 
Quantities rejected___-._- } 40,000} 3.12 | 2.72 | Seal Beach steam plant, 
|} 40,000} 3.1297 | 2.72 | Do. 
| 95,000] 3.245 | 2 82 | Valley steam plant. 
; 100,000} 326 | 2. 82 | Do. 
| 40,000| 3.37 | 2 72 | Seal Beach steam plant. 
| 100,000 | 3.3716 2.82 | Valley steam plant via railroad car 
| _ oil, $3.16; freight, $0.2116. 
| 2,000; 3.44 | 2.72 | Seal Beach steam plant. 
6,000 | 3.49 2.82 | Valley steam plant, 
| 195,000 | 3.50 2. 82 Do. 


! For truck and trailer delivery including hauling charge. 
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POSTED PRICE CHANGES OF MAJOR OIL COMPANIES IN LOS ANGELES BASIN 


The maximum price for bunker fuel oil under OPA regulations was $1.70 per 
barrel. In February of 1953, after the release of price controls, all major com- 
panies raised the price to $1.80 per barrel, which price remained in effect until 
October of 1955. The following tabulation shows the changes that have taken 
place since that date. 











Firm | Amount of | New posted | Date of in- 
| increase | price | crease 

Standard Oil Co ‘ ~isnatnee Car $0.15 | $1.95 | Oct. 17,1955 
General Petroleum Corp----..--- dtd ieaabiadl boat 15 1.95 | Oct. 18,1955 
Union Oil Co- eee : otis 15 1. 95 | 0. 

Shell Oil Co__-. | 15 1.95 | Oct, 20, 1955 
The Texas Co-- 7 . 15 1.95 | 0. 

Union Oil Co ‘ - Sela . 28 | 2.20 | Dec, 15, 1955 
Standard Oil Co__. oad Rmiade we .10 205 | Feb. 7, 1956 
General Petroleum Corp----- - Z . .10 | 2.05 | Feb. 8, 1956 
Shell Oil Co._.---- saeas ee ee tress ba will 10 | 2.05 | Do. 

The Texas Co__.. ; ’ | 10 | 2.05 | Feb. 10,1956 
Standard Oil Co - 05 | 2.10 | Feb. 28, 1956 
General Petroleum Corp--. ; sal .05 | 2.10 | Mar. 5, 1956 
Shell Oil Co-__- 05 | 2.10 | Mar. 1,1956 
The Texas Co_____-- .05 | 2.10 | Mar. 2, 1956 
Union Oil Co ; bien ce : . 30 | 2.50 | Nov. 1, 1956 
Standard Oil Co : ptubdeas> eb hbhuel . 40 | 2.50 | Nov. 22, 1956 
General Petroleum Corp-. a ehenal . 40 2.50 | Nov. 24, 1956 
Shell Oil Co__-- Dock ene . 40 | 2. 50 | Do. 

The Texas Co--___-- . 40 | 2.50 | Nov. 27, 1956 
Union Oil Co s . 20 | 2.70 | Jan. 11, 1957 
Standard Oil Co__-- : 552s 55 esstl 15 | 2.65 | Jan. 17, 1957 
General Petroleum Corp-- al 15 | 2.65 | Jan, 18, 1957 
Shell Oil Co---- 15 | 2.65 | Jan. 19, 1957 
PP PON 0s h denn chee tlic: as ed 15 2. 65 | Do. 

Union Oil Co coe ea 25 | 2.95 | Jan. 22, 1957 
General Petroleum Corp..-- Spd este dete siesdl 10 3. Feb. 1, 1957 


~] 
on 





Senator Krrauver. Mr. Chairman, that sounds like a very un- 
wholesome situation. 

Senator O’Maunoney. We are getting some very interesting facts 
here from witness after witness. 

Senator Dirksen. Mr. Cozzens, to pursue that just a little further, 
if a person owns oil property out there, and a major company w ants 
to drill on that property, the owner of the property can, to some 
extent at least, dictate the terms of the contract, can’t he? 

Mr. Cozzens. Yes; that is very true. 

Senator Dirxsen. In other words, if he says, instead of taking 
cash, I will let you drill on my property, then I have an option of 
taking either cash or a reimbursement in kind, meaning oil ? 

Mr. Cozzens. That is exac tly the situation. 

Senator Dirksen. Then, of course, the owner of the property has 

to get himself into the oil brokerage business ? 

Mr. Cozzens. That is exactly ri ight. 

Senator Dirksen. Is that a common practice out there? 

Mr. Cozzens. By “common,” we cannot say that is the majority of 
the leases, no, but let’s say it is not uncommon, There must be a hun- 
dred people in Los Angeles alone who practice that operation. 

Senator Kerauver. The part I do not understand about it is how, 
during the time of squeeze, the majors have less oil to furnish you 
and the brokers have more, which means that instead of paying the 
posted price, you have to pay a premium to the brokers. 

Mr. Cozzens. We felt that squeeze very materially, sir. 

Senator Krrauver. Tell us again the difference in the amount of 
oil you had to get from the br okers during the period of squeeze, as 
compared with other periods. 
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Mr. Cozzens. During the 10 years prior to this time we had pur- 
chased only 6 percent of our oil through broker firms. During this 
period, from September of 1955 through December, 1956, we have 
purchased 43 percent of our 01] from brokers. 

Senator Kerauver. Mr. Cozzens, the majors had the same or a 
larger amount of oil during this latter time than they did before, did 
they not / 

Mr. Cozzens. Their actual production was not much more than it 
was previously. In fact, it was about the same. 

Senator Keravuver. WwW ell, about the same. 

Anyway, they had about the same amount of oil, but they elected, 
during this time of squeeze, to let the brokers have more oil ? 

Mr. Cozzens. I believe that is true. Possibly the brokers de- 
manded more oil under their rights or contracts. 

Senator Kerauver. And you have less; is that right / 

Mr. Cozzens. That is true. 

Senator Kerauver. Which meant that you had to pay more for it, 
and they used this squeeze time, apparently, as a method of paying 
off some of their contractual obligations to brokers ¢ 

Mr. Cozzens. That is, in part, true. 

There is one other thing that caused this price to be relatively 
high. I would like not to make this entirely onesided because there 
are other conditions. 

One of our excess costs was paid because of oi] which was made 
available from a brokerage company to be delivered to Japan. That 
oil was delivered to us in lieu of Japan, and we paid the differential 
freight rate from the Persian Gulf to Japan. That was one of the 
incremental prices paid. That shows the extreme to which we had 
to go to satisfy the deficiency at that time. 

Senator Keravver. I did not understand that. You paid the dif- 
ference of freight rate from the Persian Gulf to Japan, rather than 
from Los Angeles to Japan / 

Mr. Cozzens. We took the oil available in Los Angeles for Japan, 
and we paid the differential cost in deliver ing a corresponding amount 
of oil from the Persian Gulf to Japan. 

Senator Kerauver. But the important point to me is that the same 
amount of oil was available during this time of squeeze, as previously, 
insofar as the major companies were concerned, and yet they cut you 
off and let the brokers have more ? 

Mr. Cozzens. I should not quite put it that way, because there were 
other demands which had progressed and increased on the oil com- 
panies during the intervening years, in which we had not signed up for 
on term contracts, while possibly some other utilities or some other 
users, the lumber companies, the paper mills, and groups of that type, 
had firm contracts. 

Senator Kerauver. That is a minor reservation to the general state- 
ment, is it / 

Mr. Cozzexs. Yes, sir; in percent of total production. 

Senator Kreravuver. That is, the general statement is true that the 
same amount of oil is available that was produced ¢ 

Mr. Cozzens. Very definitely. 

Senator Kerauver. And they cut you down and placed more of it in 
the hands of the brokers, which meant that you had to pay a consider- 
ably higher price ? 
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Mr. Cozzens. I think that is true. 

I cannot tell you that there was more actually placed in the hands 
of the brokers. Whether or not the brokers sold more to us rather 
than selling it to Japan or to foreign countries, or demanded more 
from the producing companies, I do not know. I cannot answer that 
phase of it. But we actually were required to purchase more from 
them than we had in the past on a percentage basis because the major 
or producer companies declined to bid. 

Senator Kerauver. What major companies are you talking about, 
sir? 

Mr. Cozzens. Those on the Pacific coast include Standard, Shell, 
General Petroleum, Richfield, Union—lI missed one. 

Senator Kerauver. Is that Standard of California ? 

Mr. Cozzens. Standard of California. 

Senator Krerauver. Do the majors, who customarily sell to the 
brokers, sell at the same price or lower price than they do to customers 
like you? 

Mr. Cozzens. I cannot tell you that, sir. I am not aware of those 
transactions. I presume they are sold at the posted prices, their posted 
price. 

Senator Kerauver. Sold by them at the posted price, and they 
charge you 65 cents to $1.35 a barrel more ¢ 

Mr. Cozzens. My understanding is that the majors have been very 
insistent upon selling only at their posted price, unless it requires some 
incremental runs of fuel oil, or other changes in refinery operation, 
which costs them more money. 

Senator Kerauver. If they are going to get the same money from 
you that they would from the brokers, then why wouldn’t they sell 
more to a good public service customer, like you, than to the brokers ? 

Mr. Cozzens. Only because of the fact that under the terms of the 
contract agreements or long-time commitments, the brokers can de- 
mand the deliveries. In other words, a broker may agree to take 
from an oil company under a long-time commitment a half million 
or a million barrels a year, and he will dispose of it on his own behalf 
as a seller. That is another means wipers they secure oil from the 
major companies. 

Senator Kerauver. Thank you. 

Mr. Cozzens. Purchases were limited to $0.95 above the posted price. 
Although some oil was offered at the posted price in Salt Lake and 
EK] Paso, it was not accepted as the delivered cost would have been 
in excess of $6 per barrel. 

The history of these purchases is shown in detail in appendix I 
(pp. 1 to 13). The changes by the major companies in the Los An- 
geles Basin of the posted price of fuel oil are shown on page 15 of 
this appendix I. 

It does include all of the prices and the companies to which these 
negotiated prices were paid. 

Chart I gives a graphical representation of this information. If 
you would care to refer to this graph, you will see that in subsequent 
purchases the premium paid was reduced even though some offerings 
were made at premiums as much as $0.75 per barrel above the posted 
price. Some of these higher prices were for straight run fuel oil 
which could demand some premium as cracking stock. It should be 
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noted that some of the offerings in August and October of 1956 were 
at the lowest posted price then on record. 

Senator Carroti. Mr. Chairman, might I ask a question at this 
point ? 

What page are you reading from? 

Mr. Cozzens. I am now on page 11. We have kind of jumped 
around a little bit. 

Senator Carrotu. I wonder if I could have you turn back just a 
moment, because I want to go into this question again of supply for 
just a minute or two. 

Now. on page 7 you say: 

In the spring of 1955, news reports indicated that the fuel oil in storage on the 
Pacific coast was approaching 40-million barrels. 

Then you stated that: 


We had reasonable assurance at that time of adequate supplies for several 
years into the future. Without our knowledge and without any notification to 
us by any of the local suppliers, eastern oil companies came to the Pacific 
coast * * *— 
and in substance, they diverted a great share of that storage. 

Is that what created the condition in which the brokers came in 
to exact their premium prices? 

Mr. Cozzens. That, plus the fact that because of the low water con- 
ditions in 1955, the electrical utilities on the Pacific coast required 
an additional 11 million barrels of fuel oil more than they had used 
in the previous year. The combination of the two things, I feel, is 
what caused it. 

Senator Carroiu. The diversion of this oil by the eastern oil com- 
panies, coupled with the increase in your own needs? 

Mr. Cozzens. That is right. 

Senator Carrout. Is that what we are talking about when we come 
down to the question of supply and storage? 

Mr. Cozzrens. As far as we are concerned ; yes, sir. 

Senator Dirksen. Mr. Cozzens, in what ye ar was that diversion / 

Mr. Cozzens. Following May of 1955. 

Senator Dirksen. Was it diverted to Asia? 

Mr. Cozzens. I do not believe so. I cannot tell the exact ship- 
ment’s location, but my understanding was that it was for east coast 
delivery, eastern United States delivery 

Senator Dirksen. For east coast deliver y? 

Mr. Cozzens. That is right. 

Senator Dirksen. I thought the eastern people came in and diverted 
it from your supply. 

Mr. Cozzens. Yes, they did; took it from our supply to the east 
coast. That was my understanding. 

Senator Dirksen. Was it a military diversion / 

Mr. Cozzens. I do not know, but I do not think so. It was our 
understanding that at the time there were large commitments to 
Europe and shortages on the east coast, and the combination of the 
two required additional oil that was available on the west coast. It 
was picked up on the west coast at relatively bargain prices. 

Senator Carrotu. Do you know what those eastern companies were ? 

Mr. Cozzens. Pardon me, Senator? 

Senator Carrott. Do you know what their names were? 
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Mr. Cozzens. The news report said it was Esso, but I am not in a 
position to be sure. 

Senator Carrot. I did not understand. 

Mr. CozzEns. The news report said it was Esso, or Standard Oil 
of New Jersey—I am not sure. That is simply a newspaper report. 

Senator Carrot. That is all. 

Senator O’Manonry. Proceed. 

Mr. McHueu. Mr. Cozzens, before we leave this point Senator Car- 
roll has raised, can I ask you what was the immediate effect of this 
diversion upon the prices which you were paying for fuel oil? 

Mr. Cozzens. Well, Chart I very definitely indicates that our costs 
increased on the average approximately $0.65 to $0.70 per barrel, and, 
as a maximum, we paid $0.95 a barrel above the posted price, primarily 
due to this diversion. 

Mr. McHveu. Do you know whether or not there were other com- 
panies besides Esso involved in this diversion ? 

Mr. Cozzens. I do not. It was the only one that was covered in 
the news reports. 

Continuing with the second paragraph on page 12, the premiums 
paid by the Department of Water and Power for oil purchased from 
July 1, 1955, to June 30, 1956, above the posted price of $1.80 per bar- 
rel, which was in effect on July 1, 1955, amounted to $3,354,000. The 
corresponding amount which will be paid during the current operat- 
ing year from July 1, 1956, to June 30, 1957, for oil currently under 
contract, because of increases above the posted price of $2.10 per bar- 
rel, which was in effect on July 1, 1956, and because of premiums, will 
amount to $3,218,000 if there is no further increase in the posted price 
between now and June 30. These are costs which must be passed along 
to the ultimate users of electric energy in Los Angeles. 

The highest price which we are paying currently because of oil 
purchased during the past 2 years under a long, continuing contract, 
and because of the escalation clauses, is $3.4214. 

The department of water and power fully realizes that where fuel oil 
is produced by purely distillation processes, such that a minimum 
amount of gasoline is produced from the crude supply—with the mak- 
ing of residual, known in this trade as straight run fuel oil—the price 
for fuel which has existed over the past years probably does not ap- 
propriately compensate for the fuel oil produced by this process. 

Such oil frequently was sold in California to operators using crack- 
ing or coking facilities, and known as cracker or coker stock, at a price 
above fuel 911 prices. 

To improve the economy of refining, many of the major oil com- 
panies on the Pacific coast have installed larger cracking and coking 
processes, with the result that there is a much smaller percentage of 
residual fuel oil, and in the case of the cokers, only solid residual fuels. 

Senator O’Manonry. From what page are you reading now? 

Mr. Cozzens. The middle of page 12. 

Senator O’Manoney. When you jump any testimony in your writ- 
ten paper, would you please indicate it ? 

Mr. Cozzens. I am sorry; I thought we had covered the other 
enough in the verbal testimony. 

Senator O’Manoney. It is rather difficult to follow, and we do not 
know where you are going. 

90507—57—pt. 131 
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Mr. Cozzens. All right, sir. 

Senator O’Maunoney. In order to clarify what you said on page 11, 
I just want to summarize my understanding of the second paragraph 
on page 11: ; 

It is that the department of water and power had to pay an Increase 
of $3,354,000 during the period from July 1, 1955, to June 30, 1956? 

Mr. Cozzens. That is correct. 

Senator O’Manoney. Is that correct? And that increase was due 
to prices above the posted price? 

Mr. CozzEns. That is on the basis of the prices paid above the posted 
price which existed on June 30, 1955. 

Senator O’Manoney. In other words, during the period from July 
1, 1955, to June 30, 1956, the department of water and power was com- 
pelled to pay more than the posted price? 

Mr. Cozzens. Yes, sir. 

Senator O’Manoney. And then your other statement, referring to 
increases above the posted price of $2.10 a barrel, which was in effect 
on July 1, 1956: the increase in the cost of fuel oil to the department 
of water and power will be $3,218,000? 

Mr. Cozzens. That is right, during the current 12 months. 

Senator O’Manonry. So that the department of water and power 
has been paying increased charges from July 1, 1955, to date? 

Mr. Cozzens. That is right; definitely. 

Senator O’Manonry. Thank you, sir. 

Senator Dirksen. Mr. Cozzens, that comes long before the present 
emergency period, doesn’t it? If your premium started on the 1st of 
July 1955—— 

Mr. Cozzens. Yes;thatistrue. The big portion of this—if you will 
look at the chart, you will see a major part of it took place from Octo- 
ber through March of 1955; that along in July we more nearly ap- 
proached the posted price, but were still paying premiums of 20 cents 
to 35 cents or 40 cents above it. And then, as of a recent contract in 
December of last year, 1956, which we had to enter into to protect 
our needs, we again paid 30 cents to 50 cents above the then-existing 
posted price, which had already taken a 30-cent increase over the pre- 
vious prices of mid-year 1956. 


Senator Dirksen. For how long a period did you make those last 
contracts ? 

Mr. Cozzens. Some of those are for just a year, some of them are 
for 3 rte. 


(The chart above referred to is as follows :) 
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CHART I 
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Senator Dimxsen. So you are in a position to make long-term 
contracts ? 

Mr. Cozzens. We can; yes. 

Senator Dirxsen. Has that been uniformly your practice? 

Mr. Cozzens. We have not been doing it, because we have been such 
a smaller user and the availability of oil on the west coast has been 
such that we have been able to pick it up as we needed it. But we find 
ourselves now where we do have to, and can. We cannot do it on our 
own reconnaissance, but must have city council approval for anything 
beyond 3 years. 

Senator Dirxsen. I notice in your statement previously and I say 
it in the utmost of kindliness, that you thought there was faulty plan- 
ning on the part of the producers or suppliers. So I am wondering 
whether there was a little faulty planning here in the contract for a 
long period. 

Mr. Cozzens. You will note that we admit that in the conclusion, 
sir. 

Senator Dmxsen. All right. 

Senator O’Manonety. But the testimony which you have given is 
clearly that you have been obliged to pay more than the posted price? 

Mr. Cozzens. Definitely. 

Senator O’Manoney. That raises the query, in my mind at least, 
to what extent the posted price by a major oil company is a firm price 
and whether it is to the advantage of the major company and to the 
disadvantage of a great city like Los Angeles, because, according to 
your testimony, the brokers intervened, as Senator Kefauver’s ques- 
tions indicated, and were able to get oil which they sold to you at above 
the posted price? You can see that the posted price is only as effective 
as the date it is posted. Because from the latter part of November of 
1955 to date, there has been a 65-cent increase, and it looks as though 
some of them have already gone to 90-cent increases. 

Senator Dirksen. Mr. Cozzens, in that period from July 1, 1955, 
to June 30, 1956, I think you said the increase was around 35 to 40 
cents a barrel. Did that bring about an increase in your domestic 
electric rates out there? 

Mr. Cozzens. In part, it did. For a long period of time we have 
been approaching costs which were quite serious, and we did increase 
our average of all rates 5 percent as of November of last year. And if 
this continues, there will have to be another increase of approximately 
that same amount, or more. 

Senator Diesen. Ina general way, how do your rates compare with 
comparable utilities in other sections of the country ? 

Mr. Cozzens. Well, we, in our advertising, claim that we are one- 
third lower than the average of major utilities in the United States. 

Senator Dirksen. And how do you compare with TVA rates? 

Mr. Cozzens. We are above TVA rates. 

Senator Dirxsen. Above TVA ? 

Mr. Cozzens. We are above TVA rates; yes, sir. 

Senator Carrot. Mr. Chairman, I would like to ask one question 
here, if I may. What is the posted price per barrel as of now? 

Mr. Cozzens. As of now the Union Oil Co. is $2.95; the General 
Petroleum Co. is $2.75; the other 4 oil companies are $2.65. 
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Senator Carroii. Coming back again to the question of supply, are 
you able to negotiate long-term contracts; have you negotiated; is 
there adequate supply now? 

Mr. Cozzens. There is not. As of last week, we had conferences 
with one of the companies, and a few weeks back with others, and 
they feel that they cannot actually deliver any appreciable increase 
over what they are currently delivering, which is only a very small 
portion of our total requirement. 

Senator Carroty. And your present contracts that you are nego- 
tiating, or have negotiated, are subject to the escalated clause? 

Mr. Cozzens. Yes; all of those which we have covered currently in 
effect. I might say we have currently only 1,700,000 barrels available 
under contract for next year. We do not yet have long-term contracts 
for our total supply. We have requested them; we have contacted the 
major oil companies for such supply, and they have not been able to 
offer long-term contracts even at their own posted price. 

Senator Carrotu. If I understand the effect of your testimony, on 
page 12, at the top, the specifications are limited; that is, your con- 
tract specifications are limited to an increase of 20 to 30 percent in 1 
calendar year ? 

Mr. Cozzens. Some of those that were issued during the past 2 years 
did cover that limitation; that is true. 

Senator Carroty. This statement: 

The maximum price being paid under escalation in effect to Friday, February 8, 
1957, was $3.425— 

What is that related to in the posted price? 

Mr. Cozzens. It means that we have paid premiums on previous 
purchases; for example, purchases at $2.75 with a posted price of $2.10. 
The average increase of 4 of the major companies is 6714 cents as the 
ee escalation on top of our previous purchase of $2.75 or 

3.425. 

Senator Carrotu. Is that what you are paying now? 

Mr. Cozzens. On some of the purchases. That is the maximum we 
are paying under any purchase at the present time. 

Senator O’Manoney. Proceed, Mr. Coins 

Mr. Cozzrens. If we could pick up, then, with the last paragraph on 
page 12: 

Data have been published over many years by the chambers of com- 
merce, the utility committees of such organizations, and by the various 
utilities in California, which have indicated their future requirements, 
listing new developments of steam-electric generating facilities and 
the ever-increasing need for the production of electric energy from 
fuel-burning plants. 

Our complaints, if any, must rest on three specific points—in fact, 
I have a fourth which I would like to add at the close: 

1. The oil companies, as marketing agents for a commodity almost 
as essential as water and electricty, most assuredly must keep abreast 
of the growing demands for their product in the fuel-oil field and be 
better prepared to meet this demand. 

2. The release from the Pacific coast of the excessive quantities of 
residual fuel in 1955 in the face of increasing requirements by electric 
utilities for such material, we believe, should have been avoided. 
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3. The utility companies of California should have provided more 
information to the oil companies regarding their growing demand for 
fuel oil. 

The rapid tendency on the part of the oil companies to go to full 
coking of crude oils with a very limited solid residual and no residual 
fuel oi] is not in accordance with the rapidly growing market for this 
source of energy. This, coupled with the fact that the oil being proc- 
essed currently is of light gravity, resulting in a lower percentage of 
fuel-oil yield, is creating a supply condition for the electric utilities 
which we feel is almost intolerable. 

We have attempted to augment our supply of fuel from surplus gas 
and even firm gas supplies, but, with the higher priority on gas for 
residential and commercial heating, and with competitive bidding 
from all areas of this country, it is not easy to secure sizable supplies 
of gas at a reasonable cost. 

The situation which has developed over the past 2 years, coupled 
more recently with the Suez Canal crisis, has created a seller’s market 
such that anyone who has any priority or royalty rights—which we 
discussed earlier—for fuel oil from a major supplier is able to act as a 
broker and sell this oil at exorbitant prices. 

Much of the oil purchased during the past 2 years by the depart- 
ment of water and power has of necessity been purchased through 
brokers—and again I mention this accounted for 43 percent of our 
requirement during the past 2 years, while previously it had only 
been 6—or intermediate agencies since the prime suppliers have de- 
clined to bid on sufficient quantities of fuel oil to meet the department’s 
requirements. In many cases an excessive price has been charged by 
such intermediate handlers. 

It seems altogether improper that persons dealing in a prime com- 
modity such as fuel oil, which is nearly as essential to modern living 
as water and electricity, should have the right to take advantage of a 
critical shortage such as has existed in California during the past 
year and one-half, or of the curren Suez crisis to make personal 

rofits which can only be paid for by reflecting them directly into the 
ills of users of electric energy. 

And I would like to add, if I may, that we feel, while it was prob- 
ably an international necessity, that the Federal Government, in 

romising to provide to the distressed European countries the 500,000 

arrels a day of oil to relieve the distressed condition there, never- 
theless that they, too, should have set up, I mean the Federal Govern- 
ment, controls or some related price adjustment or other means where- 
by the companies should have been compensated for the added cost of 
production of this fuel oil, if such did develop. 

Failure to do this has resulted in the burden of this cost, to a large 
degree, falling upon those users of fuel oil for the production of 
electric energy, rather than the Nation as a whole. We do not feel 
that to impose this increase on a selected group of people, and at the 
same time provide increased income to the owners of a natural resource 
such as crude oil, is an appropriate manner of providing this supply 
to the European countries. 

This is a national problem and one that should be borne somewhat 
equally on a national basis, and not be imposed in a higher percentage 
upon the consumers of fuel oil, which eventually reflects directly inte 
the users of electric energy in limited areas of the United States. 
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Senator O’Manoney. Any questions? 

Mr. McHven. No. 

Senator Dirksen. No. 

Senator Carrotu. I would like to ask 1 or 2 questions. 

How many customers do you serve in Los Angeles? 

Mr. Cozzens. We serve almost 900,000—890,000. 

Senator Carroti. And how many of those are industrial users ? 

Mr. Cozzens. Approximately 12,000. 

Senator Carron. 12,000? 

Mr. Cozzens. Yes. 

(Mr. Cozzens later corrected this figure to 9,000.) 

Senator Carroti. As a result, has there been an increase in the 
prices passed on to the consumer, as yet? 

Mr. Cozzens. As a result of the initial ones, of 1955, we raised, 
effective November of 1956, approximately 5 percent on our overall 
rates. This was reflected rather highly into the high-use customers 
because of the very low rates applying to the en bloc of industrial 
customers. Some of them actually received increases of as much as 
12 to 15 percent. 

Senator Carrot. There has been an increase, then, passed on to 
the users of industrial electricity ? 

Mr. Cozzens. And to the residential, also. In the overall picture, 
5 percent, and in the industrial customers ranging in the order of 8 
to 12 percent. 

Senator Carrott. Do you know what that has meant to the con- 
sumers of Los Angeles, both residential and industrial ? 

Mr. Cozzens. In dollars? 

Senator Carrot. Yes. 

Mr. Cozzens. Our estimate is that for the current year it will net 
$4 million. 

Senator Carrotu. Do you agree with the statement read here on 
behalf of Alex Radin, that this is a kind of chain reaction, not only 
increasing the cost directly to the consumer, but also raising the cost 
to industrial users, who will in turn raise the prices of their goods to 
consumers ¢ 

Mr. Cozzens. I do not see how it can help it. 

Senator Carroiu. That is all. 

Senator O’Manonry. There being no other questions, Mr. Cozzens, 
let me express for the committee our appreciation of your testimony. 
I see the sun seems to be coming out, so your plane will depart for 
California. 

Mr. Cozzens. I indeed appreciate being here, both for the Depart- 
ment of Water and Power and for the courtesies of your committee, 
and hope that we have added a little bit of information. 

If there is anything else that we can furnish in written testimony 
later, or any other information you want, we would be glad to do it. 

Senator O’Manonry. I will just remark, Senator Dirksen, that Los 
Angeles seems to be pretty well staffed with competent officials. We 
found that out in the Colorado River controversy. 

Mr. Cozzens. We at least tried, Your Honor. 

Senator Carrot. Mr. Chairman—off the record. 

(Discussion off the record.) 

Senator O’Manonry. Thank you very much. 

Mr. Cozzens. Thank you, sir. 
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Senator O’Manonery. The next witness will be Mr. William Curry. 

Mr. Curry, it was very kind of you to give way to Mr. Cozzens. 
You were on the list of witnesses before him, but in order to help him 
to return to Los Angeles, you consented to appear following him. 
We are grateful for that. 

Will you please identify yourself for the record ? 


STATEMENT OF WILLIAM H. CURRY, PRESIDENT, ROCKY 
MOUNTAIN GAS & OIL ASSOCIATION, CASPER, WYO. 


Mr. Curry. My name is William H. Curry, Casper, Wyo. 

Senator O’Manonry. You are a geologist, are you not, of some 
repute in our country ? 

Mr. Curry. I hesitate to add that last, but let me make 

Senator O’Manonery. You have had some pretty good luck in point- 
ing out spots where a successful drilling campaign might be started, 
have you not? 

Mr. Curry. I have been lucky; yes, sir. 

Senator O’Manonery. Personally, for the record, I want to say that 
those who know you in Wyoming and in the Rocky Mountain region 
think it is more than luck. They think it is capacity as a geologist. 
We are very happy to have you here, sir. 

Mr. Curry. Thank you, sir. 

I should say at the outset that I am an independent geologist, a citi- 
zen of Wyoming, and wish to speak to you as President of the Rocky 
Mountain Oil and Gas Association. Our association has for its pur- 
pose, as quoted from our constitution, the following: 

The purpose of this association shall be to promote the discovery, development, 
production and conservation of oil and gas in the Rocky Mountain region; and 
to furnish opportunities for the open discussion and interchange of information 
concerning exploration, development, production, and conservation practices in 
the oil ad gas industry with particular reference to the Rocky Mountain region. 

We cover the seven-State mountain area of Montana, Wyoming, 
Colorado, South Dakota, Nebraska, Idaho, and Utah. We are com- 
posed of 475 memberships of which 24 are major companies, defined 
as being those having integrated interests, such as refineries, pipelines 
and marketing. 

Senator Dixsen. Is that the way you define a major industry, 
Mr. Curry? 

Mr. Curry. That would be the way I do. Major versus an inde- 
pendent is a very difficult thing to define; it depends on what you 
mean. Ordinarily, in our language, we consider a major company one 
who is integrated. Now, there are large purely producing companies 
that some people might consider major, but it is a matter of definition. 

Senator Barrerr. Mr. Curry, may I ask you if Standard of New 
Jersey is a member of your association ? 

Mr. Curry. Yes, sir; it is, through its subsidiary, the Carter Oil Co. 

Four hundred fifty-one memberships are small companies and indi- 
viduals. From these 475 memberships, we have 2,089 individuals, 34 
percent of which are major company employees, and 66 percent being 
those in the smaller categories. 

To fulfill that part of our charge, namely, the promoting of discov- 
ery, development, and production of oil, may I say that the successful 
accomplishment of this is getting more difficult to do and more expen- 
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sive to maintain, as time goes on. Not long ago, the geological pro- 
fession was able to say that 1 wildcat well out of 9 would be a success- 
ful oil or gas completion. 

Today, this success ration has declined to the point where 1 well out 
of 12 wildcats finds oil or gas, which may not necessarily be a com- 
mercial oil or gas well. We find that it requires 14 witieaia to find 
a new oil well alone and 44 wildcats are required to find a 1-million- 
barrel field, which is not much of an oilfield. 

Senator Dirksen. That is an interesting equation, 44 wildcats equals 
a million barrels. Is that a firm equation for all sections of the 
country ? 

Mr. Curry. These figures are from the American Association of 
Petroleum Geologists, and are based on national figures; yes, sir. 

One hundred and fifty-eight wildcats are necessary to find a 10-mil- 
lion-barrel oilfield. When it is remembered that our national demand 
is about 8 million barrels per day now, and by 1965 it is anticipated that 
it will have risen to 13 million barrels per day, we can see that a 
10-million-barrel new field does not contribute greatly to our overall 
reserve. 

Additionally, 427 wildcats are required to find a 25-million-barrel 
oilfield, while 706 wildcats must be drilled to find a new 50-million- 
barrel oilfield, which is a good oilfield. These figures are national 
averages compiled by the American Association of Petroleum Geolo- 
gists. 

” For the general Rocky Mountain States area, the success ratio for 
1956 was 9.1 percent as compared to the national average of 8.3 per- 
cent, that is, 1 out of 12, and is down from the 10.9 percent for 1955. 

The major part of the improvement over the national average is 
currently in the State of Utah which has a 1956 success ratio of 19.8 
percent. 

With the exception of new discoveries in the Paradox Basin area 
of southeastern Utah, the bulk of our recent discoveries have been 
ones of relatively small structures and generally thinner sands than 
those of many other oil-producing regions. 

In some cases, exploration is now being financed by production from 
discoveries of yesteryear, which were found at considerably lower 
cost than those of today, and where lower cost oil must now be re- 
placed by more expensive oil, barrel for barrel. 

Senator Barrerr. Mr. Curry, may I ask you if there has been exten- 
sive exploration in Utah, or has it been rather limited? 

Mr. Curry. I would say that it has been fairly extensive, and is 
being more so. 

Senator Barretr. Is there as much exploration in Utah as there 
is in Wyoming? 

Mr. Curry. As a State, no, sir. Most of the oil exploration in Utah 
has been confined to the eastern half of the State. 

Senator Barrerr. Probably rather limited, then, isn’t it? 

Mr. Curry. Well, in area, 1f that is what you mean. 

In addition to the increased cost due to greater dry-hole ratios, we 
must go deeper for new oil. In 1947, the national average depth for 
all wells was 3,404 feet, while today the average depth is 4,022 feet. 
For the Rocky Mountain States of Colorado, Wyoming, and Montana, 
the average depth of new wells in 1953 was 4,892 feet and in 1955 
had increased to 5,056 feet. 
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Drilling costs have risen on the national average from $10.25 per 
foot to $13.75 per foot; labor costs for drilling are up 36 percent from 
1947; equipment costs are up 52.3 percent, while incidental expenses 
have increased 24.4 percent since 1947. These figures are based on 
the national averages and are minimal for the Rocky Mountains 
because— 

1. The geologic basins in which oil is being found are deeper than 
those of many oil-producing provinces. 

2. We are an area of hard rocks. 

3. Our structures along the flanks of the mountains have steep dips 
and require unusual care and slowness of drilling. 

4. We are an area of thin population and our supply centers are 
far apart, adding to transportation costs and maintenance. 

5. We are remote from the large markets and hence must transport 
our crude oil long distances. 

6. At certain times of the year, our cold weather and storms are 
factors which add to the overall cost of operation. 

But, in spite of these problems, we have been successful in the 
Rocky Mountain area, as shown by our record. 

In 1943 the regional production was 44,536,389 barrels, and, in 1956, 
203,461,000; regional reserves in 1943 were 798,748,972, and, in 1956, 
2,639 million, which now constitutes 8.07 percent of the Nation’s 
total reserves. 

Furthermore, our State of Wyoming has risen to the position where 
it is now sixth in the Nation in point of production and fifth in re- 
serves—of a total of 31 oil and gas-producing States. 

However, today, a change is taking place. In 1955, for the first time 
in recent years, Wyoming was in the red by producing 34 million more 
barrels of oil than were found; and likewise, in 1956, the State of 
Colorado found 21 million less barrels than were produced. 

For the last 6 years, the discovery trend in our region has been 
downward, and expenditures by industry have exceeded the value of 
production. 

Both large and small companies of our region have been appropri- 
ating larger percentages of their budgets for foreign exploration, 
thereby displacing funds which might otherwise be available to the 
mountain region. The principal reason for this is because of the 
lower success ratio and the increased drilling and exploration costs. 

Senator O’Manoney. May I interrupt at this point, Mr. Curry? 

Mr. Curry. Yes, sir. 

Senator O’Manoney. I know exactly what you meant by saying 
Wyoming was in the red by producing 34 million more barrels of oil 
than were found—but a person not accustomed to the petroleum in- 
dustry, as carried on in the Rocky Mountain area, and for that matter 
wherever it is carried on, might not understand that the State was in 
the red, in the sense that the proven reserves were not added to by as 
much as the production which took place. Am I right? 

Mr. Curry. That is correct. We like to find more oil each year 
than we produce, so that we have a black balance. 

Senator O’Manoney. The fact that, ever since oil was discovered, 
predictions have been made that our supply of oil was about to be 
exhausted, these predictions have been disproven by continuous dis- 
coveries which have proved the existence of deposits of oil greater 
than the amount that was being consumed ? 
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Mr. Curry. That is correct. 

Senator O’Manoney. For the first time, that is not the case in the 
State of Wyoming ? 

Mr. Curry. That was not the case in that year; yes, sir. The bal- 
ance has been improving year by year, due to normal drilling and 
exploration. 

Since this hearing is partly before the Public Lands Subcommittee 
of the Interior Committee of the Senate, it seems proper to discuss the 
effect that an increase in crude-oil price will have on some of the 
public-land States of the West. 

In Wyoming, where around two-thirds of the total minerals are 
owned by the Federal Government, last year we paid to the United 
States Treasury in mineral royalties $23,603,450. The greatest bulk 
of this was from oil and gas royalties. Of this figure, $8,851,294 was 
returned to the State as its 3714 percent share of the royalty income. 

In Wyoming, these Federal royalties are divided 50 percent to the 
public schools, 35 percent to highways, 9 percent to the State univer- 
sity, and 6 percent to the counties. In addition to these Federal 
royalties, the State accumulated 1,127,220.16 barrels of royalty oil 
from State-owned lands, which, at an average price of $2.37 per bar- 
rel, would amount to over $2,500,000. 

Thus, our State realized $11,500,000 from its State and Federal 
mineral royalties. If the current price increase of an average of 25 
cents per barrel—and at that point may I say that it is an average 
25 cents per barrel pretty generally over the Nation, although I noticed 
in the morning Post they are still quoting a 35-cent increase—or 
roughly 10-percent increase, is not allowed to sustain for the coming 
year, the State of Wyoming will be deprived of approximately 
$1,150,000 additional income, which it needs. 

Moreover, Wyoming ad valorem tax returns from crude oil alone for 
1956 were $7,162,887. This would likewise be increased by over 
$700,000 with the new price of crude. 

Other Mountain States participate in Federal royalty income, al- 
though to a much lesser extent. 

Colorado, for instance, for the fiscal year ending June 30, 1956, re- 
covered approximately 25 percent of its total production from Fed- 
eral lands. These 14,567,500 barrels were valued at $36,408,750. 
Royalties from this production are estimated to be about $4,550,000, 
and of this sum 3714 percent was returned to the State, netting ap- 
proximately $1,700,000. 

In Colorado, 75 percent of these funds go to public schools and high- 
ways in the oil-producing counties, while 25 percent goes into the 
general State school fund. With the new price of oil, Colorado would 
realize $170,000 over its 1956 income. Additionally, oil and gas 
royalties on State lands paid $586,189, which, if increased, would add 
about $59,000. 

Overall, then, the State of Colorado would receive additionally ap- 
proximately $230,000 on its new price schedule from these sources. 

The State of Montana, for the year ending June 30, 1956, received 
as its share of royalty income from oil and gas production on Federal 
lands, $925,766. “Here, these funds are divided 50 percent to the State 
highways and 50 percent to the schools. State land royalty oil in Mon- 
tana was 151,711 barrels, or $367,000. The increase in price averaged 
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22 cents per barrel in Montana, which would yield an additional 
$116,000 for the State under the new schedule. 

At this moment, legislatures of the Rocky Mountain States are 
actively exploring new ways and means of securing revenue for educa- 
tion and the highway construction program that lies ahead. 

Thus, we can see that, with no greater production, the crude-oil 
price increase within itself, without additional taxation, would yield 
the Rocky Mountain States of Montana, Wyoming, and Colorado 
nearly $1,500,000 more than last year from their Federal and State 
lands. This is a rather important consideration to us and a boon to 
the citizens of the area. 

The above figures are not to say that further increases would not 
also accrue to our several States by virtue of the increase in private 
royalties, ad valorem tax values—because oil is assessed at 100 percent 
of its price—tribal Indian lands receiving income from oil and gas 
production, general sales taxes, and additional improvements in the 
general economy. 

When changes in the Federal Leasing Act were contemplated, 
in 1946, it was brought out that incentives were desirable to en- 
courage development of the oil and gas possibilities of the Rocky 
peantein public-land States for exactly the same reasons as exist 
today. 

Mr. Chairman, you were eminently correct then, in saying, and 
I wish to quote excerpts from a bulletin issued by the American 
Petroleum Institute, under date of May 2, 1946. This bulletin 
was issued from 930 Munsey Building, Washington, D. C., and dis- 
cussed reasons for favoring a public-lands bill which revised the 
royalty provisions for Federal lands. 

* * * The public lands in the possible oil area amount to 25,570 square miles 
(of the 5-State area of New Mexico, Wyoming, Montana, California, and Colo- 
rado). If the Government stimulates search for new deposits in this area, 
the entire West will have an opportunity to make a valuable contribution to 


the Nation’s oil reserves. 
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On December 24, 1942, the President signed a bill which I had the honor 
of introducing and which provided a flat royalty of 1214 percent for 10 years 
after discovery on all production from leases upon which new oil or gas deposits 
should be discovered. I introduced this bill because I was convinced that it 
was in the national interest to provide a definite incentive to promote the 
search for new oil and gas deposits in the United States. * * * 

* * * Another reason was the recognition of the fact that exploration for 
new deposits of petroleum and natural gas is constantly becoming more difficult 
and more expensive. * * * 

“The cost of exploratory work to find new oil deposits has increased appre- 
ciably in recent years due to deeper drilling and the difficulties involved in locat- 
ing prospective oil pools in areas where the subsurface geologic features cannot 
be interpreted from formations exposed at the surface.” 

~ * oe * * * + 

May I suggest to you that though the fighting has stopped, these are not 
“normal times” and that in point of fact the “need for such encouragement” to 
promote exploration for new oil deposits was never greater than it is now. 
Indeed, in my opinion, the adoption of an incentive program is absolutely essen- 
tial in the national interest. American leadership in industry, and, indeed, 
in world affairs may easily depend upon the continuance of this program. 


Senator O’Manonry. You agree with that statement, do you not, 
Mr. Curry? 
Mr. Curry. Yes, sir. 
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The thinking behind the making of these changes in Federal royalty 
provisions was very sound and the resulting legislation truly opened 
the region to new exploration and development as attested by our 
increase in production and reserves given above. 

Senator OM nner, You are now referring to legislation for which 
I was partly responsible at that time, having been chairman of the 
Public Lan s Committee—— 

Mr. Curry. But your words could be said today as well as in 1946. 

For any healthy condition of industry, that industry must continue 
to provide resources for its future, and for those in the crude oil pro- 
ducing business this means finding new oil. The price of crude oil 
has not kept up with the increased costs of the times, hence does not 
adequately finance the search for new reserves, nor effect the incentives 
recognized as needed in 1946. 

Since 1947, drilling costs are up 39 percent, exploration costs per acre 
of drilling prospect up 100 percent, while the price of sweet oil has 
increased in our region only 16.2 percent and sour crudes only 25.1 
percent for an average of 20.6 percent. There have been only 2 gen- 
eral price increases in the last 9 years, the one before the most recent 
being in June 1953. 

It should be pointed out that, in Wyoming, in the summer of 1956, 
there was a decline of 10 cents per barrel caused by a local competitive 
supply-and-demand situation in Colorado, Montana, and Wyoming. 

enator Barrerr. Just a moment, Mr. Curry, before you go on. 

Do I understand that the drilling costs of a given well were up 39 
percent since 1947 ? 

Mr. Curry. Yes, sir. 

Senator Barrett. The 100-percent increase in exploration costs, that 
is per acre, however? 

r. Curry. That is per acre of drillable prospect; yes, sir. The 
actual costs of maintaining a seismograph, for instance, are up 67 
percent, but they have to work longer to find the same results. 

Senator Barrett. But the actual drilling operations are up 39 per- 
cent since 1947? 

Mr. Curry. To do the same thing; yes, sir. 

What we did in 1947 costs 39 percent more, to drill the same depth. 

Senator Barrerr. What occasioned that increase there? 

Mr. Curry. Well, the cost of labor; the cost of equipment is u 
50 percent; the cost of incidental expenses is up 24 percent. They all 
average out to an overall figure of that given here—— 

Senator Barrerr. Was that occasioned by the increase of cost of 
steel over that period of time, largely ? 

Mr. Curry. Yes, sir. 

Senator Barrerr. During that same period of time the price of crude 
has increased approximately half that amount? 

Mr. Curry. Richt. 

Senator Barrer. Does that apply to Wyoming, as well as to the 
other Mountain States ? 

Mr. Curry. Yes, sir. 

cane Barrett. What was the recent increase in the price of 
crude ¢ 

Mr. Curry. It was 25 cents a barrel. 

Senator Barrerr. Has that varied over the country ? 
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Mr. Curry. To begin with, there was a 35-cent increase given, which 
applied here and there in our region as well, but by a process of compe- 
tition and settling down of the market, it came back down to an aver- 
age of 25 cents. And Mr. Vaughey yesterday testified for the Inde- 
pendent Producers Association that that was also true in Mississippi 
and Texas. 

Senator Barretr. Would you say that with this price increase, that 
you have compensated it for the increased cost in production? 

Mr. Curry. Partially, but not sufficiently—not completely, shall we 
say. 

Senator Barrett. How many different increases have there been in 
the last 10 years in the price of crude oil? 

Mr. Curry. There was the one in 1953, in June of 1953, and then 
this one in January of 1957. There have been two. 

Senator Barrett. That will make 2 over a 10-year period? 

Mr. Curry. Yes, sir. 

I think steel, for instance, has had five, if I am not mistaken. 

Senator Barrerr. Can you tell us, generally speaking, what effect 
the increase in the costs of production, of exploration, has had on the 
little oil operator ? 

Mr. Curry. The cost of the hourly wage of the oilfield worker, that 
is a production man, after you have found the oil and are producing 
it steadily, has risen about 67 percent since 1947. Of course, the little 
man pays that just as much as anyone else, because we have to compete 
with the labor market. 

So the cost figures, you have no cost, I will say, that are different 
between the independent and major operator in that respect. 

Senator Barretr. How are the small independent operators making 
out under the increased costs of operation ? 

Mr. Curry. They are getting squeezed. Some of them are becom- 
ing quite discouraged. 

As an example, I have been in the producing business myself. We 
have recently formed a royalty company, which is a company designed 
to purchase royalties and mineral rights, and thereby we get away 
from the cost. 

Senator Barrett. Isn’t it a fact that the increase in the cost of 
doing business has adversely affected the little oil operator much more 
than it has the integrated companies? 

Mr. Curry. It has much more affected the producer who has no 
other line of endeavor to make up the slack. 

For instance, the company that has pipelines and refineries and 
markets, if he is not making sufficiently in one department, he makes it 
up in another. The producer cannot. He is dependent entirely upon 
outside financing and capital from the sale of oil to keep going. 

Senator Barrerr. I asked you that question because I recollect a 
good many years ago that many small independent operators went 
broke making discoveries of oil in our section of the country. So 
that can happen, can it not? 

Mr. Curry. It can happen, and it is especially so if you should be 
unlucky enough to discover a small one, a marginal well. It could 
very easily cost you more than you were getting out of it. Of course, 
the hope is always that you are going to find a good one. 
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Senator Barrerr. Would you say, Mr. Curry, that these 2 increases 
in the price of crude oil that have taken place in the last 10 years 
have not been comparable to increases in other industries? 

Mr. Curry. Yes; I think that is true; yes, sir. 

Senator Barrett. On the whole, the increases in the price of crude 
oil have been relatively modest, compared to increases that have been 
soomena to labor, we will say, and to a good many other products, 
ate 

Mr. Curry. I think most other products have gone up more than 
20 percent since 1947; yes, sir. 

Senator Barrerr. Thank you. 

Senator O’Manonery. You testified a little while ago, did you not, 
Mr. Curry, that while crude oil prices have been going up twice, 
steel prices have been going up five times? 

Mr. Curry. Yes, sir. 

Senator O’Manoney. So that the increase in crude oil, which stimu- 
lates the production of this essential energy source in domestic areas, 
has not had the increase which commodities the oil producer must 
buy have enjoyed ? 

Mr. Curry. That is correct. 

Senator Dirxsen. Mr. Curry, anticipating your next paragraph, 
are you of the opinion there would have been an increase in oil re- 
gardless of the Suez crisis ? 

Mr. Curry. Yes, sir; I think there were trends in motion that would 
inevitably have brought a price increase. In fact it did in some 
local areas. 

Senator O’Manoney. You mean the trend toward inflation? 

Mr. Curry. Increased prices for crude oil, sir. I believe one 
company in Corpus Christi, Tex., had increased on its own 15 cents, 
and I noted that in this chart submitted yesterday by Mr. Vaughey, 
he shows a few minor increases here and there in April, June of 
last year. So it just almost had to be; yes, sir. 

Senator Dirksen. I see you mention on the last page that it would 


have required a 75-cent increase to offset and compensate for the 
increased exploration. 


Mr. Curry. In our area; yes, sir. 

Senator Dirxsen. In your area? 

Mr. Curry. Yes, sir. 

Senator Dirksen. Would that be substantially true in other areas? 

Mr. Corry. I think so; yes. I believe, in fact, referring to Mr. 
Vaughey again yesterday, he said the price increase was inadequate. 
He did not say how much so, but I think that is the general feeling; 
yes, sir. 


Senator Barrerr. I would like to take just one moment to conclude 
my questioning here. 

I have been advised that since 1947 the average hourly wages paid 
have increased 61 percent; that oilfield machinery prices have in- 
creased 55 percent; oilwell casings 97 percent, that is, carbon; oilwell 
casing alloy 87 percent; line pine, carbon, 117 percent; and finished 
steel product 80 percent. I understood you to say 90 percent a little 
earlier. Now all these increases took place since 1947, so that taking 
those increases into consideration, the increase in the crude oil prices 
averaged out about 20 percent as I understood you to say, which 
would be clearly in line; is that not right? 
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Mr. Curry. I did not understand you. 

Senator Barrerr. I said that taking into consideration these in- 
creases that I have mentioned here, since 1947, the crude oil prices 
of 20 percent are clearly in line, are they not? 

Mr. Curry. Well, I do not know whether they are in line. They 
are justified. We should have had more, but 

Senator Barrerr. Is a minimum, then, you would say ? 

Mr. Curry. That is right. 

Senator Carrom. Mr. Curry, the time is running out and I want 
to put some questions to you. Let us take Colorado, for example. 
You have a district manager there in this Rocky Mountain Oil & Gas 
Association ? 

Mr. Curry. Yes, sir; we do. 

Senator Carrotz. Are you familiar with the economic condition 
there as a result of the action taken by the Humble Oil Co. on Jan- 
nary 3? 

Mr. Curry. You mean in the—— 

Senator Carrot. The increase in price, 35 cents a barrel ? 

Mr. Curry. Yes, sir. 

Senator Carroti. How quickly did it refiect itself in Colorado? 

: Mr. Curry. The Continental Oil Co. followed them almost imme- 
iately. 

enema Carrotu. I may interrupt here as the questioning goes 
along—is the Continental] Oil Co. a subsidiary of a major oil company ? 

Mr. Curry. No, sir; it isa fairly major company in its own right. 

Senator Carroiyi. Does it have any connections at all with any of 
the major companies? 

Mr. Curry. I do not know of any, sir, except it is a marketing and 
refining company. It competes in that general field. 

Senator Carroty. After Continental’s increase, what happened in 
Colorado? 

Mr. Curry. The price—this is the price of crude oil now—was not 
met by other major companies such as Standard of Indiana. There 
was a period of a week or so, I do not know the exact length of time, 
when another group came out with this 25-cent increase. Continental 
in our area, and your area, then came back down and met the 25 cents. 

Senator Carrot,. Coming back again to Continental and its action 
upon the consumer, did they increase the price of gasoline to the 
consumer ? 

Mr. Curry. I think the tank-wagon price was increased 1 cent a 
gallon; yes, sir. 

Senator Carroty. One cent a gallon. How did that affect the retail 
price to the consumer ? 

Mr. Curry. I think it was increased 1 cent generally. 

Senator Carroty. One cent. Was that followed by Texas and 
Colorado? 

Mr. Curry. I am sure that all the other marketers were together; 
yes, sir. 

Senator Carrot. Followed by Phillips and Carter? 

Mr. Curry. Yes, sir. 

Senator Carrotu. Did I understand you to say that Carter is a sub- 
sidiary of Standard Oil of New Jersey ‘ 

Mr. Curry. Yes, sir. 
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Senator Carrortt. And the Texas Co. is a big company in its own 
right ? 

Mr. Curry. The Texas Co.; yes, sir. 

Senator Carrott, And Phillips is 

Mr. Curry. That is an independent company, it is a separate com- 
pany. 

Senator Carrotu. But it is considered a major? 

Mr. Curry. Yes, sir. 

Senator Carroiu. Are you familiar with the American Independent 
Oil Co. that has foreign holdings? 

Mr. Corry. I believe that is a combination of several; isn’t it? 

Senator Carrotu. Phillips, Hancock, Signal, Ashland? 

Mr. Curry. Yes, sir. 

Senator Carroiu. Those are all major integrated companies? 

Mr. Curry. Hancock is not a major company; it is a strong inde- 
pendent company on the west coast. 

Senator Carroti. Are you familiar with the Arabian American Oil 
Co., which has a large foreign holding ? 

Mr. Curry. Yes, sir. 

Senator Carroti. Texas Co. is one of the owners? 

Mr. Curry. Yes, sir. 

Senator Carroti. Standard Oil of California ? 

Mr. Curry. Yes, sir. 

Senator Carrot. Standard Oil of New Jersey ? 

Mr. Curry. Yes, sir. 

Senator Carrot. Of your 475 memberships, I think you testified 
there are 24 major companies. Now these are integrated companies? 

Mr. Curry. Yes, sir. 

Senator Carrot. That is, companies that have refineries and pipe- 
lines and engage in marketing and producing ? 

Mr. Curry. Yes, sir. 

Senator Carrott. Of the major companies operating in Colorado, 
what do they represent dollarwise to the oil and genciine economy of 
Colorado as compared to your other memberships? 

Mr. Curry. Through the production in the Rangely field, they rep- 
resent a pretty substantial contribution to the State. 

Senator Carrotu. Can you give us some idea of what percentage 
of the substantial production of the State? Can you give us some 
idea what percentage they have with reference to production in the 
small independent 

Mr. Curry. I do not have the breakdown, but I suppose half, at 
least half, and possibly 60 percent. 

Senator Carrott. Wouldn’t you say it would run pretty close to 
75 to 80 percent of the production in the hands of these integrated 
major companies ? 

Mr. Curry. Well, I do not have the breakdown. 

Senator Carroiu. You do not have that? 

Mr. Curry. I am sorry. 

Senator Carroti. Do you know what the dollar production is with 
reference to the small independents in Colorado? 

Mr. Curry. Well, it would be the same percentage. 

Senator Carroiu. I think no one can quarrel with your statement 
that the independent producer, the small, unaffiliated, unintegrated 
producer, needs some help. 
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Mr. Curry. Because of these increasing costs and because of the 
difficulties we are experiencing in the mountain areas, the cost of 
drilling, the cost of exploration. 

Senator Carrott. You would not say that the production of gaso- 
line or oil, or the refining of it, in Colorado is such as to create the 
increases that are reflected in the consumer market, would you, by 
virtue of the small percentage of membership in this association ? 

Mr. Curry. No, sir. 

Senator Carrotz. That is all, Mr. Chairman. 


IMPORTS AND EXPLORATION 


Senator O’Manoney. Mr. Curry, I wanted to ask you if you were 
familiar with the testimony that was given yesterday by Mr. Brown 
with respect to imports. Do you agree with that testimony ? 

Mr. Curry. Speaking as president of our association, I can have 
no position because we have taken none. I will say this, however, 
that the independents of our region are wholly in accord. 

Senator O’Manonry. The amendment that was introduced by Sen- 
ator Neely when the Reciprocal Trade Agreements Extension Act was 
under consideration was sponsored by most of the Senators from 
the Rocky Mountain region, including my colleague and myself. That 
amendment was not adopted, but another one was, which has become 
section 7 of the act. This amendment gives the President the power 
to restrain, if not to prohibit, imports, if it is found it would be in 
the national interest to do so. 

Is it your experience that the imports do have a limiting effect upon 
the search for oil within the United States? 

Mr. Curry. Yes, sir; I believe that is true of excessive imports. I 
think that we do need—that is, speaking now for the exploration and 
producing end of our business generally—we need income, capital for 
the financing of new drilling. That can come from several sources. 
It can come from the markets in which we would share by virtue of 
having a part of the import; it would come from this increase in price 
of crude; it would come from reasonable public-lands provisions that 
are now in effect in our country. So we need capital from several 
different directions. 

Senator O’Manoney. I have been puzzled by the testimony which 
has been presented here to the general effect that the Office of Defense 
Mobilization was disturbed by the amount of oil that was coming in. 
Director Flemming, now resigned, testified to that effect before this 
committee. He also held some hearings to determine what recom- 
mendation he should make to the President. 

It was testified that, after the hearings had been held, a decision 
was postponed when the Suez incident took place. I have been unable 
to understand why a decision with respect to imports into the United 
States should have been suspended at the time when it was the policy 
of the Office of Defense Mobilization and of the Government to in- 
crease the diversion of crude oil to Western Europe. Have you, in 
your contacts with others in the petroleum industry, learned of any- 
thing that would help to explain that apparent conflict of purpose? 

Mr. Curry. At the time of the Suez crisis and time of that meeting, 
I think the feeling was general that some of the oil that was being 
imported here would be diverted to Europe and, therefore, that the 
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or question might more or less solve itself for the time being. 
Why it has not, I do not know. 

Senator O’Manonry. How would it be beneficial to the program 
of supplying additional crude to Western Europe to ship the crude 
in a triangular route from Latin America to the east coast of the 
United States and then to Europe, instead of shipping it directly 
from Latin America to Western Europe? 

Mr. Curry. I have no idea. 

Senator O’Manonry. You may proceed. 

Mr. Curry. In conclusion, may I say that we, in the Rocky Moun- 
tain region, believe that natural causes have been accumulating over 
the past years, for the reasons of increasing costs and decreasing re- 
sults, which were trending toward a justified price increase long 
before the Suez crisis and entirely independent of any foreign- 
market condition. In fact, as crude-oil producers, we believe the 
price increase was long overdue and inadequate as it now is. A gen- 
eral increase of 75 cents (35.9 percent over the 1947 price) per barrel 
would have been necessary to approximate the percentage increase in 
drilling costs since 1947. The uncertainty of just how much price 
increase could be given at this time was seen in the differing amounts 
of 35 cents per barrel that were first given by different purchases. 

Generally, however, through the competitive nature of the pur- 
chasing channels, this was brought downward to an overall increase 
of about 25 cents per barrel. As geologists, wildcatters, independents, 
and company men, we are an optimistic lot and believe that we can 
continue to furnish the Nation’s oil for a great many years to come, 
as we have in the past, if given a price for our product commensurate 
with our costs in finding it. 

Thank you very much. 

Senator Carrott. Mr. Chairman, I wonder if I might ask a ques- 
tion here on production ? 

Again taking Colorado for an example, when oil is produced in 
Colorado, does it quickly find a market ? 

Mr. Curry. I would say so; yes, sir. 

Senator Carrott. Were you here this morning to hear the testi- 
mony about the shortage on the west coast ? 

Mr. Curry. Yes, sir. 

Senator Carrott. Do we make any shipments to the west coast? 

Mr. Curry. I think some from Rangely, again, goes to Salt Lake 
City, where it is refined, and then there are product lines from Salt 
Lake City to eastern Washington. That is as far in that direction. 

There is this contemplated crude-oil line from the Four Corners 
area, sparked primarily by the recent discoveries in Utah, that will 
transport around 60,000 barrels per day in that region to California. 

Senator Carrotu. I was thinking in terms of the premium prices 
being received by the brokers in California. I thought perhaps if 
we in our area, if we could find that market, we could help California 
and help ourselves without passing it on to the consumer. 

Mr. Senate. Many of the operators in our region are from Cali- 
fornia because of the very fact of the difficulty in finding new oil 
in that region. 

Senator Carroti. Thank you, Mr. Curry. 

Senator Barrerr. Mr. Curry, the price of crude in Wyoming, say, 
is established by posting the price in a given field, is it not? 
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Mr. Curry. Yes, sir. We have two major divisions, the so-called 
sweet oils which generally have a higher price, and the sulfur oils, 
which we call the sour oils, which are lower in price. 

Senator Barrett. And it is greater by the gravity of the oil ? 

Mr. Curry. By the gravity of the oil ; yes, sir. 

Senator Barrerr. Now, generally speaking, that is the price that is 
= for the crude, and the producer will get the price posted in the 

eld? 

Mr. Curry. Yes, sir. 

Senator Barretr. How is that posted field price arrived at? Is it 
set by the producers, we will say, in the midcontinent area ? 

Mr. Curry. I imagine that it starts from a competitive situation 
in the midcontinent area. Then, generally speaking, we get a lower 
price for our crude because of the greater transportation cost, the pipe- 
line costs brought into the overall. 

Senator Barrett. That is right. So, that is, the oil is sold in com- 
petition with the midcontinent oil, so it has to be sold in relation to 
the price paid from midcontinent ? 

Mr. Curry. Yes, sir. 

Senator Barrert. It is all on a competitive basis? 

Mr. Curry. Right. 

Senator Barrerr. So if your costs increased, say, 39 percent out 
there, you have no way of demanding a higher price for your crude, 
you would have to wait until the price went up in the midcontinent 
area and then consequently came up in the Rocky Mountain area; is 
that right? 

Mr. ee: We have to depend on a general condition of the price 
scale ; yes, sir. 

Senator Barrerr. Thank you very much. 

I want to commend Mr. Curry for a very fine statement, Mr. 
Chairman. 

Senator O’Manoney. I think he has made a very excellent state- 
ment. 

Senator Carroiz. I would like to join in that, too. 

Senator O’Manoneyr. The committee is indebted to you, Mr. Curry. 

The committee, when it recesses, will recess until 2:30 this after- 
noon. The witnesses who are to be before the committee will include 
Mr. Leo H. Miller, of the Iowa Association of Municipal Utilities; 
Mr. Tom Walsh, representing the Massachusetts Utilities Association ; 
Mr. M. H. Robineau, of the Independent Refiners Association ; and we 
hope Mr. Paul E. Hadlick, of the National Oil Marketers Association. 

The committee will now stand in recess until 2:30. 

(Thereupon, at 12:40 p. m., the committee recessed until 2:30 p. m. 
of the same day.) 

AFTERNOON SESSION 


Senator O’Manoney. Unexpected happenings during the lunch hour 
have, I think, delayed all of the members of the committee, save Sen- 
ator Dirksen, who appeared before I did. 

Now that [ am here, out of courtesy to the witnesses who have been 
called, and all of whom are under some obligation to make their 
testimony and leave town, I think there will be no objection on the 
part of the other members of the committee if I open the hearing 
and begin with the witnesses. 
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Mr. Robineau tells me that he has a scheduled departure for Denver 
for 5:30, and he would like to make that before the snow comes and 
stops him; and there were some other witnesses who wanted to be 
heard. I think we can assure Mr. Robineau that he will be heard 
before the time for departure for his plane is necessary. 

Mr. Leo H. Miller is the first name on the list. Do you have any- 
body accompanying you, Mr. Miller? 

Mr. Mitter. No, sir. 

Senator O’Manoney. Are you willing to proceed now ? 

Mr. Mitter. Yes, sir. 

Senator O’Manoney. Very well, sir. 

Identify yourself to the reporter and to the committee. 


STATEMENT OF LEO H. MILLER, SUPERINTENDENT OF UTILITIES, 
LENOX, IOWA 


Mr. Muer. Mr. Chairman and members of the committee, I am 
Leo Miller, superintendent of utilities, at Lenox, Iowa, testifying in 
behalf of the Iowa Association of Municipal Utilities. 

Senator O’Manonry. You may proceed. 

Mr. Muuer. It is of very great concern to the Iowa Association of 
Municipal Powerplants that their costs have been increased so dras- 
tically by the recent increases in the price of crude oil. This increased 
cost jeopardizes the economic existence of some 85 municipal gen- 
erating plants in the State of Iowa alone. Further, it tends to dis- 
criminate against these individual diesel-powered plants as compared 
to the larger central stations, operating either by steam or water power. 

These plants have proven completely justifiable and advantageous 
to the municipalities over the past 30 years, and it is the feeling of 
the association that they should not be sacrificed to privately 
owned utilities. Further, a very large number of plants are still 
obligated through issues for capital indebtedness, which would present 
a serious economic picture if costs forced their obsolescence. 

Oil can be, and is being, priced beyond our reach—priced to where 
a paradox of disaster might prevail. 

We further believe that an abundance of oil, at a reasonable cost, 
has a great effect on our national welfare and anything which might 
exhaust or hamper the supply or its availability will weaken national 
strength and smother industry. 

Considering the size of the demand it should occasion no misgiving 
anywhere that the oil industry, taken as a whole, is the largest 
industrial enterprise ever known. We don’t want to believe that this 
oil industry is dominating or controlling—we don’t want to believe 
that a few large companies might constitute a monopoly as might 
have existed half a century ago. 

The production of this oil has been very effective in bringing about 
the changes in our economic, industrial, and social structure. Never 
in the existence of human man has any one natural substance of our 
land given us such an abundance of use. It is therefore important 
that we must have consisent price controls or possibly reverse our 
standard of living to the 1920's. 

I would like to quote from an article as written in The History 
of the Gulf Oil Co., as follows—the man who wrote this article is 
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now a free-lance writer; I do not remember his name; he formerly 
wrote for the New York Times for 14 years, I believe, and I quote: 


For whether it comes through carelessness, ignorance, or political mischief, 
any act which reduces our capacity to maintain an abundant supply of reasonably 
priced oil will swiftly and dangerously sap our national strength. 


Senator O’Manoney. No mistakes, I think, are noted by him there 
on the part of the industry itself? 

Mr. Miter. No, sir. 

Senator O’Manoney. Proceed. 

Mr. Miturr. Further, we seriously question the need for this price 
increase. And, sir, if you want me to, there seems to be some confusion 
on these costs, and I have here a newspaper article, if you would want 
to accept it as testimony as you have in some other instances here 

Senator O’Manonry. What we want, of course, are authoritative 
facts, and while we admire newspapers, we know that the newspapers 
report what is told to them, and sometimes their sources are not au- 
thoritative. Now, are you satisfied with the facts given in this article? 

Mr. Miter. Yes, sir; I am, for this reason. In this morning’s tes- 
timony by Mr. Curry and in testimony yesterday by Mr. Vaughey, 
they seemed to use the increase price of labor for part of it, and one of 
the main causes of this price increase in crude oil, which is very impor- 
tant to us—and this is a labor paper, the official publication of the Oil, 
Chemical, and Atomic Workers Union—and if you want me to read 
just a short item here, if you do not want to take the time, then I will 
just leave it here as a matter of testimony that you can enter in the 
record 

Senator O’Manoney. We will make it part of the testimony as sub- 
mitted by you. 

Mr. Miuxier. Thank you, sir. 

Senator O’Manonery. Hand it to the reporter. 

Mr. Mitter. After I read it. 


In 1949, crude cost only $2.54 a barrel, labor was 28.3 cents a barrel, other 
production costs were only 13.2 cents and the companies retained 48.5 cents a 
barrel (almost the same as in 1954) while refined products sold for a total of 
$3.44 a barrel, f. o. b. refinery. 

Thus a 28-cent increase in crude prices (11 percent) and a 163-percent increase 
in other production costs accounted for the refined products rises during the 
1949-54 period. 

Other production costs include depreciation of equipment, supplies, and mate- 
rials bought and overhead costs. 

Since 1954, prices of both crude oil and refined products have remained rela- 
tively stable until the current round of increases. 

Springboard for the current round of price increases for gasoline has been an 
increase in prices of crude oil—which has gone up 25 cents to 35 cents a barrel 
since Christmas. 

It was right behind these increases that the oil companies began hiking gasoline 
a cent a gallon. Among the various reasons given by company managers for the 
increases was “increased labor costs.” 








It also states here that wage earners in the oil industry can continue 
to enjoy substantial wage increases as long as production trends con- 
tinue, without the necessity of the companies increasing prices to the 
customers or deferring increases in profits. 

I think that is about all that is interesting here right now at this time 
in this article. 

Senator O’Manoney. Very well, sir. 
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Mr. Minter. When the price increase was first announced by the 
Humble Oil Co., it was stated that the increase was necessary as they 
were not able otherwise to obtain sufficient crude to fill foreign com- 
mitments. Inasmuch as practically all production is regulated and 
prorated it is not clear how an increase in price would produce addi- 
tional oil. The need for this has not been recognized by the regulatory 
bodies as they have not found it necessary or Pesicnble to make more 
than token increases in the allowable production. 

Further, as of January 11, imports from foreign sources to the 
Vee States still remained at near record levels, of 1,682,900 barrels 
per day. 

In addition, at that time the petroleum industry was concerned 
because of excessive inventories of gasoline and that the statement 
had been made by a Dallas refinery that these stocks now are “a very 
dangerous hazard to the stability of the oil industry and are causing 
physical waste.” It does not seem that this increased price should be 
necessary for the economic good of our major oil companies. As an 
example, the Chicago Journal of Commerce shows that the Shell Oil 
Co. increased their earnings in 1956 over 1955 by an amount of some 
$10 million, in addition to 1956 distribution of a 10-percent stock 
dividend. From newspaper reports of annual statements this will 
hold true among most of the major companies. 

It is our sincere thought that oil prices, as they stand today, will 
seriously damage the position of the diesel-operated generating plants 
and jeopardize their very existence and their outstanding bonded 
indebtedness, and it is further felt that there is no sufficient justifica- 
tion for the oil price increases. 

The municipal powerplants are the same as an industry to the towns 
in which they are located. The increased cost of this fuel is going to 
force some of the plants to close and cause excessive rates in others. 
It is imperative that we keep our rates comparable to those of REA, 
other public power firms and private power which have opportunity 
for purchase of Federal power or have their stations geographically 
located for cheaper types of fuel. 

It should therefore be apparent that we cannot increase our rates 
to offset the increase in operating costs in this case. Most utilities 
have reconstructed rate schedules since World War II to absorb 
steadily increasing costs of operation. 

Drilling costs were mentioned in the testimony this morning, and I 
have one short item here in this labor paper, that I would like to read 
for testimony, if it is permissible. 

Senator O’Manonry. What is the name of that paper? 

Mr. Mirirr. This is the official publication of Oil, Chemical, and 
Atomic Workers Union. It is called the Union News. 

This is a labor union newspaper. 

I will quote this item now: 


Oil companies make considerable comment on the “increased cost of finding 
oil.’ The companies say that they are paying higher and higher prices for 
geological work, wildcat drilling, and drilling of new discovery holes to greater 
depth. 

This probably is true, but it varies from field to field, well to well, time to 
time, depending on time, place, and luck. 

If labor costs in this exploration work have increased—and no evidence pro 
or con is available on this—these have been the labor costs of geologists and 
other technicians not covered by union agreements. 
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Drilling crewmen paid on an hourly basis and sometimes represented by the 
union have had moderate wage increases, but they are drilling more footage 
per hour. Like other oil workers, they are producing more in return for more 
wages. 
and that is partly in agreement with the testimony this morning and 
partly not. 

PRICE CONTROL ADVOCATE 


Mr. Miter. It would seem that the oil industry is taking advan- 
tage of an international situation or crisis for unfair profits and 
control of one of the country’s largest natural resources. Further, 
it would seem mandatory for the Federal Government to intervene, 
for the reasons I have stated, for the economic stability of the Nation 
as a whole, and for reasons of our national security. 

It is our unbiased opinion, that to offset the inflationary effect of 
the price increases on industry, agriculture, and social way of life, 
that oil prices should be cut to those prices in effect as of December 1, 
1956. 

In brief figures, the increased cost to the utility is slightly over 1 
mill per kilowatt generated or 0.0113 cents per gallon of fuel. This 
will average approximately 13 percent in fuel operating costs for 
generating electricity. 

For the monetary effect on the generating plants of the United 
States in the month of September 1956, which is one of the months 
in which less electricity is used, these plants consumed approxi- 
mately 218,400,000 gallons of oil. 

Under recent price increases on oil this would increase operating 
costs a generating electricity by $2,467,920 per month or $29,605,040 
annually. 

Without Government price control on the oil industry at this time, 
I feel that these costs may further increase, and I would like to quote 
an opinion of a Mr. S. B. Laurie, of Josephthal & Co., in the Wall 
Street Journal in discussing the increase in oil prices, “Individual 
new highs are forthcoming.” There have been many authoritative 
opinions such as this published recently. 

Recent oil-price increases unless curbed are undoubtedly going to 
set off a chain reaction of inflationary, rising costs, which will tend 
to cause conflict within our own boundaries. 

Prices and unfair profits were controlled by ceilings during World 
War II and proved workable in most respects. Now, at a time when 
the Middle East is in a state of ferment, when there is unrest in the 
countries of Eastern Europe, when relations with our own allies are 
strained as a result of these disturbances, it becomes increasingly 
clear that these conditions exist basically, due to the enormous oil 
reserves centered in the Middle East. 

Gentlemen, the struggle for the control of these oilfields has only 
begun, and we certainly are living in time of conflict, and times when 
it is fair and just for Government intervention at home. 

Mr. O’Manonry. Mr. McHugh, did you wish to ask any questions ? 

Mr. McHveun. Mr. Miller, do you have any information as to the 
actual cost of this recent price increase to the farmers in your area? 

Mr. Mitixr. Not actually. Of course, the farmers in this agricul- 
tural State and in this area where we come from have been faced 
with high production costs and a decline in their income. 





EMERGENCY OIL LIFT PROGRAM 453 


This I do know: I visited with several of the distributors of fuel to 
the farmers, and it is going to increase their production costs more. 

In addition to that, the farmers owe bills back 2 or 3 years through 
this declining price period and through drought areas that we have 
existing there in the whole Southwest, in several States there in the 
Midwest, and I do not know what they are going to do. 

Senator O’Manoney. You are superintendent of utilities for Lenox, 
Iowa? 

Mr. Mituer. Yes, sir. 

Senator O’Manonry. What has been the effect on the utilities of 
Lenox? 

Mr. Mutter. The effect is that so far we have not raised rates be- 
cause we have, like everybody else, adjusted rates since World War II, 
and we have absorbed steadily increasing prices on all operating ma- 
terials that we have to have. 

Senator O’Manoney. Will you file with the committee a statement, 
by mail, which will give the exact effect upon the Lenox utilities? 

Mr. Miuuer. Yes. I have the increased cost here. Did you want it 
now, or did you want it in writing ? 

Senator O’Manoney. If you have it with you, you might as well put 
it in now so we will have it. 

Mr. Mitier. We have exactly a 13-percent increase in the price of 
fuel for generating purposes. 

Senator O’Manoney. I want the details. Let us have a detailed 
statement. 

Mr. Miuuier. All right, sir. 

Senator O’Manoney. You do not need to give it now. Prepare it 
and send it in, please. 

Mr. Mitier. All right; I will do that; all right, sir. 

(The information referred to follows :) 


LEeNox, Iowa, February 15, 1957. 


TESTIMONY For OIL-PRICE HEARINGS, AS REQUESTED BY SENATOR JOSEPH C. 
O’MAHONEY, AT THE HEARINGS ON FEBRUARY 13, 1957 


My name is Leo H. Miller. I am presenting the following testimony at the 
request of the committee, in writing, for the records of the oil-price hearings. 

Lenox, Iowa, is a small town of 1,175 population. 

Increased price of oil will cost the utilities, annually, $2,050. This will cost 
the consumer, annually, $3.44 (includes power and commercial users). 

The State of lowa used 447,188 barrels of oil in generating last year. 

The oil-price increase will cost the utilities in Iowa $212,235.42 annually, 
which will have to be absorbed by the consumer. 

Oil constitutes 35 percent of the cost of generating electricity. 

Labor constitutes 40 percent of the cost of generating electricity. 

It should be of interest to the Senate committee that the oil costs have in- 
creased 13 percent since December 1, 1956, and labor costs have increased only 
9 percent in the last 5 years for the Lenox generating plant. 

I think that the cost percentages should interest the Senate committee oil- 
price hearings inasmuch as the petroleum industry, in its testimony before the 
committee, has blamed, in large part, increased labor costs as reasons for price 
increases on petroleum products. Please refer to that part of my testimony 
before the committee on February 18, wherein I stated facts, obtained from the 
labor union, which definitely discredit those presented by representatives of the 
petroleum industry before the committee hearings. 


I want to thank the committee for the opportunity to present this additional 
testimony in this manner. 


[SEAL] Leo H. MItxer. 
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Senator O’Manonry. The committee will be very glad to have any 
further information of that kind with respect to any other public 
utilities in the State of Iowa. 

Mr. Miirex. Yes. It is affecting the whole State of Iowa, not only 
public powerplants, but some private concerns, REA’s, and, for 
example—— 

Senator O’Manoney. In order to make a report to the Senate about 
the facts of this matter, the committee will have to have as much of 
the definite effect as can be shown by statistics. 

Mr. Mirirr. Yes, sir I realize that. 

Senator O’Manoney. In other words, we want to lay all the cards 
on the table. 

Mr. Miter. I realize that, and I will furnish it for you. I planned 
to bring it with me, but I did not have time. Time did not permit me 
to get this ready. 

senator O’Manonry. Very well. If you do that, we will very much 
appreciate it. 

Mr. Mixer. Yes, sir. 

Senator O’Manoney. Thank you, sir, for having come. 

Mr. Murr. Thank you, sir, and I thank the committee. 

Senator O’Manonry. Mr. Walsh? 


STATEMENT OF THOMAS A. WALSH, MANAGER, LIGHT AND POWER 
DEPARTMENT, HUDSON, MASS. 


Mr. Wausu. My name is Thomas A. Walsh, and I am the manager 
of the light and power department of the town of Hudson, Mass. 
I am also secretary-treasurer of the Municipal Electric Association 
of Massachusetts, which is comprised of 40 municipal electric 
departments. 

In addition to representing the light and power department of 
Hudson, I have been authorized to represent the Municipal Electric 
Association of Massachusetts. 

The light and power department of Hudson used last year 1,520,000 
gallons of No. 2 fuel oil. It cost the department $166,967.26. This 
year we estimate that we will use 1,680,000 gallons. 

The price of No. 2 fuel oil advanced 1 cent per gallon January 11, 
but this is only part of the story. There was a 3-mill price rise 
October 1 and a 114-mill rise January 1. 

Our average cost of No. 2 fuel oil was 11 cents per gallon in 1956, 
but the present cost of fuel oil is now 12.44 cents per gallon. This 
means that our fuel costs will increase $24,360 this year over the 1956 
costs. 

The city of Peabody will use about 1,750,000 gallons of No. 2; 
the town of Ipswich, 800,000 gallons; and the town of Marblehead, 
75,000 gallons this year. 

In addition, three municipal departments, Braintree, Holyoke, and 
Taunton, have plants that use residual fuel oil. They use approxi- 
mately 750,000 barrels of residual fuel per year. The price of residual 
fuel has increased 50 percent per barrel within the past 4 months 
and will cost these departments an additional $375,000 this year. 

We feel that the available evidence very definitely points to the 
possibility that these increases in fuel cost are due to collusion. Never 
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in history has there been as much products and crude in storage as 
when the price of crude and products increased in January. As of 
January 11 there were 132,942,000 barrels of light fuel in storage, 
25,763,000 barrels more than last year. There were 42,731,000 barrels 
of residual fuel in storage, 3 million barrels more than last year. 
Bear in mind that this fuel was in storage before the price of crude 
was increased. Nor was there any shortage of crude; there were 260 
million barrels of crude in storage. o. 

I appeared at a hearing conducted by the Office of Defense Mobili- 
zation beginning October 24, 1956. At that hearing it was testified 
that there were 2 million barrels a day shut-in capacity in this coun- 
try; that the Texas operators were restricted to 16 days operation 
per month; that they were starving and unless they could operate 
their wells more days per month they would all go bankrupt. 

Well, the importation of foreign oil has been stopped, but what 
happened? The Texas Railroad Commission turned down an increase 
in the January allowables because “available crude stocks are too 
high.” The allowable for February was increased to 3,543,672 barrels 
per day, an increase of 92,970 barrels per day, or a magnificent 
3-percent increase. 

In comparison, Venezuela has increased its production to 2,766,000 
barrels per day, up 300,000 barrels, or an increase of over 10 percent. 

T feel sure that this investigation by the Congress will expose such 
collusion as may exist in the oil industry and that laws to protect 
the ultimate consumer could be enacted. 

That is my story, sir. 

Senator O’Manonery. Any questions, Mr. McHugh? 

Mr. McHvuen. Mr. Walsh, I understand from your statement that 
you appeared as a witness at, the hearings held by the Office of Defense 
Mobilization concerning the import of oil? 

Mr. Watsu. That is right. 

Mr. McHvueu. What position did you take in connection with this 
import problem ? 

Mr. Watsn. We opposed the petition of the Independent Petro- 
leum Association on the grounds that we felt sure that it would result 
in an increase of fuel-oil prices. 

Mr. McHuen. Do you have any information concerning the effect 
which additional imports into the United States have, in fact, had 
upon prices in the United States? 

Mr. Watsn. I did not quite follow you. 

Mr. McHveu. Did your association compile any information con- 
cerning the actual effect upon prices in the United States from a 
large influx of imports? 

Mr. Watusu. No, I have no compilations; no, sir. 

Mr. McHvueu. Do you have any reason to know whether or not oil 
imported into the United States is sold more cheaply or at any differ- 
ent price than oil produced here of comparable grades? 

Mr. Watsu. I do not believe it is. I do not believe that the oil 
that we get on the east coast is any cheaper. I feel some of it is 
Texas oil, or rather domestic oil, and some of it is foreign oil, but the 
price is no different; no, sir. 

Mr. McHvseun. I understand from this it is just your position that 
with greater available supply the ultimate effect would be to keep 
prices lower? 
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Mr. Watsu. That is right; that is right. If the law of supply 
and demand holds true in the oil industry, certainly with all this oil 
in storage, the prices should be coming down instead of going up. 

Mr. McHuseun. I have no further questions. 

Senator O’Manoney. Mr. Walsh, will you give me the number of 
municipal electric plants that belong to the association for which 
you speak ? 

Mr. Watsu. There are 40, Senator. 

Senator O’Manoney. All over the State? 

Mr. Wausu. That. is right. We cover the State pretty generally. 

Senator O’Mauoney. Have they all felt the effect of this price 
increase ? 

Mr. Watsu. Not all of them, because not all of them generate 
their own electricity. A great many of them—in fact, the larger 
percentage—buy their electricity, and they would feel it, of course, 
through—— 

Senator O’Manonry. How many generate their own electricity ? 

Mr. Watsu. Seven of us. 

Senator O’Manoney. Has the effect been uniform on all seven? 

Mr. Watsu. That is right. 

Senator O’Manoney. What is the percentage of increase in the cost 
of fuel ? 

Mr. Watsu. With the light fuel it has been a little better than 
10 percent. Our price has gone from 11 cents to 12.44. 

n the heavy fuel, it has gone up 50 cents, from about $2.75 to 
$3.50; so that it is, let us say, about 8 percent. 

Senator O’Manoner. What effect has it had upon your rates to 
your customers? 

Mr. Watsu. Well, very definitely we have to raise rates. We are 
just working out the details of it right now. We certainly cannot 
operate with this price increase. 

Senator O’Manonry. So that your complaint to this committee is 
that because of the increased costs of residual fuels and fuel oil, the 
oil products that you need, you definitely will have to increase your 
rates, to the consumer ? 

Mr. Wausu. That is right, Senator. 

Senator O’Maunonry. No disagreement about that among your 
members. 

Mr. Watusu. No, sir. 

Senator O’Manonery. Thank you very much, sir. We are obliged 
to you for your testimony. 

Mr. Watsu. Thank you for your courtesy in listening to me. 

Senator O’Manoney. Mr. Robineau. 


STATEMENT OF M. H. ROBINEAU, PRESIDENT, THE FRONTIER RE- 
FINING CO., AND PRESIDENT, INDEPENDENT REFINERS ASSO- 
CIATION OF AMERICA 


Mr. Rosrneav. Senator and members of the committee, my name 
is M. H. Robineau. I am here to represent a small independent re- 
finer, the Frontier Refining Co., of Cheyenne, Wyo. I am also here 
as the president of the Independent Refiners Association of America, 
representing small independent refiners like Frontier throughout the 
country. 
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Basically we are all in the same boat. We face a common problem 
insofar as the oil-to-Europe program is concerned. 

Senator O’Manoney. Pardon me. First, may I ask whether the 
Frontier Refining Co. is a member of MEEC ? 

Mr. Ropingav. Yes, Senator. We are the 16th member. We are 
not one of the original 15. 

Senator O’Manonry. How did you happen to become a member? 

Mr. Rostneav. Well, primarily, I think, through the efforts of 
yourself, Senator, in trying to get some independent on the commit- 
tee, and I assume we were the one that was selected, but I am sure 
it was based on your efforts to get someone on the committee that was 
not one of the original European international oil companies. 

Senator O’Manoney. You did come to me to complain about the 
lack of representation of the whole industry on the MEEC, did you 
not ? 

Mr. Rosrneav. Yes, sir; a lack of representation in the whole pro- 
gram, whether it was MEEKC or the Goveesininets part of it. We 
feel that our segment of the industry was not being represented and 
did not have an opportunity to protect itself. 

Senator O’Manoney. You are personally aware of the fact, are 
you not, that I protested, before you came to my office, to the Depart- 
ment of the Interior, to the Department of Justice, to the Office of 
Defense Mobilization, and to the Department of State, that only a 
segment of the industry was managing the Government program ? 

Mr. Rosrneav. Yes, sir. 

Senator O’Manoney. Did you confer with any of the officials of the 
Department of Interior—Mr. Stewart or Secretary Wormser—with 
respect to going on this committee? 

Mr. Rostneav. Following the conversation with you, yes; I con- 
ferred with Mr. Stewart. 

Senator O’Manoney. You got an invitation to go on the com- 
mittee, did you not? 

Mr. Roprnzav. Yes, sir. 

Senator O’Manoney. It came from whom? 

Mr. Rosrneav. Well, the invitation came from the Office of De- 
fense Mobilization. 

Senator O’Manoney. The Office of Defense Mobilization ? 

Mr. Roprneav. Yes, sir. 

Senator O’Manonsgy. Thank you very much. 

I want this in the record merely for the purpose that I have been 
told that a claim has been made on behalf of one of the Government 
departments that the appointment of an independent refining com- 
pany on the committee was urged somewhere else. 

Mr. Roprneav. No; it was urged by you, sir. 

Senator O’Manoney. Do you recall the date on which you became 
a member? 

Mr. Ropsrneav. Well, the invitation was January 16. I do not 
know when they 

Senator O’Manoney. When did you accept it? 

Mr. Ropingeav. We accepted it by return wire, and then we re- 
ceived notification, oh, along about the 1st of February—I cannot give 
you the exact date. 
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Senator O’Manoney. Thank you very much. You may proceed. 

Mr. Rosrneav. Basically also, we think alike on this problen— 
I am referring to all the independent refiners—as evidenced by the 
discussion at the annual meeting of our association as long ago as 
November, and the voluminous exchange of correspondence which 
we have had on this subject since the closing of the Suez Canal. 

The views expressed today, then, are those supported generally by 
all small independent refiners. 

There are about six times as many independent refiners in this 
country as there are major oil companies. But the aggregate plant 
capacity of this large number of refiners represents only one-sixth 
of the total refining capacity in the United States. 

While small in the dimensions of the oil industry, by any other 
standard the independent refiner is an important part of the total 
United States industrial machine, an important part of this country’s 
total national wealth. His plants and facilities represent an invest- 
ment at present-day reproduction costs of almost $2 billion. 

I do not need to explain to this committee the importance of the 
independence refiners’ role in the maintenance of a healthy, competi- 
tive, and dynamic petroleum industry. Without him, by definition, 
petroleum products for the consumer would be made available only 
through major company plants. In short, the elements of competitive 
restraint now causing so much national attention will be immeasurably 
aggravated if the independent refiner is lost to the economy. 

I do want to explain to this committee, however, the peculiar and 
difficult economic circumstances in which the independent refiner 
operates. 

For the most part, he must purchase on the open market the ruw 
material, crude oil, which he puts through his refinery. He sells 
refined petroleum products competitively on the open market. He 
must meet his cost of operation and make his profit out of the dif- 
ference or margin between the price he pays for his raw material and 
the price he receives for his refined products. 

In this respect, he is not much different from many other manufac- 
turing enterprises. The particular and important difference between 
the independent refiner’s position and that of most other manufac- 
turers is that large quantities of his raw material are held by, and its 
price is largely set by, the companies who are also his competitors in 
the sale of finished products. 

For those integrated competitors, a change in the price of crude oil 
can be primarily a bookkeeping item—an allocation of aggregate 
company profit to one or another division of the integrated business. 
For the independent refiner, however, a change in the price of crude 
oil means business survival or death. 

Senator O’Manoney. Will you explain a little more at lenzth what 
you mean by “a bookkeeping item”? 

Mr. Roprneav. Well, with an integrated oil company which owns 
its own production and has his refinery and has his marketing division, 
goes direct to the consumer or to the dealer; if he raises the price of 
crude oil and does not raise the price of gasoline, he will still be 
making the same profit he was making before they raised the price of 
crude oil, but it will be allocated to a different department in his 
business. 
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But in the case of an independent refiner who has to buy that crude 
oil and does not have that profit in that crude oil, then unless he raises 
the price of gasoline, he is squeezed. 

Senator O’Manonry. In other words, the independent refinery 
which does not have a source of its own crude oil is at a disadvantage 
as compared with the integrated refiner who possesses not only the 

pportunity of making a profit from producing oil, but also from 
pn oil, from transpor ting oil, from transporting the oil products, 
aa from finally selling those produc ts. 

Mr. Rogineav. That is correct, Senator. 

Senator O’Manonry. With respect to the independent refiners for 
whom you speak, what do you want the committee to understand to 
be their status as producers as well as refiners ¢ 

Mr. Roprneavu. Many of them have no production at all. Some °F 
them have some. My own particular company produces probably 
thousand barrels a day and we refine 16,000, so that is about ioe 
percentage. 

Senator O’Manoney. You produce only one-sixteenth part of the 
amount of crude oil that you refine ? 

Mr. Roprneav. That is correct, sir. 


Senator O’Manoney. That places you at a disadvantage with the 
integrated refiner who has a very much larger perce ntage of the raw 
material, that is to say, the crude oil, which is refined in such an 
establishment ? 

Mr. Rosrneav. That is correct, Senator. 

Senator O’Manonry. Proceed, please. 


Mr. Roprneav. The position of the independent refiner, squarely 
in the middle betw een the production of crude oil and the marketing 
of refined products, is at all times a difficult one. It is even more pre- 

carious today because of present large surpluses of gasoline. These 
cannot help but have a depressing effect upon the market prices. 

It is uncertain how long he can pass on to the buyers of his products 
the recent increases in his costs represented by the ‘hike in the price of 
crude oil, Already there is some weakening in the price structure 
of gasoline and some reductions from the recent increase in gasoline 
prices have been reported. 

Let me emphasize that the independent refiner does not profit from 
the recent hike in gasoline prices. He is merely passing on an increase 
in costs of the raw material with which he works. If the price of 
that raw material were raised without a corresponding increase in 
the price of refined products, it would turn his operation into a losing 
one. 

Let me give you a personal example. My company, the Frontier 
Refining Co., has a replacement ses in my opinion of something 
over $25 million. In our last fiscal year ending May 31, 1956, we made 
$600,000 net after taxes—not an excessive profit against our value. 
During the calendar year 1957 we will process 6 million barrels of 
crude ‘oil. The 25-cent minimum increase in the price of crude oil 
in our part of the country increases our annual costs $1,500,000—$1 
million more than we made last year. Obviously, we had to raise 
cur gasoline and product prices to cover this increase or go out of 
business quick. 

To state the arithmetic of this matter in another way, an efficient 
independent refiner should earn from 20 to 30 cents per barrel of 
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crude before taxes—and the recent crude price increases of 25 to 35 
cents must turn his operation into a loss unless he passes that 
increase on. 

Senator O’Manoney. I understand you to mean by this testimony 
that the independent refiner who does not have his own source of 
crude must increase the price of his product when the price of his 
raw material is increased or go out of business. 

Mr. Rosrneav. That is correct, sir. 

Senator O’Manoney. Or at least, if not go out of business, suffer 
a loss in the operating enterprise? 

Mr. Rosrneav. That is correct. 

Senator O’Manoney. Whereas the integrated refining company, 
which has many segments of the industry in which it engages, stands 
in a much better position to absorb any increase in the price of crude? 

Mr. Rosrneav. That is correct. 

Senator O’Manonry. And might indeed absorb the entire increase 
in the price of crude? 

Mr. Rosrnrav. Some of the companies could; I do not know whether 
all of them could, but some of those, particularly those who have 
foreign production, might be able to do that. 

Senator O’Manoney. Of course, one of the principal purposes of 
this investigation by this committee is to determine what the effect of 
the oil lift to Europe is, first, on our domestic economy and, secondly, 
upon the world economy. We start with a statement from fiscal 
sources in New York that the crude-oil operations and the refining 
operations of major companies which are members of MEEC are most 
profitable in the Middle East; is that correct ? 

Mr. Rogrneav. That is my information; that is what I understand. 

Senator O’Manoney. What sort of information did you get? Was 
it good information or poor information ? 

Mr. Roprtneav. I believe it is good information; at least, I have had 
nobody dispute that statement in the industry, and my many friends 
in the industry, but what the—— ' 

Senator O’Manonery. The reports that come to us are uniformly 
that the operations in the Middle East are extremely profitable to the 
companies that operate them. It is known, for example, that Ameri- 
can operating companies that develop crude oil in the Middle East get 
the same benefit of the 2714-percent depletion allowance which is 
granted to domestic producers; is that a fact, as you know? 

Mr. Rosryeav. That is correct; yes, sir. 

Senator O’Manoney. So that, with the lower costs of operating in 
the Middle East, the production of a barrel of oil in that area is much 
more profitable than the production of a barrel of oil in domestic 
areas within the United States with higher production costs all 
along the line? 

Mr. Rosrneav. That is correct, sir. To put it another way, they 
can produce a barrel of oil in the Middle East at anywhere from 50 
cents to $1 a barrel, or maybe cheaper, than a like barrel could be 
produced in this country. Part of the reasons are the ones you have 
given, the lower costs of operating, the lower labor costs, but probably 
the prime reason is the enormous size of the reserves and the larger 
size of the wells. In other words, the rate at which they can be pro- 
duced per day reduces the integral cost per barrel. 
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Senator O’Manoney. The testimony before this committee yester- 
day was clearly to the effect that the Government of the United States 
itself in its military operations is a customer of the petroleum indus- 
try and must pay a higher cost because of the increase in the price of 
crude. 

Mr. Rosrneav. Yes, sir. 

Senator O’Manoney. It has been suggested that the independent 
producers are responsible for the failure, if there has been a failure, of 
the oil lift to Europe by not producing enough crude oil, and that 
the increased price was announced and posted by the Humble Oil Co. 
for the purpose of stimulating the production of oil at the same time 
that some of the major companies, members of MEEC, were trans- 
porting Latin American oil to their own east-coast refineries, instead 
of to Europe for use over there. 

Am I right in assuming, from your testimony and from the testi- 
mony which has heretofore been given, that the operations of these 
giant, integrated companies which are worldwide interests are very 
different from the operations of both the independent producer in 
the United States and the independent refinery in the United States? 

Mr. Rozrneav. You are correct in that assumption, sir. 

Senator O’Manoney. Thank you, sir. 

Mr. Roprneav. I am confident that this pattern is repeated over and 
over again among independent refiners throughout the country. 

Living in this precarious environment, the independent refiner has 
developed an awareness for potentially adverse change. He could see 
as soon as the Suez crisis broke that some of the proposed methods for 
solution could destroy him. The significantly dangerous and destruc- 
tive element could be, he foresaw, a total emphasis upon shipments of 
crude oil with the attendant probability that the price of crude would 
be raised in response to the increased demand for it, particularly in an 
emergency atmosphere. 

He could also see that such a destructive solution to the problem was 
wholly unnecessary in view of the availability of refined products in 
the United States to meet Europe’s need. Any program to solve a 
Suez crisis had to be, and in fact has been, developed under Govern- 
ment supervision. We therefore took our views to the appropriate 
Government officials. We asked for a chance to participate in the 
development of the program. 

We asked that the effect upon the independent refiner be considered 
in that program. But, from July until early January, the program 
design apparently proceeded without regard to the refinery position. 
We were foreclosed from access to the data which would permit us to 
help or to make specific, informed, and constructive suggestions. 

As far as I know, our warnings and our specific recommendations 
were never considered. Until the announced hike in the price of crude 
oil, they were not reflected in the program as it developed or as it was 
put into operation. 

As near as I can see it, we tried, and the Government failed. 

In my telegram of July 27, 1956, we offered the cooperation of the 
Independent Refiners Association of America in the Suez emergency. 
Mr. Stewart, Director of the Office of Oil and Gas, promptly acknow!l- 
edged the association’s offer. His reply of July 31 said: 

I am certain that in the future, as in the past, the independent refiners of this 
country will assist their Government whenever so requested. 

90507—57—pt. 133 
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On January 4, 1957, the proffered cooperation was for the first time 
accepted by the Government. 

Senator O’Manoney. May I say at this point that Secretary Seaton, 
of the Department of the Interior, the administrator of this program 
himself, assured me in his office that an effort would be made to obtain 
independent refiners and independent producers to become members 
of the MEEC. The Frontier Refining Co. was the only refinery that 
was willing to accept. 

I understand an effort was made to get others to take the responsi- 
bility. The producers did not accept. And yesterday Mr. Russell 
Brown testified before this committee, as counsel for the Independent 
Producers Association of America, that it was the policy of the pro- 
ducers not to accept invitations to become members of MEEC because 
of the divergent conditions which applied to the independent producer 
and the integrated companies. 

So that as of this date, the Frontier Refining Co., of which you are 
the president, is the only independent refinery, the only independent 
corporation, which is on the MEEC. 

May I ask you, do you have any associations of any kind in Europe? 

Mr. Rosrneav. No, sir. 

Senator O’Manoney. In the Middle East? 

Mr. Rostneav. No; we have none. 

Senator O’Manoney. Do you have any refineries in Great Britain? 

Mr. Rosrngeav. No, sir. 

Senator O’Manoney. In France? 

Mr. Rozrneav. No, sir. 

Senator O’Manoney. Anywhere else in Europe ? 

Mr. Rogineav. No, sir. 

Senator O’Manoney. Where are your refineries? 

Mr. Ropryeav. We have one refinery in Cheyenne, Wyo. 

Senator O’Manoney. That is all your company has? 

Mr. Roprngav. Yes, sir. 

Senator O’Manoney. Your total crude-oil operation amounts to 
how much ? 

Mr. Rosrneav. About a thousand barrels a day, sir. 

Senator O’Manonry. And outside of 

Mr. Rosrneavu. From which 800 barrels is in United States, and we 
do have about 200 barrels in Canada. 

Senator O’Manonry. Would you say that your situation is typical 
of the situation of the independent refiners who belong to your asso- 
ciation ? 

Mr. Roprneav. I believe it is. There are a few larger independent 
refiners that have a large percentage, might have 20 or 25 percent. 
Most of them do not have any. 

Senator O’Manoney. 25 percent of what? 

Mr. Rosryeav. Of their crude run; they produce 25 percent of 
their crude run. 

Senator O’Manonry. Thank you very much. 

Mr. Rorrnrav. I thank you. 

On January 4, 1957, the proffered cooperation was for the first time 
accepted by the Government. 

=~ the record I should like to introduce the offer and Mr. Stewart’s 
reply. 
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Senator O’Manonry. That may be received. 
Mr. Rosrneav. Thank you. 
(The matter referred to is as follows:) 


[Telegram] 


OFFICE OF OIL AND GaAs, 
UNITED STATES DEPARTMENT OF THE INTERIOR, 
July 31, 1956. 
Mr. M. H. Rosrneau, 
President, Independent Refiners Association of America, 
Care, Frontier Refining Co., 410 Boston Building, Denver, Colo.: 

Thank you for your offer of cooperation. I am certain that in the future, 
as in the past, the independent refiners of this country will assist their Gov- 
ernment whenever so requested. 

H. A. STEWART, 
Director, Office of Oil and Gas, 
Department of the Interior. 

ec: IRAA, Shoreham Building, Washington, D. C. 

Confirmation copy to M. H. Robineau. 

Oil and gas files. 


[Text of Mr. Robineau’s telegram to Mr. Stewart] 


JULY 27, 1956. 
Hon. Hueu A. STEWART, 


Director, Oil and Gas Division, 
Interior Building, Washington, D. C.: 

Suez emergency raises serious and far-reaching implications for petroleum 
industry. Be assured this association prepared to cooperate with Government 
in every feasible way. Working now on suggestions under which members may 
individually aid in meeting problems which might arise. 

M. H. Roerneav, 
President, Independent Refiners Association of America. 


I should like to introduce copies of the resolution passed at the an- 
nual meeting of the Independent Refiners Association of America on 
November 14, 1956. 

Senator O’Manoney. It may be received. 

(The matter referred to is as follows :) 


RESOLUTION PAssep AT IRAA MEETING OF NOVEMBER 14, 1956 


Be it resolved, That the independent refiners of America are alarmed not only 
by the size and significance of the oil supply problems arising out of the Suez 
crisis, but they are at the same time and equally alarmed by failure to include 
the independent refining segment of the industry in the development of a plan 
to meet the problems; and be it further 

Resolved, That the officers of the association continue to offer the full co- 
operation of this association and its members in the development of solutions 
to the oil shortage resulting from the Suez crisis; and be it further 

Resolved, That the officers take all necessary action to insure that in what- 
ever mechanics are devised to solve this problem equitable consideration be 
given to participation by and the impact upon independent refiners. 


Mr. Roprneav. It expressed concern over the failure of the Gov- 
ernment to include the a refining segment of the oil in- 
dustry in the development of plans to meet the Suez problem. Yow 
will recall that the Suez canal was completely closed to traffic about 
2 weeks before this date. 

Both before and after this annual meeting, officials of the Independ- 
ent Refiners Association of America had conversations with Interior 
officials concerning the probable consequences of the actions of the 
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Middle East Emergency Committee. The sense of these resolutions 
was brought to the attention of the Government officials in these 
conversations. 

At that time, I want to emphasize, we proposed that we ship prod- 
ucts, rather than crude, that refining yields be altered to produce 
the heavier oils needed by Europe and that Government take the lead 
in developing the program with the assistance and participation of 
independent refiners. 

The so-called plan of action of the Middle East Emergency Com- 
mittee, designed to solve the Suez problem, was formally adopted by 
the President and placed into operation in early December. It clearly 
did not reflect any consideration of the independent refiners’ sug- 
gestions or concerns. It was instead geared entirely to the rerouting 
of tanker shipments of crude oil. 

We immediately telegraphed Secretary Seaton and formally ex- 

ressed the concerns of the independent refiners which had previously 

een expressed in several conversations. This was followed by a 
letter from the association to Interior Secretary Seaton, Secretary of 
State Dulles, and Defense Mobilizer Flemming, summarizing in a 
comprehensive manner the concerns of the independent refiner and the 
probable squeeze on independent refiner margins which might result 
from the Suez program. 

The association at that time again proposed a balanced Government 
organization to give leadership to the solution of this problem. The 
association also asked for a program which would rely upon the ship- 
ment of petroleum products, rather than on scarce crude. 

The need for an adequate Government staff and adequate Govern- 
ment organization to handle this problem was again expressed in a 
public statement by me on December 13, which was widely reported 
at the time. 

In that statement I urged that this matter be considered at the 
National Petroleum Council, scheduled to meet the following day in 
connection with the Suez crisis. 

I am furnishing a copy of each of the documents to which I have 
referred, with the suggestion that they be made a part of the record 
of this hearing. 

Senator O’Manoney. They may be received. 

The material referred to is as follows :) 


Meyers & BATZELL, 
January 5, 1957. 
{Identical messages to each addressee on attached list.) 

Humble Oil Refining Co., a subsidiary of Jersey which we understand is 
operating under a consolidated tax return with its parent, has today announced, 
effective immediately, a 35-cent increase in the posted price of crude oil, 
attributing as a reason the demand for oil in aid of Europe. This is what inde- 
pendent refiners feared and pointed out several weeks ago. What position will 
Government take in connection with shortage conditions in the United States 
resulting from its sponsorship of petroleum aid to Europe to keep independent 
refiners from being driven to wall and to prevent further resulting monopolistic 
consolidations? Duplicates of this telegram have been sent to the Honorable 
John Foster Dulles, the Honorable Fred A. Seaton, the Honorable Arthur Flem- 
ming, the Honorable Victor R. Hansen, the Honorable J. Ed Warren, the Hon- 
orable Huxh Stewart, and to Senator O’Mahoney, who has desperately sought 
to.avoid disaster now impending. 

M. H. Roptneav, 
President, Independent Refiners Association of America. 
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The Honorable John Foster Dulles, Secretary of State, Department of State, 
Washington, D. C. 

The Honorable Fred A. Seaton, Secretary of the Interior, Department of the 
Interior, Washington, D. C. 

The Honorable Victor R. Hansen, Assistant Attorney General, Antitrust Divi- 
sion, Department of Justice, Washington, D. C. 

The Honorable J. Ed Warren, Office of Defense Mobilization, Washington, D. C. 

The Honorable Hugh Stewart, Director of Oil and Gas Division, Department of 
the Interior, Washington, D. C. 

The Honorable Joseph C. O’Mahoney, Senate Office Building, Washington, D. C. 





Meyers & BaTZELL, 


Washington, D. C., December 11, 1956. 
Hon. Frep A. SEATON, 


Secretary of the Interior, 
Washington, D. C. 


My Dear Mr. Seaton: Mr. M. H. Robineau, of the Frontier Refining Co. of 
Denver, Colo., and president of the Independent Refiners Association of America, 
telegraphed you on Friday concerning the worries of independent refiners 
throughout the Nation over the manner in which emergency petroleum supplies 
are to be made available by this country to Europe. 

At the time the Suez crisis first broke, Mr. Robineau, on behalf of TRAA, 
telegraphed Mr. Stewart, Director of the Office of Oil and Gas, offering every 
assistance to the Government which might be needed in the solution of what 
threatened to be, and what has since turned out to be, a substantial petroleum 
crisis. Since the time of that original telegram, the Independent Refiners Asso- 
ciation of America has stood ready either through consultation or otherwise to 
assist in every proper manner. 

There can be no denying the fact that any program or programs designed to 
provide additional petroleum supplies to Hurope from the United States will 
have a direct and immediate effect upon the industry in the United States. 
The policy directing United States assistance has been established by the Presi- 
dent. In carrying out that policy, great care must be exercised lest in our 
determination to aid the European economy we irrevocably damage our own. 

Obviously, any program for the procurement of petroleum supplies from this 
country will immediately affect the availability of those same supplies within 
the country, and it is a commonly accepted phenomenon that, as materials grow 
shorter in supply, prices for such materials increase. Today in the United States 
we are relatively long on certain products, particularly gasolines, and relatively 
short on crude petroleum. In effect, there is a situation in which product prices 
are soft and crude petroleum prices firm. If the proeurement of supplies to 
Europe is to be exclusively or almost exclusively in terms of crude, crude prices 
in all probability will inevitably increase, and this in the face of the long product 
supply situation will create equally inevitably a price situation which will 
squeeze the refining segment of the industry to the wall. To the extent that that 
refining segment, as in the case of the independent refiner, cannot depend upon 
crude profits to offset refining losses, the refining segment will at the least be 
seriously and perhaps irrevocably damaged. 

Once a program of the kind envisaged by the President is undertaken through 
Government sponsorship, the Government assumes a high responsibility to see 
that the basic economy of the Nation is not more adversely affected than need 
be. The responsibility becomes even greater if public funds are to be involved, 
and the newspaper reports suggest that in the present petroleum program publi¢ 
moneys to a substantial amount are or will be used. 

There are many technical questions which require resolution. For example, 
if the program is designed primarily to assist the consuming elements in Europe, 
is it the wisest or most economic technical course to bring to refineries in 
Hurope designed to run on Middle Pastern crude, crudes from the Western 
Hemisphere which differ greatly in composition and product yields? Does this 
aid first the consumer or the European refining segment? Is it more efficient 
to transport finished products which can be immediately made available to the 
consumer than to transport crude petroleum which must be processed before 
it can be put to the consumer’s use. Presumably, in questions such as these, 
a divergency of viewpoints may exist, even among experts, but a matter of real 
concern to the independent refiner is: How is this divergency of viewpoint to be 
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reflected in the Government-sponsored program so that appropriate checks and 
balances exist both in terms of the preservation of the competitive United States 
economy and in terms of the best and most efficient technological results obtain- 
able in difficult circumstances? 

This problem of an appropriate recognition of different viewpoints goes 
directly to the problem of what kind of Government organization is going to 
operate this program. Is it to be merely an operation of companies having 
large foreign interests, or are the plans and programs of those companies to be 
subjected to full administrative control and responsibility by a staff acknowl- 
edged as experts and composed of a sufficient number of responsible men from 
different segments of the petroleum industry to assure balanced consideration of 
the technical and policy problems mentioned above? In the past, in times of 
emergency, where this country has been called upon to supply needs abroad, 
foreign industry committees such as the Middle East Emergency Committee oper- 
ated within a total framework of Government administration under a total 
program which gave due consideration to the total impact upon the domestic as 
well as the foreign economy. Is this what is now contemplated, and, if so, 
when and how wilil these assurances of balanced judgment be established by the 
Government? 

I understand that the Government may not feel that it has a concern about 
the price question in view of the fact that it no longer has price control powers. 
Since several segments of the industry cannot collectively deal with the price 
problem because of the antitrust laws, a serious acceptance of the preceding 
proposition would mean that although a program was set in motion by the 
Government, of direct significance upon prices and thereby upon the industrial 
economy, no responsibility for the domestic consequences of that program is to be 
accepted by Government and cannot be by industry. The IRRA doves not be- 
lieve that such a result is necessary or in keeping with circumstances as they 
presently exist. 

Positively the IRRA believes that there are a number of steps which the Gov- 
ernment can and should take in the present emergency : 

(1) A Government organization should be established, adequately and repre- 
sentatively staffed, which can determine upon a policy course taking into account 
all technical and policy objectives. 

(2) This staff should establish programs and standards by which will be car- 
ried out the objectives of orderly shipments to Europe with minimum disloca- 
tion of the United States economy. 

(3) To the extent Government funds are involved, there should be worked 
out channels by which such Government funds are made available for procure- 
ment of petroleum in keeping with the policy and programs developed by the 
staff and approved by top Government authority. 

(4) There should be subordination of the tools for achieving supplies to Eu- 
rope to the plans and programs of the staff, including the services which will be 
rendered by the Middle East Emergency Committee, as well as the use of those 
controls as still exist, such as export license control. 

(5) There must be recognition of the responsibility attendant upon this pro- 
gram by an adequate information program which would avoid the fact of the 
appearance of an improper or too narrow influence in the administration of the 
program. 

There have been many statements as to the duration of the present emergency. 
Estimates by responsible persons have run from a few weeks to several months. 
Regardless of what the time may be, however, it is significantly important that 
the program be sound; for even a short period under an unsound program in 
present circumstances could create such dislocation in the United States that it 
might be months, or perhaps years, before this Nation could overcome the 
adverse consequences. 

The IRRA recognizes that there are many delicate problems involved in the 
disturbance of the oil flow out of the Middle East. Not only Europe but nations 
in other parts of the globe such as South America are directly affected by the 
closing of the Suez and the dislocation of the M’ddle Eastern pipelines. These 
grave and delicate problems, affecting directly our foreign policy, only lend em- 
phasis to the need for a proper organization now to handle them. Certainly their 
impact is so great as to require expert attention not only by an industry com- 
mittee but also by the Government itself, adequately staffed to handle the 
problem. 
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Mr. Robineau has instructed me on behalf of the association to provide all 
assistance which we can to the Government in resolving these matters which are 
now squarely before you. Since this is a problem of broad scope, I am takjng the 
liberty of providing a copy of this letter to Dr. Arthur S. Flemming, Director of 
the Office of Defense Mobilization, and the Honorable John Foster Dulles, 
Secretary of State. 

Sincerely yours, 
EtMer EK. Batz=L1, 
Counsel for the Independent Refiners Association of America. 

Mr. Roprneav. On January 3, 1957, the Humble Oil Co. announced 
an increase in the price of crude oil ‘and that afternoon the associa- 
tion again telegraphed Secretary Seaton and Mr, Stewart of Interior, 
Secretary Dulles, Assistant Attorney General Hansen, and Mr. War- 
ren of the Office of Defense Mobilization, and Senator O’Mahoney, 
pointing out that that crude price hike was exactly what the inde- 
pendent refiners had feared and had called to the Government’s atten- 
tion several weeks before. 

While there had been no response from Government to our previ- 
ous pleas, on January 4, Mr. Stewart called me and asked me to 
attend a conference on January 7 in Washington. 

At my meeting with Mr. Stewart on January 7, I obtained for the 
first time basic European requirements data of the sort which would 
permit us to make a constructive analysis of the problem. Mr. Stew- 
art also asked then for the first time for our suggestions. With these 
data in hand, we were able to submit a program and did so in a letter 
prepared later that day and delivered to Mr. Stewart’s representative 
the following day. 

I would like at this time to summarize for you what our proposed 
program was, and is. While our suggestions are now said to be re- 
ceiving some Government consideration, there has been little action 
taken to date to carry them out, and there has been almost complete 
silence in the Government testimony before this committee as to the 
possible existence of any solution to this problem other than the in- 
creased shipments of crude oil. 

It therefore seems particularly important that this committee be 
advised that there are methods of solving the E uropean oil problem 
without large shipments of crude oil as contemplated in the plans 
developed so far, and I wish to explain why. 

In a nutshell, the suggestion of the Independent Refiners Associa- 
tion is that we ship petroleum products, principally fuel oils, so far as 
possible rather than crude oil. The products needed by Europe are 
either already available in our domestic inventories or can readily be 
made available. In the case of fuel oils and distillates, they would 
be made available by alterations in our domestic refinery yields to 
produce these products, at the same time drawing down our inven- 
tories of gasoline to make up any temporary deficiency in domestic 
output of gasoline resulting from the increased production of fuel 
oils. We would thus meet Europe’s requirements directly or indi- 
rectly out of United States inventories, rather than out of scarce crude 
oil supplies. 

Under such a program, the pressure on domestic crude supplies 
and crude oil prices would be minimized. Furthermore, in shipping 
refined products rather than crude oil, there would be a saving of 16 
percent in transportation space and that much additional could move 
to Europe. Equally significant, because of the manner in which pe- 
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troleum products are priced in the United States, where a large por- 
tion of refining costs are borne by gasoline, the shipment to Europe of 
the refined products it needs, largely fuel oils, could be accomplished 
with less actual cost than would be incurred in the shipment of crude 
oil to Europe and the refining of the crude oil there. 

How such a program would operate and why it would work are set 
forth in our letter of January 7 to Mr. Hugh Stewart. I would like 
to submit for the information of the committee a copy of that letter, 
together with a copy of a revised calculation sheet. 

Senator O’Manoney. May I interrupt? 

Mr. Ropsrneav. Yes, sir. 

Senator O’Manonry. You refer at the close of page 7 of your type- 
written statement to the refining of crude oil in Europe. In what 
refineries would crude oil be refined in Europe? 

Mr. Rogrneav. Senator, I cannot give you a list of them, but I can 
state this, that the refineries in Europe—we can get them if you would 
like, the particular ones—are owned either by the larger international 
oil company who are members of the MEEC or various European 
government or local corporations. As far as I know, there is no 
American independent refinery in Europe. 

And many of our integrated major oil companies who operate pri- 
marily in this country 

Senator O’Manonery. Do you personally know whether or not 
American companies which are members of MEEC are also owners 
of refineries in Europe? 

Mr. Rostneav. Yes, sir. 

Senator O’Manoney. Refineries to which the crude oil would be 
shipped for refining? 

Mr. Roprneav. Yes, sir. 

Senator O’Manonry. Would that be an objection to the shipping to 
Europe of the oil products which industry other than the refineries 
would use as raw materials or essential materials in the operation of 
business ? 

Mr. Rostneav. That could be. 

Senator O’Manoney. You are not definite? 

Mr. Rorrnzeav. Well, I do not know just what goes on in those com- 
panies’ economic departments, what they figure. But it is obvious 
that if they can run crude oil through their own refineries to capacity, 
they make more money than if they have to reduce their capacity. 

Senator O’Manonry. Do you know anything about the type of the 
petroleum product used in Europe as compared with the type of 
petroleum product used in the United States? 

Mr. Roprneav. Yes. In the United States we are on what you would 
call a gasoline economy from a refiner’s standpoint. We maximize our 
gasoline yields because we need gasoline over in this country. In 
Europe they need primarily fuel oils and distillates and burner oils 
for their industry. 

Senator O’Manoney. Do our independent refineries in the United 
States produce a product that would be acceptable in Europe? 

Mr. Roprnzav. Yes; we do. And the point we make in here, we 
could produce that product cheaper than they can transport the crude 
over there and produce it for the reason that in this country we 
maximize gasoline, and we apply most of our costs against gasoline. 
Therefore, we sell fuel oil at something that—as an independent refiner 
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I do not like it, but we have to follow the general pattern of competi- 
tion—we sell fuel oil for Jess than the crude oil costs us. And the 
addition is added to the price of gasoline. 

Therefore, if they need fuel oil over there, that fuel oil can be 
purchased in this country cheaper than they can purchase crude oil. 

Senator O’Manoney. I am told that gasoline, which is normally 
used in Western Europe, is of a very much lower octane rating than the 
gasoline used in the United States? Is that correct? 

Mr. Ropinnav. Yes; their rating, I understand, is about 79 octane 
and we do not make that here as a commercial product because we make 
a far better product. But that is no reason why we cannot make it. 

As a matter of fact, it comes off the stills, it is the first gasoline that 
is taken off, and we turn around and blend it back up into a better 
product, or crack it into a better product, either by heat or chemical 
process. 

Senator O’Manonery. What is the octane value of the normal re- 
finery output in the United States? 

Mr. Rosrneav. I would say our minimum gasoline is from 85, 87, 
on up to 95, even 100, within that range. 

Senator O’Manonry. The advertising experts on television and 
radio would convey the impression to the ordinary listener that there 
is a vast difference in the quality of the gasoline produced by various 
refineries in the United States. Is that the fact? 

Mr. Rosrneav. Technically, that is correct. Whether it will appear 
in each individual’s car may depend on the adjustment of the motor 
of that car. 

Senator O’Manonry. Technically, it is correct ? 

Mr. Rosrneav. Technically, in the lab, it is correct. 

Senator O’Manoney. If I were to say to you that I have been given 
the impression that gasoline of exactly the same kind is indiscrimi- 
nately sold under various trade names; would you say I was wrong? 

Mr. Rosrneav. No; I would have to admit that that has been done. 

Senator O’Manoney. Proceed. 

Mr. Rosrneav. In a nutshell, the suggestion of the Independent 
Refiners Association is that we ship petroleum products, principally 
fuel oils, so far as possible rather than crude oil. The products needed 
by Europe are either already available in our domestic inventories 
or can readily be made available. 

In the case of fuel oils and distillates, they would be made available 
by alterations in our domestic refinery yields to produce these prod- 
ucts, at the same time drawing down our inventories of gasoline to 
make up any temporary deficiency in domestic output of gasoline 
resulting from the increased production of fuel oils. 

We would thus meet Europe’s requirements directly or indirectly 
out of United States’ inventories, rather than out of scarce crude oil 
supplies. 

Under such a program, the pressure on domestic crude supplies 
and crude oil prices would be minimized. Furthermore, in shipping 
refined products rather than crude oil, there would be a saving of 
16 percent in transportation space and that much additional could 
move to Europe. 

Let me turn over to page 8; I am just repeating. I would like to 


start again at the top of page 8. Here is where you brought in your 
question. 
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How such a program would operate and why it would work are 
set forth in our letter of January 7 to Mr. Hugh Stewart. I would 
like to submit for the information of the committee a copy of that 
letter, together with a copy of a revised calculation sheet. The revised 
sheet shows certain calculations at page 3 of that letter recomputed 
upon the basis of revised prices subsequently in effect, and with cer- 
tain corrections which have been brought to my attention. 

(The documents referred to are as follows:) 


JANUARY 7, 1957. 
Mr. HueH STEWART, 


Director, Office of Oil and Gas, 
Department of the Interior, Washington 25, D. C. 


Dear HucH: You have asked me to come up with suggestions on the present 
European petroleum supply problem, these suggestions to be from the viewpoint 
of American independent refiners. In our discussion today you outlined the 
following basic problems to be overcome: 

1. European crude supply from foreign fields pre-Suez of 3,100,000 barrels 
a day have been reduced to 2,250,000 barrels a day. The present plan is to 
alleviate this shortage of supply by shipping something over 500,000 barrels 
a day of crude from the gulf coast plus some additional products (approximately 
150,00 barrels per week). 

2. You gave me the average European demand percentage as follows: 


Percent Percent 
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You stated that European refineries since Suez have reduced their yields of 
gasoline to 20 percent with a corresponding increase in distillates and residual, 
and that those were the products needed to keep European industry operating. 

3. You stated that European countries wish to (a) maintain their industry 
because of the payrolls involved and to do this they need the distillates and 
residual fuel oils; the gasoline they are willing to ration as they consider gaso- 
line more of a luxury item; (6) maintain dollar exchange balances to the maxi- 
mum extent possible; and (c) supplement supply without delay either in the form 
of crude or products, recognizing that products are, of course, what are needed. 

I think that all thinking Americans are in agreement that we need to help 
Europe in the present emergency. This should be done in such a way as to 
minimize dumage to all segments of our petroleum industry. With the present 
increase in crude oil price and the present oversupply of gasoline and other 
products in American markets the independent refining segment of the United 
States oil industry is in real danger of being squeezed out of existence. 

The Independent Refiners Association of America suggests the following 
program to replace the present program which maximizes shipments of crude 
oil to Europe and minimizes shipments of petroleum products. The European 
people and European industry cannot burn crude oil as such except as fuel in their 
refineries. They need products, primarily residual fuel oil and distillates, but 
also gasoline to ease and even eliminate gasoline rationing. The European 
economy, no less than our own, requires adequate supplies of gasoline if it is to 
be sound and stable. To obtain these objectives, we suggest the following: 

(1) Appoint a petroleum administrator for European supply with adequate 
powers and an adequate organization. 

(2) Establish as Government policy a program to meet the shortage of pe- 
troleum products in Europe by supplying petroleum products in the quantities 
required, and not crude oil, from this country. 

(3) Carry out this program by employing existing powers, making known by 
official instruction, information, or declaration the actions required of the pe- 
troleum industry by the Government. 

(4) Work with the Middle East Emergency Committee and such other agencies 
as are appropriate to see that individual company actions are taken in a manner 
consonant with the declared objectives of the Government. 

A brief survey of the existing facts demonstrates that the program is feasible 
and the solution is ready at hand. Attached to this letter is an analysis based 
on data provided by the Government indicating clearly that a complete action 
of shifting yields and withdrawal from excessively surplus inventories will 
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meet more quickly, more cheaply, and more efficiently European needs than the 
present program, with little or no attendant adverse effects upon the American 
economy. 

The pre-Suez demands for crude oil to meet refining requirements were 3,100,000 
barrels a day. In column No. 1 of the table, we apply the pre-Suez European 
demand percentages to this requirement; this shows by product quantities 
needed to meet European demands. 

Today Europe is supplied with 2,250,000 barrels per day of crude oil from 
sources other than the United States. Today also we are told that Europe has 
adjusted its requirements by reducing gasoline yields 4 percent and increasing 
distillate yields by the same amounts. In column No. 2 we have applied these 
adjusted demand percentages to show the production of products in Europe. 

The results of subtracting column No. 2 from column No. 1 indicates the 
shortage by product. These shortages are shown in column No. 38. These are the 
products needed from the United States. 

In summary this need is: 

Barrels per day 
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These quantities can be obtained from the American refining industry for the 
emergency period without increasing the present crude run, simply by changing 
the percentage yields of products to be made from the crude oil. 

We are told that present domestic refinery runs amount to 8,800,000 barrels 
per day.’ Merely by increasing the yield of distillates by 1.4 percent and residual 
fuel oil by 3.4 percent, the additional quantities to meet in full the European 
demands for these products can be secured. This will result in a corresponding 
decrease in gasoline yields amounting to less than 5 percent. This can be done 
without injury to the American economy since there are 20,500,000 barrels of 
gasoline in inventory above the more than adequate gasoline inventories of a 
year ago. 

Petroleum products can be purchased by Europeans with a minimum adverse 
effect upon their dollar balances. Petroleum products to Europe, in other words, 
cost less in dollars than crude oil to Europe to make these products. 

Crude oil prices have already increased 35 cents per barrel. Europe is already 
faced with that increase. If the American economy is not to be wrecked, we 
must assume that this increase will be spread pro rata among the products pro- 
duced from the crude. The following comparison indicates the relative costs to 
Europe in dollars on this assumption. 








Barrels 

OS I EN I ia can nada insane od a eoanlleaamesaeee $2. 90 
BU <I cs ccs aces cs ened cee cake eee eae ici in tas hanna 35 
I a niaty contetson tata siesataa lensed ican das batalla asa cela 3. 25 
POGTODSAR: THUNSTY LONG. GI OCG css oc ett Sec cimkbirecmnnn . 49 
I I a a alt a ation tne Ri cgeitiesbionansnintne . 65 
i I iad iat tt ioc alttdimalncaenieh mines nieecnnewen nian 74.39 


1 Loss through waste gases and fuel consumption in the manufacturing process; 16 per- 
cent as shown in schedule on page above. 

2 Based on United States efficiency. 

% No transportation to Europe included. 


Thus for 100 barrels of crude oil, the cost of usable products is $439. On the 
present European yield schedule, this 100 barrels of crude oil will produce 
20 barrels of gasoline, 3 barrels of kerosene, 26 barrels of distillate and 35 bar- 
rels of residual fuel oil. Priced at the present posted prices, with estimated 
appropriate adjustments the following would result: 


20 barrels of European octane gasoline, at $4.20 per barrel__-__-_-------_ $84. 00 
3. barrels of kerosene, at $4.10 per barrel... inne nnn \i18 00 
26 barrels of distillates, at $4.10 per barrel__.._....._......_-----_--~- : 
ao DRErels of. residual, at 32.40 Der DATKOl 8 nec ee wenn enene 86. 25 
a Cie a a a a i in +289. 15 


1 No transportation to Europe included. 


1Government figure which is apparently inclusive of natural gasoline production or 
which may be the existing refining capacity. 
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This cost of $289.15 of the products from 100 barrels of crude on a Huropean 
yield basis compares with a direct crude cost of $439. 

We have, of course, used generalized figures throughout, but they are in the 
proper order of magnitude. Refinements in the figures will not change the 
basic conclusion that Europe can buy net products with fewer dollars than 
Europe can buy the crude oil to make these same products. 

Even if he assumes Europe loses only 10 percent in the manufacturing process 
and the value of the added products is equivalent to gasoline, Europe’s product 
cost is increased only $25.20 per 100 barrels. Moreover, if we recognize that 
the processing cost of 65 cents per barrel would not require dollar payment, 
the added cost of product purchase would be only an additional $65. Adding 
both of these adjustments to the base product cost of $289.15 we still find 
product purchases costing only $379.35 as against a crude cost of about $60 
more per 100 barrels of product equivalent. It is aparent that any additional 
adjustments in the prices of products required by changes in yields can be 
made without disturbing the economic advantages to Europe in purchasing 
products rather than crude oil. 

There has been an apparent misconception that European refineries without 
American crude oil will lose their payrolls. In fact, as the Government figures 
show, refining operations have been reduced only one-third. Any refiner can 
testify that such a reduction in runs to stills does not result in a corresponding 
decrease in employment. 

We have also been told that one of the principal problems in supplying Europe 
has been a lack of tankers. Because of the 16 percent loss factor, transportation 
of products as against crude oil will result either in transporting the products 
required with 16 percent less tanker bottoms or the same number of tanker 
bottoms will transport over 16 percent more than the crude equivalent. 

It should be noted that the program envisaged here requires no increase in the 
production of crude oil. The change in yields plus a moderate draft upon ex- 
cessive gasoline inventories will supply Europe’s needs with no impairment of 
domestic supplies. General Thompson, of the Texas Railroad Commission, in 
refusing to increase crude oil allowables in Texas independently comes to an 
identical conclusion. 

We urge that this program be positively put into effect without delay. We 
appreciate your request that we provide you with our views as to how to handle 
this critical problem. We stand ready now, as we were ready when we first of- 
fered you our assistance last August, to help in every proper way to meet this 
Suez crisis. 

Sincerely yours, 
M. H. Rosrneav, 
President, Independent Refiners Association of America. 


Computation table 



































! | | 

} Euro- | Adjusted 

} pean | Column ; Column | Column} United| United United 
refin- No.1, No. 2, No. 3, | States States States Per- 

ing | Now pre-Sue z\| post- | present] refin- | product produc- cent 
yields, require- Suez short- ing Sana. an to | adjust- 

pre- ment! | supply? age yields tion? | meet ment 
Suez Europe 

Lue needs 

e poe a Poe ts RAR 

| Per- 

Percent | cent Percent Percent 
QOAMAL...ciikcncsct 24 20 744, 000 | 450,000 | 294, 000 45 | 3,960, 000 | —4. 772 
Kerosene --......--- 3 3 93,000 | 67,500] 25, 500 7) ° r 
Distillates-...------ 22| 26 | 682,000 | 585,000 | 97,000 I} 31 | 2, 728, 000 | 2, a0, 500 | +1.392 
Residuals. __...._.-- 35 35 |1, 085, 000 | 787,500 | 297, 500 14 | 1,232,000 | 1, 529,500 | +3.38 
Loss and other... .-- 16 16 


496, 000 360, 000 





10 | 880,000 |--.------.. 





1 Pre-Suez European crude runs, 3,109,000 barrels. 

2 Present crude available from other than United States sources, 2,250,000 barrels. 

3 Based on crude runs of 8,800,000 barrels per day, a figure supplied by Government. 
4 European needs for gasoline to be met out of existing excess gasoline inventories. 
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Comparative costs of crude versus products to Hurope 


COST OF 100 BARRELS OF CRUDE 








Base crads cont (40 erates) aan diiecincienden eter icior ae tebebpinanen $290 
I RO ha eal wines nasal ena aaeaestlcdia oth aeniaieieliae 35 
Bia ES eh et th lath RS rahi eb ceed khan cent chiddackad Ah betch anal athinbguaictahad 325 
MoeGinins 00067... b sce a dela ede ieee 65 

Total cost of usable products from 100 barrels___-._-...--------- 7 390 


1 Based on United States efficiency. 
2No transportation to Europe included. 


COST OF CORRESPONDING PRODUCTS SHIPPED TO EUROPE 


Estimate No. 1.—Based on low of Wall Street Journal quotes of January 17, 
1957 : 


20 barrels of European octane (79) gasoline, at $0.10125 per gallon, or 
$4.252 per barrel 


sab dels eid deh lla hele le wctehb Soom ices Skah Sead Dealt A Eada $85. 05 
3 barrels of kerosene, at $0.105 per gallon, or $4.41 per barrel______--_ 13. 23 
26 barrels of distillate, at $0.1025 per gallon, or $4.80 per barrel_______ 111. 93 
35 barrels of residual] fuel oil, at $2.75 per barrel____..----_------... 86. 25 
6 barrels of other products, at $3.90 per barrel *_-.-.--___-___-_-____ 23. 40 
10 barrels of loss and fuel consumed—not purchased, therefore no cost. ~....-- 

eat ea ee et gs 2 ee ae * 319. 86 


1 This 6 barrels of “other” predects would be produced by European refineries from their 
present runs and are priced here at the straight proportionate cost of a barrel refined.in 
Europe as described in the first table. 


2 No transportation to Europe included. 


Estimate No. 2.—Based on assumption that increased prices might be necessary 


to change yields from gasoline to distillate and residuals, and further assump- 
tion as to possible resulting prices: 


20 barrels of gasoline, at $0.10125 or $4.252 per barrel (no change) —------ $85. 05 
3 barrels of kerosene, at .105 or $4.51 per barrel (no change) __._______-~_ 13. 23 
26 barrels of distillate, at .1075 or $4.515 per barrel (up 14 cent gallon). 117. 39 
35 barrels of residual, at $3.25 per barrel (up 50¢ barrel) _.--.___--____-__ 113. 75 
6 barrels of other, at $3.90 (no change) -._....---_-..__--..-_-_--. 193. 40 
10 barrels of loss and fuel consumed, not purchased. 

Total @oet2 0) SUL ee) Te * 352. 82 


1 This 6 barrels of “other” products would be produced by European refineries from their 
resent runs and are priced here at the straight proportionate cost of a barrel refined in 
urope as described in the first table. 

£No transportation to Europe included. 


Conclusion.—On either basis it is obvious the cost to Europe is less than the 
present plan of purchasing crude. 

Mr. Rogrneav. A careful examination of the data placed before you 
shows that by a relatively minor adjustment in American refining 
yields, less than 5 percent, the European shortages in distillates and 
residuals can be met in full. 

These data show also that this is accomplished by reducing Ameri- 
can gasoline manufacture correspondingly. 

With gasoline inventories at an all-time high, the data further 
show that such a reduction can be achieved without any impairment 
to the supply of gasoline to American consumers. 

Now as to cost: using product and crude prices adjusted upward to 
reflect the increases in effect as of Januray 17, shipments of products, 
including gasoline, to meet in full Europe’s unsupplied needs can be 
accomplished in our opinion at a substantial net savings and certainly 
at no greater cost than if crude oil were supplied. 
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The figures we presented were, of course, approximate, rather than 
exact; but they are in the proper order of magnitude and suggest an 
approach to the basic omiiones of which I have yet to find serious ob- 
jection. In this connection, I might say that I have asked for advice 
and comment from many friends in the oil industry, from both small 
and large companies. None has yet pointed to any basic flaw in the 
program which we recommended to the government, and many have 
given affirmative support. 

Senator O’Manoney. You probably would not want to give those 
names in public without the consent of those whom you have con- 
sulted, but I may ask you, on behalf of the committee, to inquire of 
them whether or not you may give us the names of those who have 
approved this plan ? 

Mr. Rosrneav. I will do so; yes, sir. 

Senator O’Manoney. Thank you. 

Mr. Rosrnzav. It is true that some have questioned specific figures, 
or estimates of European refinery costs or assumptions as to future 
prices for distillates and residuals. 

But I have found no fundamental objection to the idea that 
European requirements can be met by revising refinery yields, and 
shipping products, rather than crude oil. While variations from 
what we have specifically recommended exist, all support the funda- 
mental of changed refining yields, the basic element which we have 
been trying to bring to the attention of the Department of Interior 
for so long. 

One example illustrates the point: A refining recipient of the 
IRAA program suggests that the large international oil companies 
with refineries in Europe and on the gulf and east coast reduce their 
domestic throughput of crude oil in order that the crude oil thereby 
saved might be shipped for refining in Western Europe. 

When the domestic inventories of gasoline and burning oils of these 
companies become depleted, replacements could be bought elsewhere in 
the United States domestic market. This avoids, of course, any 
additional demand upon crude oil production in the United States, 
and imposes the refinery cutback in the United States on the same 
companies who, through the operation of European refineries, stand 
to benefit from any decision that the refining be done in Europe, 
rather than in the United States. Regardless of the advantages or 
limitations of this approach, it emphasizes again the fundamental 
necessity of dealing first with products, then with crude. 

The Independent Refiners Association of America has no pride of 
authorship for any one particular program. But we do insist that 
it is only common sense that whatever program be developed, it 
realistically grapple with the cardinal facts: ample supplies of pro- 
ducts and short supplies of crude. 

It seems silly to us that we try to supply a shortage with another 
shortage. Why not supply that shortage with a surplus? 

I have been particularly impressed with the fact that in the 5 weeks 
since we submitted this program to the Government, there has been no 
denial of its validity nor criticism or comment which would suggest 
basic error in the approach. In the circumstances, there would appear 
to be every reason for its adoption. 

The period since January 7 has not gone without government 
pronouncement, of course. It has been difficult, however, to determine 
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from these pronouncements what it is that the Government expects 
the oil industry to do and what it is that the Government has in 
mind. 

Basically, what is needed is a clear, unequivocal determination of 
what the Government wants, and what it is calling upon the industry 
todo. And this we feel as strongly today as when we urged this type 
of determination by the government early last December. 

We are much worried about a tentative, uncertain approach to the 
handling of Government responsibilities. In the first place, there is 
no assurance that a program which results from indecision will, in 
fact, be a program which meets its objective, solves the need and 
avoids adverse impact. In fact, to the extent that such indecision 
leads to the present emphasis upon crude shipments, it will, as it has, 
fail to meet its objective, have a disastrous impact upon other segments 
of the industry, and involve the consuming public and the industry 
in an imbroglio bottomed upon midunderstanding which can only 
deter the sought-for accomplishments. 

Tn the second place, confusion and indecision in the direction of the 
program place an unfair and impossible burden on oil industry 
officials. Unless the rules be clear, how can they know how the 
game is to be played? 

Confusion and indecision in top policy, spawn confusion and mis- 
understanding at every point touched by the oil policy, abroad and 
at home, in Government and in industry. And just this has occurred. 
There are, for example, three major misconceptions which have per- 
sisted throughout the past few months and throughout this hearing. 

The first major misconception is that Europe's problem must be 
met primarily by the shipment of crude oil. The actions of the Gov- 
ernment to date and much of the testimony before this committee evi- 
dence how widely this idea is held. The latest developments on the oil 
supply front concern strong Federal pressures upon the Texas Railroad 
Commission to increase the allowable production of crude oil for ship- 
ment to Europe. Yet, as I have just pointed out, and, as I have earlier 
pointed out to all of the major Government officials concerned with 
this problem, the problem can be met by shipping products, rather 
than crude. 

The second major misconception which is evident in the considera- 
tion of this problem—one that is held widely by the press and consum- 
ing groups—is that since there are adequate supplies of petroleum 
products such as gasoline, there is no justification for a hike in the 
price of these petroleum products, whereas an increase in the price 
of crude oil can be separately justified. Nothing can be farther from 
the truth than that the price of products can be treated independently 
of the price of the raw material, crude oil, which constitutes such a 
substantial element of refining cost. 

This committee will: undoubtedly hear much testimony for and 
against product price hikes and crude price increases. But there is 
one key aspect to this price situation which must be pointed out 
and which might not otherwise be adequately brought to your attention. 
There is a direct and immediate relationship between the price of 
crude oil and the price of petroleum products. If the price of crude 
oil goes up, there must be a corresponding and immediate increase in 
the price of refined products or the refiner must absorb the difference. 

A crude price hike of the size we have witnessed in the past month 
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cannot be absorbed on the basis of any past or present refining margins 
without direct and immediate loss. if, such an increase should persist 
without a corresponding increase in product prices, the independent 
refiner would be driven to the wall. 

In the case of the larger integrated companies, of course, the loss 
on refining operations would be a paper one, offset by the higher 
profits on the crude production side of the business. The independent 
refiner, however, enjoys no such absorption cushion. In the event of 
a crude price increase, he must pass it on. Correspondingly, if there 
is to be any rollback in the price of refined products, that rollback 
must, in turn, be passed on to the crude supplier if he is to stay alive. 

If we are to be realistic about oil prices, we cannot consider or eval- 
uate the justification for product prices separately from the justifica- 
tion and need for crude price increases. The two are inevitably and 
inextricably bound together. 

The third major misconception in the handling of this oil program is 
the assumption that the Government can properly abdicate responsi- 
bility for leadership and direction. We appreciate and sympathize 
with the philosophy that is sometimes expressed as “the least govern- 
ment being the best government,” but that philosophy as here used 
has made for indecision and anarchy. The fearsome prospect of a 
huge bureaucracy and the delays and difficulties of marshaling a large 
Government force have been expressed to this committee as the reason 
for adopting the present course. Witnesses before your committee 
have excused Government leadership on the ground that it would 
take six months or more to build a Government organization fully 
staffed with competent people and located in field offices as well as at 
a national headquarters. Such a staff might well require such a time 
to build; but we do not concur that any such elaborate establishment is 
required to decide what ought to be done and to tell the industry 
clearly and unequivocally to do it. 

For such a temporary emergency as this, the Government could have 
summoned by telephone the few key people needed to advise and assist 
it in developing the program. Had this been done, at the proper time 
and with the eroper balance of independent judgments, the requisite 
program could, we believe, have been long since set in motion. 

Beyond the matter of Government organization for this problem 
lies the more important one of the exercise of Government power. 
Here again, there has been a most modest reticence both in the recogni- 
tion and the determination to employ available powers. 

IT am, perhaps more than any in the executive branch, opposed to the 
unnecessary exercise of Government power, and I do not think that the 
formal exercise of Government war powers has been, is, or will in the 
future, be necessary in the solution of this problem. Nonetheless, some- 
where, sometime, decisions must be reached and communicated so that 
all affected may know what action is expected of them and what role 
they are to play in a cooperative national effort. It is difficult enough 
for an industry executive to do, as I am sure each will do, what he is 
called upon to do, as part of an emergency program. But it is intoler- 
able to ask him without guidance to determine the course of national 
interest and conform his conduct thereto when there are various alter- 
natives, each of which may adversely affect the profits of his own. 
company in varying ways. 
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I believe that this program can be solved in full protection of the 
national interest, the consumers of this Nation, and the competitive 
aspect of the petroleum industry if: 

1. The Government establishes the policy it wants to be followed 
and announces it in clear and unmistakable terms. 

2. That policy starts to solve a product shortage problem by dealing 
first with those things which assure product supply—namely, refinery 
runs and yields. 

3. The policy is carried out vigorously through the industry in an 
atmosphere of full and frank discussion with prompt, immediate and 
consistent data provided by the Government on the basis of which 
ail can operate. 

In every solution which has come to our attention, except the ap- 
parent program of the Government, there has been agreement that 
directly or indirectly the way to go at the problem is through supply- 
ing Europe by reliance on petroleum products which we have in rela- 
tive abundance, rather than through supplying domestic crude oil, 
admittedly in short supply. 

It is in the national interest to aid our friends abroad; it is even 
more in the national interest that in so doing, we do not consciously 
or unconsciously set in motion the forces that will destroy our own 
vigorous petroleum industry and the independent segments of that 
industry upon which we must rely in keeping it competitive. 

That completes my prepared statement, Senator. 


NATIONAL PETROLEUM COMMISSION 


Senator O’Manonry. You may be interested, Mr. Robineau, and 
I am sure it is appropriate for the record to announce at this time, that 
Congressman Heselton of Massachusetts has introduced a bill in the 
House of Representatives, H. R. 4684, entitled “A bill to create a 
National Petroleum Commission and for other purposes.” 

I recommend the reading of this bill to all of the officials of all of 
the member companies of MEEC, because this bill is based upon the 
concept that the petroleum industry is clothed with the public in- 
terest and should be regulated by a Federal commission. 

I have on numerous occasions spoken publicly in warning to the 
major companies in the petroleum industry that they cannot safely 
continue on the line in which they have been operating. If they do, 
the inevitable result will be to invite Government regulation, which 
they will not like. But they can take time by the forelock and, by 
acting now in the public interest with the Government and with fhe 
Congress, by voluntary action, make it possible for the Government 
‘of the United States successfully to carry out the program of deliver- 
ing oil and oil products to our allies in Western Europe without lay- 
ing the tax to support this program through the price increases which 
they have put into effect. 

The introduction of this bill is again a warning so to what may 
come. I cannot refrain from putting in the record at this place the 
story that is told of Richard Olney, the great lawyer of the State 
of Massachussets, who was Attorney General in the first administra- 
tion of Grover Cleveland, and Secretary of State in the second ad- 
ministration. 


90507—57—pt. 1——-34 
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Mr. Olney, as a practicing lawyer, when he was not in public office, 
represented one of the large railroads of the country, the Chicago, 
Burlington & Quincy, as I recall it. When the railroads became too 
great to be regulated by the States in the public interest, Congress 
passed a law creating the Interstate Commerce Commission. That 
was the first of the regulatory commissions. It was not the first time 
that government had interfered with business. The first Congress 
of the United States did that when it passed the Navigation Act, a law 
which was approved by George Washington. 

At that time the setamboat business on the Hudson River protested 
against government interference with business, and that protest was 
carried to the Supreme Court. The Navigation Act was supported. 
The Supreme Court, with John Marshall presiding, asserted in positive 
words that the Congress had the right to regulate all business, if it 
affected commerce among the States or foreign nations. 

So the leader of no corporation, great though it may be, need be 
in any doubt about the powers of Congress to regulate commerce 
among the States and with foreign nations. 

The president of this railroad became annoyed about the actions 
of the Interstate Commerce Commission and wrote a letter to Mr. 
Olney, as principal counsel, to suggest to him that he undertake a 
campaign to repeal the Interstate Commerce Act. It was too much 
interference with the business of the railroad, he said. 

Mr. Olney replied, in effect, that it would be unwise for the rail- 
roads to try to repeal the Interstate Commerce Act, that they would 
not succeed in repealing it but would only make it worse, from their 
own point of view, whereupon he added the sage advice: 


I think you will be more successful— 
he said 


if instead of trying to modify the law, you pay more attention to the individuals 
who are nominated to sit on the Interstate Commerce Commission. If you can 
influence the appointments to the Commission, you may be able to influence their 
decisions. 

Olney’s advice has been followed by the businesses that are engaged 
in every segment of commerce which is regulated by a Federal com- 
mission. 

Here is Congressman Heselton, not a Democrat, by the way—he may 
be a “modern Republican,” I do not know—— 

Senator Kerauver. Where is he from? 

Senator O’Manoney. Massachusetts. He offers this bill: Section 
is 

This act may be cited as the National Petroleum Commission Act. 

Sec. 2. There is hereby created as an independent agency in the executive 
branch a National Petroleum Commission, hereinafter referred to as the Com- 
mission, to be composed of 11 Commissioners appointed by the President, 
by and with the advice and consent of the Senate. Not more than six such 
Commissioners shall be members of the same political party. Six Commissioners 
shall constitute the quorum of the Commission. The President shall designate 
the Commissioner who shall serve as Chairman. 

And jumping to the functions, section 3 (a): The Commission 
is hereby authorized by regulations to prescribe such prohibitions 
and requirements with respect to the production, refining, distribu- 
tion and sale of petroleum and petroleum products, including natural 
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gas, as it deems necessary for the protection of the national security 
and economy. 

Mr. Rosrneav. Senator, certainly it alarms me that such a bill has 
been proposed. There is no question in my mind or the industry’s 
mind that the Congress has the power to enact such legislation. 

Senator O’Manoney. I do not think you need to be half so alarmed 
as the president of the Standard Oil Company of New Jersey, who 
this afternoon held a press conference in New York to try to explain 
what he has not yet explained to this committee. 

Mr. Rosineav. That is right. Well, except that I am a little 
smaller than he, and I still want to be an individual businessman and 
continue in business. 

I think you personally know of the progress we have made when 
we started with a little teakettle to where we now have a payroll of 
something over $1 million a year, which has been done through our 
system of individual enterprise. 

Senator O’Manoney. | know that. 

Mr. Roprneav. And | would like to see that system continued. 

Senator O’Manoney. Personally I am altogether for independent 
business free from Government restraints. I will even use the words 
“free from bureaucratic restraints.” 

But I know from the facts which were developed before the old 
temporary National Economic Committee, that there is more bureauc- 
racy in business, particularly in a great business, than there is in 
Government. I know that the fixing of prices by monopoly is far 
worse than the fixing of prices by Government, because every business- 
man who is affected has an open door through the Members of the 
Senate and the House to reach the regulatory authorities, to present 
his case, but no businessman has any open door to the head offices of 
the major companies which are running the European oil lift. 

I suggested at one time that by voluntary action a rollback of prices 
might be made. You have expressed disagreement with that sug- 
gestion. Do you think it is impossible? 

Mr. Rosrneav. No, I think it is possible, but if it rolls back, I say 
it must include the price of crude oil. You can’t just roll back the 
price of distillates and fuel oil and products and leave the price of 
crude oil up and have your independent refiners stay in business. 
The figures aren’t there. 

Senator O’Manonry. There can be no doubt from the evidence 
presented here and from the common knowledge we have in the busi- 
ness press, from the statements of the Secretary of the Treasury, Mr. 
Humphrey, from the statements of others in Government and in busi- 
ness, that there has been a steady increase of prices in the last 4 years, 
perhaps in the last 10 years. 

The wage and price control law expired automatically on the 30th 
of April 1953. It was not repealed by the present administration, as 
Secretary Weeks mistakenly asserted the other day. It was just 
allowed to die, but the previous Congresses, because they were opposed 
to price control except in an emergency, placed a limitation upon the 
period during which such authority should be exercised by the Govern- 
ment. 

I might say in passing that in the Middle East resolution presented 
by the Secretary of State to carry out the message of the President 
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about the Middle East dilemma, the termination of the power to be 
granted to the President by that resolution was left exclusively in the 
hands of the President, something never heard of before in this Gov- 
ernment. a 

The House of Representatives, in passing the bill, was not willing 
to accede to that limitation. I don’t want to get into that other dis- 
cussion here, but I cannot miss the opportunity of pointing out again 
to the petroleum industry that it is much better for them to come to 
Congress with open hands and open minds and frank statements, 
and lay the cards on the table, than it is by operation behind closed 
doors and in executive press conferences to affect the opinions of the 
people. The people will not be deceived eventually. 

Mr. Roptneav. Senator, I certainly agree with that premise. May 
I just conclude with a little defense of my industry, getting away 
from the European angle. 

Senator O’Manonry. I wasn’t attacking your industry. 

Mr. Rosrneav. I know, but this bill that you speak of in a way is 
attacking the industry. 

Senator O’Manoney. That is not my bill. 

Mr. Rogrneav. I know, sir, but I think that our industry is truly 
a very competitive industry. There is no question some companies 
are larger than others that have special advantages, but insofar as the 

rice of crude oil is concerned, I think our industry can be proud of the 
fact that the price of crude hasn’t been raised before this, based on the 
various costs of steel. I will agree labor is not a major item in either 
production or the refining end of the business, but the other costs are 
very important, and our prices, both on crude and on petroleum prices, 
have not risen as high as other industries, steel or other manufactured 
products. 

It is unfortunate that if, either through the bad judgment or lack 
of judgment of some particular large company heads or of their 
department heads, who are probably just running their departments 
to make a profit for their department, without a consideration of the 
effect on the national picture, that this situation has arisen. 

It is my personal guess that the price of crude would have gone up 
before this, if it had not been for the fact that we had so much of this 
cheap foreign crude coming in, which even though it wasn’t profitable 
for the producers to sell it off the shelf and pay higher prices to get 
new reserves, they still did it because they had this other oil competi- 
tion, but I think it was only a matter of time that costs would have 
increased the price of crude. 

I think, when it happened that way, it would have happened in a 
more normal way, because before that would have happened, inven- 
tory of products and oil would have been adjusted, and the thing 
would have taken place in such a normal manner that I do not believe 
the American public would have been as excited as they are today 
because this has happened under unusual circumstances. 

Senator O’Manoney. One of the aspects of this problem which has 
not yet been explained to me satisfactorily is the fact that the Office 
of Defense Mobilization, in consideration of whether or not to act 
under section 7 of the Reciprocal Trade Agreements Extension Act, 
held hearings as to whether or not there should be a positive limita- 
tion placed upon imports. The failure to do so, to which you have 
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just testified, was in your judgment the cause of the increase in the 
price of crude. 

The only facts that have been developed has been the statement of 
Director Flemming that he was very unhappy about the increasing 
imports of crude oil from Latin America, but having held a hearing, 
he made no decision. The decision, according to the evidence, was 
suspended when the Suez crisis arose. 

That was precisely the time when the decision should have been 
made, because the question was clearly, “Shall we allow excessive 
imports of oil to continue while Britain and France and other friendly 
nations in Western Europe need the oil that should go directly to 
them rather than to us?” 

That is a question which we will pursue a little bit further. But 
I do want to add another warning, and this again is in the voice of 
Mr. Heselton. He introduced another bill on February 5, 6 days 
before the petroleum commission bill. This is H. R. 4395, a bill to 
reduce the percentage depletion allowance of oil and gas: 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 114 (b) of the Internal 
Revenue Code (relating to percentage depletion for oil and gas wells) is amended 
by striking out 27% per centum and inserting in lieu thereof 15 per centum, 

That is another warning. 

Mr. Rosrneav. It is high time that the oil industry comes here before 
your committee and lays all the cards on the table, because I think a 
lot of misunderstandings and misconceptions will be cleaned up if 
they do that. 

Senator O’Mauonery. Any questions, Senator ¢ 

Senator Kerauver. Mr. Chairman, you referred to Mr. Heselton, 
but I am certain that most of us here in the Senate have been hearing 
from a lot of people who have somewhat the same idea that Mr. 
Heselton has put down in legislation. Many of us are receiving letters 
from our constituents in great numbers, which does have something 
to do with what happens here in the Congress of the United States, 
expressing sentiments such as have been expressed by Congressman 
Heselton. 

I am certain that Mr. Heselton, a thoughtful, conservative Repub- 
lican, would not be introducing these bills unless he had very sub- 
stantial and a great deal more than majority support from the people 
back in his congressional district. I think that this turn of public 
opinion is something that these companies had better be thinking 
about. 

I wanted to ask, sir, what is the relationship between the president 
of the Independent Refiners Association of America and the Oil Pro- 
ducers Association which Mr. Brown represents, who was here to 
testify ? 

Mr. Rosrnnav. We have no connection. They are a group of inde- 
pendent producers. We are just independent refiners. 

Senator Kerauver. Do you have an overlapping of membership? 

Mr. Rozrtneav. No. It could be some of our members are also 
members of the producers, but in my particular company we are not. 

Senator Krerauver. What percentage of the refining is done by the 
independent refiner members of this association ? 

Mr. Rozsinzav. Our members process about, oh, something over 
400,000 barrels a day, so that is about 5 percent, I would say of the 
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total. That is not the total amount of independents. Independent 
refineries in the country process about one-sixth of the total. 

Senator Keravver. I believe that is all, Mr. Chairman. Thank 
you very much, sir. 

Senator O’Manonry. Any questions? 

Mr. Neviite. I have a question, Mr. Chairman. 

Mr. Robineau, have you ever attended a meeting of the MEEC? 

Mr. Rostneav. No, sir. They had one meeting since I accepted 
membership. They had a meeting this last Monday, but I was in 
Los Angeles that day, and I asked my alternate, Mr. Norman Myers, 
to attend that meeting, so I haven’t attended one as yet. 

Mr. Nevittz. Are you attending the emergency meeting of the 
MEEC called for tomorrow ¢ 

Mr. Roprneav. I have received no notice of it; no, sir. They may 
not have been able to locate me because I flew in from Los Angeles. 

Mr. Neviixe. In other words, you have received no written request 
to attend and have not been given a copy of the agenda for the meeting 
in accordance with the provisions of the plan ? 

Mr. Ronrneav. Not for the meeting for tomorrow; no, sir. It may 
be in the mail at Denver. I don’t want to say they did not send it to 
me, but I haven’t received it. I will probably be notified by my office 
if it is received. 

Mr. Nevitte. Would you please turn to page 2 of your statement, 
Mr. Robineau ? 

Mr. Ropsrneav. Yes, sir. 

Mr. Nevitze. In the second paragraph you refer to the open market. 
What do you mean by that term, Mr. Robineau ? 

Mr. Rosrneav. That is a difficult word to explain, but in different 
areas there are different markets. In the Midcontinent area out of 
Tulsa, there is what we call the Wall Street Journal market and the 
Oil Grant market, who do not make the market but publish what 
the prices are. All the different refiners turn in the prices that they 
are selling during that day and there is an average quotation made. 

Mr. Nevitte. That is the manner in which the price of crude is 
determined in that market; is that right ? 

Mr. Ropineav. Not the price of crude oil; no. This open market 
is for prices. The price of crude oil is posted by the company who 
is the operator in whatever field the price is posted. 

Mr. Nevittz. From whom do the independent refiners normally 
buy their crude supplies? 

Mr. Rogrneav. I would say the majority of the time they buy it 
from some major oil company. 

Mr. Nevitue. Does that apply in your situation? 

Mr. Rosrneav. Yes, sir. 

Mr. Nevititr. On page 4, about the middle of the page, you say, 
“We tried when the Government failed.” Will you explain a little 
more fully of what this failure consisted, in your opinion ? 

Mr. Rosrtneav. We were probably a little smart-alecky in putting 
that sentence in, but what we mean is, we tried to get the Government 
to listen to us and give us an opportunity to suggest a program that 
we still believe if they had followed would have been more suc- 
cessful than the present program. 
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Mr. Nevitie. On page 6 of your statement you say in effect on the 
7th of January the European requirements data were made known to 
you by Mr. Stewart ? 

Mr. Rostneav. Yes, sir. 

Mr. Nevinte. Could you tell us of what this data consisted? I 
mean, what were the facts made known to you at that time? 

Mr. Roprneav. They told us the number of barrels of crude oil that 
had been run by the European refineries before Suez, what the yields 
were from those barrels of crude oil. 

They told us the changes in the yield, percentages that were made 
following Suez, and they told us some of the European requirements 
as to the shortage of American dollars and their need for heavy fuel 
oils and distillates instead of gasoline, and gave us some percentage 
figures to that effect. 

Mr. Nevitie. Did they tell you what the requirements were that 
needed to be supplied from the United States market at that time? 

Mr. Ropineavu. Yes, by differential they gave us what was being 
supplied from other sources other than the United States, and what 
the total shortage was, and what they hoped to ship from the United 
States. 

Mr. Nevitxie. Do you recall that figure? 

Mr. Rosrneav. They hoped to ship 500,000 barrels a day from the 
United States. 

Mr. Nevitte. Was that just of crude? 

Mr. Roptneav. That was just of crude. That is the only thing they 
had in mind. 

Mr. Nevirie. Was this information used as the basis for your fig- 
ures in the letter to Mr. Stewart? 

Mr. Rostneav. Yes, sir. 

Mr. Nevitte. Where you gave gasoline 24 percent, kerosene 3 per- 
cent, and so on? 

Mr. Rosrneav. Yes, sir, those are the figures that were used. 

Mr. Nevitie. Was the Interior Department in agreement with the 
accuracy of those yields as you have them set forth 1n that letter? 

Mr. Rostneav. No. They pointed out some things that they said 
I had misunderstood in the figures. The 8,800,000 barrels a day re- 
finery runs, for instance, they said was closer to 8,400,000, but whether 
they gave me the wrong one or I misunderstood it, but we based this 
letter to Mr. Stewart on the information as we understood it that 
particular day, and then there is a correction sheet in here, as we 
stated, on some of these prices that take into account the corrections 
they made, together with some corrections made by other refiners 
to whom we have submitted this, have pointed out what they thought 
were errors in our mathematics. 

Mr. Nevitie. On page 7 of your statement you state that the pres- 
sure on domestic crude supplies and crude oil prices would have been 
minimized—that is not an exact quote—if your plan or the plan you 
have outlined had been followed. In your opinion, would this have 
avoided the price increase on crude? 

Mr. Rostneav. In my opinion it would at least have delayed it. 
It might not have avoided it because I think thhe price of crude would 
eventually have to go up because of increased refining costs. 








484 EMERGENCY OIL LIFT PROGRAM 


Mr. Nevitze. I was wondering whether or not you had discussed 
with anyone in Interior the possibility of your plan alleviating or re- 
ducing the necessity for a price increase ? 

Mr. Rostneav. Discussing it is hindsight because they didn’t give 
us an opportunity to discuss this thing until after the price of crude 
had goneup. I don’t say that was deliberate, but the timing was such. 

Mr. Nevititx. My next question is based on page 10 of your state- 
ment. You say, “confusion and indecision in top policy,” and so 
on. Do you know on whom you would care to place the blame for 
this confusion ? 

Mr. Rosrneav. I don’t think I can except to make it a departmental 
blame, because I don’t know just who is supposed to make decisions, 
because certainly in our opinion when Suez happened they should have 
called not only the people who had an actual financial interest in the 
European oil picture into consultation, which they did—they called 
them into consultation—but in addition they should have called other 
segments of the oil industry, producers, refiners, whether independent 
or major, to get a cross section and to get the benefit of everybody’s 
judgment. 

That could have been done in a few days, and I am sure that out 
of that it would have been pointed out it was dangerous; you created 
an unusual pressure on crude oil, if you just shipped crude oil, that you 
had a surplus of products. 

They should have then come out with the statement—it wouldn’t 
have to be an elaborate statement—that they needed a 5-percent reduc- 
tion in gasoline yields in this country to furnish enough fuel oil and 
residual products to take care of Europe, and I assure you that this 
industry as a whole—there may have been some companies who would 
not have cooperated—the industry as a whole would have cooperated. 
‘They did in the last war and they have done so every time they were 
called upon, proyided they knew what they were supposed to do. 

Mr. Nevittx. Do you know who made the decision to turn this re- 
sponsibility over to men of this kind ? 

Mr. Rosrneav. No, sir; I don’t. 

Mr. Nevitite. Thank you very much, Mr. Robineau. 

Senator O’Manonry. There are no more questions, Mr. Robineau. 
The committee is very much indebted to you for your excellent paper 
and your ready answers. 

Mr. Rogtneav. Thank you, sir. 

Senator O’Manonery. Before we adjourn, I want to announce that 
the committee will be recessed until tomorrow morning at 10 in this 
room. Secretary Seaton will be the principal witness. He will be 
accompanied by Mr. Hugh Stewart, and by Dr. Flemming, formerly 
head of the Office of Defense Mobilization. An effort will be made 
to hear Paul Hadlick tomorrow afternoon. 

(Whereupon, at 4:45 p. m., the committee adjourned, to reconvene 
on Thursday, February 14, 1957, at 10 a. m.) 
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OIL PROBLEMS 


THURSDAY, FEBRUARY 14, 1957 


Unirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE JUDICIARY AND 
SUBCOMMITTEE ON PusBLic LANDs, OF THE 
CoMMITTEE ON InTERIOR AND INsuLAR AFFatrs, 
Washington, D.C. 

The subcommittees met, pursuant to recess, at 10:05 a. m., in the 
caucus room, Senate Office Building, Senator Joseph C. O’Mahoney, 
presiding. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney (presiding), Wiley, and Dirk- 
sen, of the Subcommittee on Antitrust and Monopoly, of the Commit- 
tee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), Carroll, and Barrett, of the Subcommittee on Public Lands, 
of the Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Peter Chumbris, counsel for minority, Anti- 
trust; Carlile Bolton-Smith, counsel to Senator Wiley; Louis Rosen- 
man, attorney, Antitrust; Paul Banner, economist, Antitrust. 

Stewart French, Chief Counsel, Committee on Interior and Insular 
Affairs. 

Senator O’Manonry. The committee will come to order. 

Mr. Secretary, we are very happy to have you with us this morning, 
on your return from your tour of Alaska and other points. 

I see behind you several of the Interior Department staff, and Dr. 
Flemming and the Chief Counsel of the Office of Defense Mobilization. 

Do you want any of these seated beside you, Mr. Secretary ? 
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STATEMENT OF HON. FRED A. SEATON, SECRETARY OF THE 
INTERIOR, ACCOMPANIED BY ARTHUR S. FLEMMING, DIRECTOR, 
OFFICE OF DEFENSE MOBILIZATION; HUGH A. STEWART, DI- 
RECTOR OF THE OFFICE OF OIL AND GAS, DEPARTMENT OF THE 
INTERIOR; EDWIN G. MOLINE, OFFICER-IN-CHARGE, ECONOMIC 
CRGANIZATION SECTION, OFFICE OF EUROPEAN REGIONAL AF- 
FAIRS, DEPARTMENT OF STATE; J. RUEL ARMSTRONG, SOLIC- 
ITOR, DEPARTMENT OF THE INTERIOR; CHARLES H. KENDALL, 
GENERAL COUNSEL, OFFICE OF DEFENSE MOBILIZATION; AND 
RALPH S. FOWLER, OFFICE OF OIL AND GAS, DEPARTMENT OF 
THE INTERIOR 


Secretary Seaton. Mr. Chairman, I think that it would depend, 
perhaps, on the trend of the questioning, if you don’t mind. 

Senator O’Manoney. I beg your pardon ? 

Secretary Seaton. I think perhaps that would depend on the trend 
of the questioning, if you don’t mind, There are many of these areas 
I cannot speak to responsibly. , 

Senator O’Manonry. With respect to the trend of the questioning, 
we will follow your desire. 

Would you prefer to present your statement without questioning 
first so that it will be a continuous presentation, and then have ques- 
tions follow ? 

Secretary Seaton. Well, Mr. Chairman, if you and the committee 
would be so kind, I would appreciate being permitted to complete 
the statement. 

Senator O’Manoney. Very well, we will proceed in that manner. 

Secretary Seaton. Thank you. 

Mr. Chairman and gentlemen of this joint committee: It is a pleas- 
ure to appear before you to discuss the oil to Europe program. I real- 
ize fully the grave responsibilities you have in reviewing this program, 
and I welcome your interest in it. 

I think we can agree on certain facts. 

In accordance with the provisions of the Defense Production Act 
of 1950, as amended, the President by Executive Order 10480 delegated 
to the Director of the Office of Defense Mobilization the function of 
approving agreements in the interests of national defense and desig- 
nated other agencies of the Government to make recommendations to 
the Director with respect to agreements and programs within their 
spheres of defense activity. 

The Department of the Interior was assigned the latter responsi- 
bility for petroleum. With respect to oil agreements, these assign- 
ments of responsibility by statute and by Executive order are, in order 
of execution, as follows: 

1. The Secretary of the Interior to consult with industry to encour- 
age the development of voluntary agreements for purposes of national 
defense and to recommend that such agreements be approved. 

2. The Director of the Office of Defense Mobilization to review the 
recommendations of the Department of the Interior, consult with 
oi interested defense agencies and if appropriate, make the defense 

nding. 
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3. The Attorney General to review the proposed agreement and, if 
he determines that the advantages to the national defense outweigh 
the adverse effects on the competitive free enterprise system, to ap- 
prove the agreement. SiGe ee 

4. The Director of the Office of Defense Mobilization to request the 
individuals to participate in the agreement and to extend immunity 
from the antitrust laws and the Federal Trade Commission Act with 
respect to those actions authorized by the approved agreement. 

5. The Secretary of the Interior to supervise the conduct of opera- 
tions under the agreement. 

On May 8, 1956, before I became Secretary of the Interior, there 
came into existence the Voluntary Agreement Relating to Foreign 
Petroleum Supply, as amended. This was an agreement under which 
plans of action designed to meet emergency situations could be devel- 
oped. 

MThe Middle East Plan of Action, I might point out, was not ap- 
proved until August 10. This agreement was formulated by the De- 
partment of the Interior in cooperation with the oil industry; it was 
approved by the Office of Defense Mobilization and the Attorney 

eneral. 

On July 26, as you know, the Egyption Government nationalized 
the Suez Canal. 

Pursuant to earlier discussions, on July 31, 1956, Dr. Flemming 
wrote to me about the possibility that there might soon arise any of 
three alternatives related to the availability of foreign petroleum 
supplies. These alternatives were: 

1. Loss or stoppage of the Levant pipelines. 


2. Stoppage of the Suez Canal. 
3. Loss of both 1 and 2 above. 


Director Flemming suggested that I might appropriately find that 
an emergency existed and therefore request the Foreign Petroleum 
Supply Committee, created by the May 8 agreement, to prepare a plan, 
or plans, of action to meet this emergency. 

On August 1, 1956, I informed Dr. Flemming that I concurred in 
the position he had taken in his letter of July 31, and I had therefore 
determined that a threatened emergency existed outside of the United 
States which required an immediate plan or plans, and that as admin- 
istrator of the May 8 agreement, I would request the Committee to 
submit to me a proposed plan or plans for the solution of such petro- 
leum supply problems as we might encounter. A copy of my letter 
went to the Attorney General. 

Mr. Hugh Stewart, Director of the Office of Oil and Gas of the 
Department of the Interior, was requested, as Chairman of the For- 
eign Petroleum Supply Committee, to prepare such a plan or plans 
and to submit them to me in writing. I might add here that he has 
held highly responsible positions in the Department since November 
7, 1949. 

On August 10, 1956, the Department submitted to Dr. Flemming 
a plan to implement the May 8 agreement. This proposal, which 
called for the establishment of the Middle East Emergency Com- 
mittee, was the product of suggestions of the Petroleum Supply Com- 
mittee, our Oil and Gas Division, the Office of Defense Mobilization, 
and the Department of Justice. 
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The American oil companies engaged in foreign operation were 
invited by the Director of ODM to participate in this emergency 
action immediately after the plan received the final approval of the 
Attorney General. 

On October 31 the Suez Canal was blocked; on November 3 the 
pipelines through Syria were put out of operation. On November 
30, the plan was put into action. 

These facts are all in the record, and so are these: Under the cir- 
cumstances the great, urgent, overriding problem when the emergency 
struck was this: to get as much oil to Europe as we could, and to get 
it there as fast as we could. 

The problem had to be solved with the resources at the Government’s 
command. I am aware of no existing law by which the Government 
could seize the oil industry. The ccna had to rely on the 
existing voluntary agreement and on the provisions of the Defense 
Production Act of 1950, as amended. 

The Middle East oil crisis is of such importance that it is, of course, 
of the greatest concern to the American people, to the Members of 
Congress, and to every individual in the administration. 

There is no question that because of the emergency plan oil has 
been moved to Europe that would not otherwise have been moved 
there. But the Committee’s action under the plan is only 10 weeks 
old. Some weaknesses have developed; steps have been taken to cor- 
rect them. Undoubtedly other weaknesses will turn up. If so, steps 
will be taken to correct them. 

As an encouraging indication of the accomplishments under the 
plan, I would like to submit to this committee a report which I received 
last evening from Mr. Ralph Fowler, director of the plan of action, 
and Assistant Director of the Office of Oil and Gas of the Department 
of the Interior. 

This report is on figures projected by the OEEC for the first quarter 
of this year, figures which tentatively answer this question: Assuming 
that there will be no change in the present supply conditions, how 
does the volume of oil products which will be available in Europe 
compare with the volume of the normal demand? 

According to these figures, and these are the best European source 
of information about the plan’s effectiveness, it is estimated that in 
the first quarter the available supplies will come to 76 percent of the 
normal demand for gas and diesel products; they will come to 79 per- 
cent of the normal demand for fuel oil; they will come to 87 percent 
of the normal demand for motor gasoline; and, finally, they will come 
to 80 percent of the normal demand for all types. 

I would like to emphasize that these are normal demands, not just 
Europe’s restricted requirements under rationing. 

These figures are the most significant answer we have to an over- 
riding question : Exactly how much has the plan helped Free Europe? 

But there are also questions which concern our own domestic econ- 
omy. Although we have no authority to require that information be 
presented to us concerning the cost of producing, refining, and trans- 
porting petroleum products, although we do not have access to the 
information on which the oil industry makes its pricing decisions, 
the matter of price is inevitably of continuing interest and concern 
to every American citizen. 
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The MEEC, however, has no function with respect to the price of 
oil and gas. The Committee was created under a voluntary agreement 
made and approved under section 708 of the Defense Production Act 
prior to the 1955 amendments to that section of the act. 

The voluntary agreement deals with supply and requirements and 
does not authorize any sort of voluntary joint action on prices. 

I am advised that vountary agreement on oil prices generally could 
not now be entered into by reason of the 1955 amendments to the De- 
fense Production Act which forbid new agreements except among 
defense contractors with respect to their military production. 

There are other principles which have guided us. On December 14 


of last year, in my remarks before the National Petroleum Council, I 
said, and I quote: 


A few principles have guided our efforts to date and will continue to guide our 
efforts until oil from the Middle East flows normally again. 

The first principle is: Let the industry handle this problem to the maximum 
extent possible with the least Government interference consistent with the 
national! interest and Federal law. 

The Middle East Emergency Committee was created to meet a Government 
need. The plan of action under which it operates was developed jointly by 
Government and industry, and approved by Government, as a means of per- 
mitting the industry to take actions to supply oil to Europe. 

Government gave industry extraordinary freedom—including certain immunity 
under the antitrust laws. Government has an obligation to review the actions 
of the Middle East Emergency Committee. We gave the American petroleum 
industry tools to help solve a mutual problem. At the same time, the Govern 
ment holds the “checkrein.” 

The second principle is: The increased flow of Western Hemisphere oil to 
Europe and the rest of the Free World must not result in petroleum shortages in 
the United States. The American petroleum companies represented on the 
Middle East Emergency Committee must be constantly alert to the effect of their 
proposed actions on the supplies of oil for the American people. 


And I continued: 


The third principle is: Efforts will be made to keep to a minimum the adverse 
effects on the various segments of the petroleum industry. 


Here, the administration has only limited authority granted by the Congress. 


You in the petroleum industry must by your own actions ward off adverse 
effects on other segments of your industry. 


A question frequently raised is: “What will happen to prices?” 
The administration has no authority to control prices. The industry must be 
fully aware of and is responsible for the effects of any price changes it makes. 


The fourth principle is: To meet the objective without burdensome controls 
over the petroleum industry. 


The administration believes and hopes that this can be done through the 
voluntary cooperative action of Government and industry. 


The fifth principle is: The Federal Government will not encroach upon 
States rights. 


In the solution of this petroleum problem, the Federal Government will rely 
on cooperation and support of the oil regulatory bodies of the States. There is 
no reason to believe that the States will not by their own individual actions 
render maximum support to this program. 


I feel certain that the American people will welcome any solid 
and factual information on this entire subject. In particular I believe 
it would be helpful to know just exactly what the effects of price 
control would have been on the small independent oil producers, as 
well as on the supply to Europe. 

It goes without saying that I believe that if there have been any 
antitrust violations, those guilty should be prosecuted to the fullest 


extent of the law. I am personally happy that a Federal grand jury 
is undertaking a review of this subject. 
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In the effort to bring out reliable public information on this sub- 
ject, I feel certain that every official in the Government is ready to 
do his part. I need not emphasize that there are risks in a public 
official’s expressing an opinion on a subject on which he has no infor- 
mation or inadequate information; his statement, as you well know, 
can be mistakenly assumed to be authoritative and therefore true. 

But I have never told a subordinate not to answer the questions of a 
committee of the Congress. Beyond mentioning the above precaution, 
I should say that I am for the fullest and freest possible exchange of 
factual and accurate public information. I have consistently taken 
this position, as a member of both the legislative and executive 
branches of the Government. 

Thank you very much, Mr. Chairman, for the opportunity to make 
this statement here today. 

Senator O’Manoney. May I say, Mr. Secretary, that in your rela- 
tions with me before Congress had assembled, you have adopted the 
precise attitude which you describe in the closing remarks of your 
statement. You have shown every desire to cooperate, to make any 
changes that might be necessary. When I did suggest some changes, 
namely, that the MEEC should not be solely a committee of one 
branch of the petroleum industry but should include independent 
producers and independent refiners, you immediately gave directions 
that steps should be taken to bring independents into the organization. 

The Frontier Refining Co. was invited, and did accept. It was 
the only one that did. Your Department made every effort, through 
Secretary Wormser and Mr. Stewart, to bring in independent pro- 
ducers. But the Independent Producers Association of America, as 
testified here by Mr. Brown the day before yesterday, felt that the 
interests of the independent producer were so at variance with the 
interests of the integrated companies that it chose not to be repre- 
sented upon the committee. 

You have, however, succeeded in obtaining consultative services 
from some independent producers and some independent refiners, I 
think. Perhaps it would be well at this point in the record to have 
the whole list of those who have accepted assignment, as independents, 
placed in the record. 

Secretary Seaton. We will see that that is done, Mr. Chairman. 

Mr. Chairman, I am advised that list is on its way; it has not yet 
gotten here and, with your permission, we will see that it is provided. 

Senator O’Manoney. Yes. That, of course, will be done. 

Senator O’Manonry. The Chair has received a letter from Senator 
Gordon Allott, of Colorado; and Senator John A. Carroll, of Colo- 
rado, a member of this committee, has received a letter from George 
A. Cavender, councilman of district 2 of the city of Denver. Both 
of these letters are designed to present for the consideration of the 
committee a resolution which was adopted by the city council of the 
city and county of Denver, memorializing the Congress to inquire 
into the rising price of gasoline and the profits of the oil industry. 

Since the request was made by both these Senators, it will be made 
a part of the record at the close of today’s proceeding. Of course, 
the committee has been doing precisely what is requested. 

Senator Dirksen ? 

Senator Dirxsen. Mr. Seaton, I do not know how closely you have 
had a chance to follow the proceedings of this committee, but I think 
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it is rather fair to state that, as we have gone along, there has been a 
very considerable emphasis on the fact that the companies who operate 
in the international oil field were put on the MEEC. Then there 
has been some emphasis on the fact that some of them are in the toils 
of the Department of Justice under pending antitrust suits. 

Now, it may not have been explicitly expressed, but I think at least 
there was an inference that perhaps this was not quite the way to 
proceed, and that Interior and ODM might have proceeded in another 
fashion, namely, to put this under the direction of the Government 
itself, and to staff some kind of a committee with governmental 
appointees and let them run the show. 

I believe I raised that question with Dr. Flemming, and I asked 
him specifically the other day, if he had followed that plan, how long 
it would have taken to put an effective organization in the field. And 
I believe his reply was, about 6 months. 

Now, I note that you put the emphasis on getting oil to Europe just 
as quickly as possible, and with that I thoroughly agree. Have you 
some opinion as to whether any alternative plan, other than the one 
which was followed, would have gotten oil there more quickly and in 
larger quantities, or would there have been a delay and difficulties of 
one kind and another which would have impeded rather than acceler- 
ated progress under this plan ? 

Secretary Seaton. Well, Senator Dirksen, I would have to reply 
to that on the basis of the advice which I received from appropriate 
officials in the Department of the Interior and Dr. Flemming. 

The matter was discussed several times, I understand ; and it seemed 
to me then, and it seems to me now, that the burden of proof was all 
in the direction that, if we had attempted to proceed with a Govern- 
ment organization such as you indicated that it very conceivably could 
have resulted in considerable delay. 

I was under the impression then, and now, that it was necessar 
to get this oil to Europe, as I said in my statement, as much as possi- 
ble and as quickly as possible. 

I also understand that in all the proceedings of the committee, that 
the Government participates. The Department of Justice is there 
in all the meetings of the full committee, and I believe of the various 
subcommittees. 

I also understand that there is a postoperative audit which is con- 
ducted purely by the Government, and I am under the impression 
that the national and the public interests are being thoroughly pro- 
tected, sir. 

Senator Dirksen. I have no further questions. 

Senator O’Manoney. Senator Wiley ? 

Senator Wizey. I want to compliment the Secretary on what I call 
a succinct, clarifying statement, at least for me. 

Unfortunately I have been absent from the committee for a number 
of these hearings, having to be present at the joint committee sessions 
which passed upon the resolution proposed by the President for the 
Middle East. 

I get from your last answer that, in your opinion, no alternative 
could be found under the circumstances as they existed, as presented 
in your statement, which could have done as good a job as was done. 

Secretary Seaton. Yes, Senator; that is what I intended to say, sir. 
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Senator Writer. Now then, is there anything which indicates that the 
oil companies have fallen down, under the facts and circumstances as 
they existed, in their meeting head on the challenge in Europe? 

Secretary Seaton. So far as the Middle East Emergency Com- 
mittee is concerned, I am not aware of that; no, sir. We have not 
achieved a hundred percent of the target that we set out to achieve, 
but we have come very close to it. And, of course, the companies by 
oon cannot control the entire production and transportation 

acilities. 


Senator Wizey. I understand that you are not in position to pass 
upon the rise in price. 

Secretary Seaton. No, Senator; I don’t think Iam. I do not think 
I am in possession of the facts which would warrant my giving an 
opinion on that subject. 

Senator Witey. I think, Mr. Chairman, that is all. 

Senator O’Manoney. Senator Barrett ? 

Senator Barrerr. I came in a moment late this morning, and I did 
not hear all of your statement. But I believe you testified that the 
normal requirements for Western Europe, particularly as to crude 
oil and fuel oil and distillates, and so on, have been met upward to 
80 percent; am I correct on that? 

ecretary Seaton. On the average, that is right; yes, sir. Some of 
those individual items are higher. 

Senator Barrett. I noticed in the press this morning where the 
president of Standard of New Jersey made a similar statement. 

I am very curious to know how it is that certain officials in the De- 
partment of the Interior had been advising this committee and the 
public generally that only 50 percent of the normal requirements for 
Western Europe had been met. 

Secretary Seaton. Well, Senator Barrett, I do not know that that 
is in the record, and I do not know that it is not, either, sir. But about 
10 days or 2 weeks ago, Mr. Fowler was sent to Europe by the De- 
partment of the Interior, specifically by the office dealing with this 
subject, to bring back with him the latest accurate figures on the 
European oil situation. 

I have every reason to believe that those figures which he provided 
me last night, and which I quoted in this statement, are correct. 

Now, I am sorry I am not in position to explain any discrepancy 
in testimony, because I did not hear it; much of it I have not seen. 

I am not trying to evade your question. It is just simply I do not 
know. 

Senator Barrett. The point I would like to be enlightened on is 
this: General complaint has been heard that the industry has fallen 
down on its commitment to supply the requirements for Western 
Europe as best they could; and what I am curious to know now is, did 
all this complaint arise because of the fact that European nations 
were clamoring that the crude oil and oil products have not been 
forthcoming? Where did it originate? 

Secretary Seaton. I am sorry, Senator, what originated ? 

Senator Barrerr. Who made the comataenie’ Did the European 
countries say this oil is not coming over? Where did the complaints 
come from? 

Secretary Seaton. As I understand it, they came from a variety of 
sources, Senator, both in and out of the Government. I think one of 
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the problems which was involved in this, is that some of the European 
nations did not think they were getting the amount of crude which 
they needed. But, of course, these latest figures show that that target 
has been rather well met, too. 

Senator Barrett. That is what bothers me a great deal. 

Now, you say the normal requirements have been met to a high 
degree. 

Seietiew Seaton. Yes, sir. 

Senator Barrerr. And we have been told heretofore that the in- 
dustry has fallen down in a miserable fashion in meeting those normal 
requirements, and it seems to me that there is something wrong some- 
where, and I am trying to find out just who is to blame for these in-~ 
accurate statements and charges. Is it the Government? 

Secretary Seaton. Well, Senator, may I ask that Dr. Flemming be 
allowed to answer that question, because he knows much more about 
the specifics which you apparently want and I think you should have. 

Senator Barrett. I will be glad to hear from you, Dr. Flemming. 

Mr. Firemmine. Mr. Chairman and members of the committee, I 
think what we need to keep in mind is that we have been getting a 
series of estimates as to what the first quarter situation would be in 
Europe, and some of the earlier estimates were more pessimistic than 
the estimates which we now have. 

The latest estimates Secretary Seaton has just presented to the com- 
mittee. I do not think there is any mystery about that. The earlier 
estimates did not have as much to go on as the current estimates have 
because, after all, we are pretty well into the first quarter at the present 
time, so that these are not only estimates, but they also rest back on 
actual performance. 

And, Senator, it seems to me that all the way along the line, we have 
tried to keep this on an even keel in terms of evaluating it. We have 
said there were certain aspects of it that did bother us and did trouble 
us, and you will recall last week I tried to identify the aspects which 
were bothering us and troubling us. 

Certain things have happened in connection with some of the points 
that I mentioned last week as a result of appeals on the part of the 
Government; and as the pieces begin to fall into place, the estimates 
for the first quarter are more encouraging than the estimates which 
were made several weeks ago when they did not have as much to go 
on as they have to go on at present time. 

But, as Secretary Seaton has indicated, he has now presented to you 
the most up-to-date information that it has been possible for the 
cs yee of the Interior to get, by sending someone over to Europe 
and actually getting the information on the ground, and I am per- 
sonally encouraged by the report that has been brought back, and by 
the report that has been made by Secretary Seaton this morning. 

Senator Barrerr. Dr. Flemming, I am not critical at all of your 
work in this regard. In fact, I think you have done an admirable 
job. But I must say to you that while I agree wholeheartedly with 
your statement last week that the crude from South America should 
have been diverted directly to Western Europe, that nonetheless the 
fact that there has been some change in that regard has not and does 
not account for the fact that the normal requirements to Western 
Europe have been largely met. 

90507—57—pt. 1-35 
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I think that when the change with reference to South American 
crude is completely effected, probably you will find that the require- 
ments of Western Weems have been oversubscribed instead of under- 
subscribed. 

But I think it ought to be made abundantly clear here that on the 
whole, the industry has probably done a pretty good job, and they are 
not entitled to the criticism that has been pointed at them in this 
inquiry here. 

And, furthermore, I think that we ought to let the country know 
that. the great difficulty the industry had in supplying these require- 
ments for Western Europe was occasioned by reason of the fact that 
they insisted upon crude oil instead of the products of crude oil which 
they need, such as distillates and fuel oil and gasoline, and other 
products of the crude. 

So that on the whole, the difficulty that Western Europe has en- 
countered has been occasioned somewhat, because of the fact that they 
wanted the crude so that they could keep the people employed; and 
secondly, the situation was not actually as bad as somebody repre- 
sented. I do not know who it was. 

I would like to know from you now, Dr. Flemming, when you 
and Mr. Wormser testified last week, were you relying upon informa- 
tion that was furnished to you by the State Department from foreign 
countries, or how did you get the information which you have used 
to base your statements that the industry had not fulfilled its 
commitments ? 

Mr. Fiemmina. Senator, it seems to me you and [I are arriving 
at the same conclusion, possibly by a little different route, namely, 
that as these pieces are being fitted together, we have an encouraging 
picture rather than a discouraging picture, 

A week ago, all I was trying to do was to identify the areas in 
which I felt that we still needed to do some work. 

Senator Barrerr. Now, you and I are not in disagreement, Dr. 
Flemming, because I have appreciated the position you have taken 
for a long time with reference to this situation, and with reference 
to the import question, and I think you have done an admirable job. 
I am not critical of you in any respect. 

I think I made that clear last week, and I have no hesitancy in 
reiterating it here today. So that I do not want you to think that 
I am criticizing your position in the matter, but I would like to get 
the facts. 

I do not know yet whether this country, that country, or the other 
country over in Europe has complained, or whether the complaints 
have come from Senators or Congressmen, or whatnot, up here on the 
Hill, or where they came from. 

Mr. Fremminc. Well, Senator, when I was here last week, I was 
not trying to reflect complaints of anyone. I was simply trying to 
evaluate and analyze the situation as I saw it at that time, and I did 
indicate to you that although the overall movement of both crude 
and products to Western Europe seemed to be very close to what we 
had expected it to be, that we were not moving as much crude as we 
would like to have moved. 

And then, along with you, I pointed up the relationship between 
the Venezuelan situation and that particular problem; also the rela- 
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tionship between the refinery runs, that is, the failure to adjust re- 
finery runs, and that particular problem. 

Now, as time has gone on, this picture is getting more encouraging. 
As you know, there has been a response to the Government’s appeal! 
on refinery runs, and that, in turn, is helping to ease the situation. 

So that I think I suggested last week that it seemed to me we had 
to be rather careful about attempting to arrive at either, shall I say, 
optimistic or pessimistic conclusions when we had a plan here which 
is rather complicated, rather complex, and which had been operating 
then about 8 weeks, about 814 weeks. Now it has been operating 
about 10 weeks. 

So that I am sure that there have been those in Europe who would 
have liked to have seen more oil moving than has been moving, and 
I don’t think we ought to just feel that the problem has been solved 
because they are getting 80 percent of their normal requirements. 
There is still quite a margin there that we can and should work on. 

So that, as I see it, we have reason to be encouraged. There are 
still problems that we should work on, such as the Venezuelan situa- 
tion; probably more can be done on refinery runs than has been done. 

Senator Barretr. I hope that you will pursue that Venezuelan 
situation as long as you are around here, and I want to say to you 
gain that when you do leave the Government, it will be a great loss to 
the people of this country. 

Mr. Ftemminc. Thank you, Senator. I appreciate that. 

Senator O’Manoney. Mr. Secretary, I want to call your attention 
to the copy of the release of your presentation which was distributed to 
the members of the committee. On page 3, after the third paragraph, 
there was a parenthetical statement : 

The latest available figures are being checked and will be supplied to the 
committee. 

Now, these figures apparently were submitted to you or supplied 
to you before you began your testimony. They have not been sup- 
plied to the committee. You read the statement. 

I assume it is the report that was made by Mr. Fowler. Do you have 
copies of those figures ? 

Secretary Searon. I will inquire. 

Senator O’Manoney. Without the figures, of course, we cannot 
answer any of these questions. 

Mr. Stewart. We laive no copies of that except the one copy, Mr. 
Senator, that Mr. Fowler brought back from his meeting with the 
OEEC Oil Committee, and that copy he had in here last night, and 
it was from that that these few figures were taken for Secretary 
Seaton’s statement. 

Today we are checking, in our office, we are checking those figures 
through; and as soon as we have them checked and understand just 
exactly what all the figures apply to, they wil be furnished to the com- 
mittee. 

Senator O’Manonry. Let the record show that the answer just 
given was given by Mr. Stewart. 

Secretary Seaton. Mr. Chairman, may I inquire, are you asking 
about the figures which I quoted in my statement ? 

Senator O’Manonry. The figures which you quoted. 

Secretary Sraron. Or the backup figures? 
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Senator O’Manonry. We don’t have the figures which you quoted. 

Secretary Seaton. May I reread those figures? 

Senator O’Manoney. I beg your pardon? 

Secretary Szaron. Would it serve any purpose if I reread those 
figures to you? 

Senator O’Manonery. Oh, yes, I was going to suggest that you 
reread them. Of course, I would like to have a copy of them before 
me as you read them, but we will do the best we can. 

Our great difficulty throughout this hearing has been to get specific 
figures, and always there has been an excuse of some kind or another. 

The record in the House shows that Mr. Stewart testified over there 
before the Harris committee that he could not give certain answers 
because he was forbidden to do so by higher authority. 

Now, what I wanted to obtain for the committee is a plain and 
specific statement as to how the movement started, who originated the 
plan, who set the goals or whether anybody ever set any goals, 
whether or not the goals set have been achieved. We get different 
guesses from different people. 

The president of Standard Oil of New Jersey yesterday, at a New 
York press conference, stated, according to the morning papers, that 
Britain was getting 80 percent of its normal requirements. 

Now, nobody has yet been able to tell us what the normal require- 
ments are, so that we are not in a position to know the purpose, in 
quantity or in kind, of the program of which you are the adminis- 
trator; how much oil, how much oil products, are we attempting to 
shift to Europe. 

‘Nobody has told us that yet. And Dr. Flemming, in response to 
my colleague this morning, was also unable to state any figures. 

Mr. Fiemmine. Mr. Chairman 

Senator O’Manoney. How much oil are we going to give, how long 
are we going to continue to give it, what will be the effect upon the 
economy of the United States? 

These, I submit, are simple questions. 

Mr. Firemmine. Mr. Chairman, I stand on the figures which Sec- 
retary Seaton included in his statement, and which he is going to give 
you again now. 

Senator O’Manonery. Very good, we will hear those figures again. 

Secretary Seaton. I might add, Mr. Chairman, those other figures 
you asked for will be provided just as soon as possible. We will be 
glad to give them to you. 

If I may, I would like to reread this portion of my statement which 
dealt with the latest figures on the shipment of oil to Europe, and I 
would like again to say these figures came from the OEKEC, where 
representatives of all the European governments are seated and par- 
ticipate in the meetings. 

Senator O’Manonry. Now, on OEE, is it not a fact that Euro- 
pean governments who are in association with major American oil 
companies are seated ? 

Secretary Seaton. Lam sorry. What was that question? 

Senator O’Manoney. Is it not a fact that on OKEC, the European 
committee representing the governments who distribute the benefits 
of economic aid, some of these governments are in association with the 
major oil companies who sit upon the MEEC? 
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Senator O’Manoney. Well, Senator, I don’t know that I would want 
to say “yes” in so many words to that, but as I understand it, as a 
layman, some of those governments have interests in some of the oil 
companies, that is true. 

On the other hand, these governments making this information 
available to us are speaking for their people, and those people would 
be affected, certainly, and very unhappily, if the figures they gave 
to us purporting to show approximately 80 percent of the overall 
demand to be satisfied, were not true. 

_ So I cannot believe these figures were in error or were deliberately 
in error. 

Senator O’Manoney. I am not challenging them. I am trying to 
find out the source, The testimony of Mr. Moline of the State Depart- 
ment before this committee just the other day, Mr. Moline having 
been an economic attaché of the State Department serving in London 
for some 5 or 6 years, and having been in close contact with the opera- 
tion of OKEC and of OPEG, told us that the American companies 
who are on MEEC were members of OPEG, the oil company grou 
which notified the European countries of the available sources of oil, 
including available sources in the United States. He testified that 
the American companies had their observers at the meetings of OPEG 
just as OPEG has its observers at the meetings of MEEC, our com- 
mittee of major companies. 

Secretary Seaton. I understand that is correct, Senator, but the 
figures still came from the OEEC; and, as I say, to the best of my 
knowledge that committee is made up of representatives of the govern- 
ments of those countries. 

Senator O’Manonery. You are aware that OPEG has, among its per- 
sonnel, representatives of the very companies that are also represented 
on our committee, MEEC, are you not ? 

Secretary Sraton. No; I do not think, Senator, as I understand it, 
that is the case. 

Senator O’Manoney. If that were the testimony of Mr. Moline, 
would you deny it? 

Secretary Seaton. Well, I do not think, Mr. Chairman, I would 
want to be drawn into that. I have no such information, though. 

I think we certainly ought to get it cleared up. 

Senator O’Manoney. There is a gentleman two rows behind you—is 
that Mr. Moline? 

Thank you very much. Have I correctly restated your testimony, 
Mr. Moline? 

Mr. Morrne. With only one qualification Senator, that the OEEC 
representatives on the oil committee are Government employees not 
employees of companies. OPEG which advises OEEC, but are not 
members of the oil committee is a committee made up of company 
representatives. 

Senator O’Manonery. Is it not a fact that the British Petroleum 
Co., the Dutch Shell Co., and the Compagnie Francaise des Petroles, 
are all represented on OPEG? 

Mr. Mortne. All represented on OPEG by company people; and the 
governments which admittedly have an interest in those companies, 
are represented by government civil servants on OEEC. 

Senator O’Manonry. Now, here are three companies which are 
partly owned by governments, the governments mentioned—namely, 
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Britain, Holland, and France—and partly owned by American com- 
panies. 

Mr. Mottne. No, sir. 

Senator O’Manoney. Are they not, in some instances / 

Mr. Moxtne. There is no American company interest or any public 
interest, apart from some stock holdings of Shell in individuals, repre- 
sented in the three companies you name. 

Senator O’Manoney. How about British Petroleum ? 

Mr. Morin. British Petroleum is owned to a majority extent by the 
British Government ; to a substantial minority extent by Burma Petro- 
leum Co., Burma Oil Co. ; and the rest in private holdings which, so far 
as I know, are almost entirely British. 

Senator O’Manonry. Do you know of any participation by an 
American company in the companies represented on OEEC by civil 
servants ¢ 

Mr. Mortne. In those three companies there are no American com- 
pany interests that I am aware of. There are many joint interests 
throughout the world in other fields. 

Senator O’Manoney. What are those joint interests ? 

Mr. Mourne. As in Iraq Petroleum Co., for example, where there is 
a British share, an American share, a French share, and the old Gul- 
benkian interests, a minority share. 

Senator O’Manoney. That is the old Red Line agreement, is it not? 

Mr. Motrne. That has been a long time ago. 

Senator O’Manoney. I know, but that was the beginning of that? 

Mr. Morrnr. 1928, sir. 

Senator O’Manoney. So that the American companies have been 
associated with foreign governments, notably the British Government, 
in that enterprise ? 

Mr. Mottne. Well, fairly indirectly. This British Petroleum is run 
simply as a 

Senator O’Manonry. What do you mean about the 23.75 percent 
interests of the various American companies ? 

Mr. Mottne. That the 23.75 percent interest is a jointly held interest 
in Iraq Petroleum, where Jersey and Socony each have 11 and a frac- 
tion percent interest of the 23 ; Shell has an interest, British Petroleum 
an interest, and Compagnie Francaise, also, 23.75 each; the last 5 
percent is participations in Investment, Ltd., which is Gulbenkian. 

Senator O’Manoney. Is that company represented on 

Mr. Motine. No, sir; it is not in the OEKC picture, or represented 
on OPEG. 

Senator O’Manoney. It is not represented on either ? 

Mr. Monine. On neither, sir. 

Senator O’Manoney. Did you not testify the other day that OPEG 
had its observers here at the meeting of OKEC ? 

_Mr. Morrie. Yes, sir. There are the three companies you men- 
tioned, serving as observers on MEEC; and in like manner, some of 
the MEEC companies are represented as observers on OPEG. But 
none of these involve Iraq Petroleum Co. 

_ Senator O’Manoney. I have a document in my hand I want to 
identify. Mr. Moline, I still have a question for you. 

Mr. Motine. Yes, sir. 

Senator O’Manoney. There is a document which I have here on 
which my questions were based, which is your memorandum submitted 
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to this committee. It is entitled “unclassified.” We have some classi- 
fied and some unclassified material. “American oil company relation- 
ships With Organization for European Economic Cooperation,” dated 
January 18, 1957. 4 

T shall not read the whole document, but I want to read this part 
of it: 

The Organization for European Economic Cooperation “was set up 
under article I of the Convention for European Economic Cooperation 
of April 17, 1948. Since that time its 17 members”—and there is an 
asterisk calling attention to the note that the 17 members are Belgium, 
France, Germany, Italy, Luxembourg, Netherlands, United Kingdom, 
Denmark, Iceland, Norway, Portugal, Greece, Turkey, Ireland, 
Sweden, Switzerland, Austria; the United States and Canada have 
been associate members since June 1950. 

Then proceeding after the asterisk : 
its 17 members have worked effectively together on a variety of economic prob- 
lems of mutual concern. In view of its general responsibilities and its experi- 
ence the OEEC was the obvious European organization to concern itself with 
measuring and mitigating as much as possible the economic effect on its members 
of the closing of the Suez Canal and some of the pipelines in the Middle Hast. 

The OEEC consists of a council of representatives of member governments. 
All Organization decisions derive from the council. The council is assisted in its 
work by an executive committee of seven members elected annually. While the 
executive committee examines all questions submitted to the council it is not 
competent to take decisions except on the authority of the council and it can act 
only in accordance with council directions and instructions. 

Its current Chairman is the head of the Swiss delegation to the 
OEEC. 

The Organization has several technical committes, for example economic, trade, 
oil, coal, maritime transport, etc. 


Now, we have the reference to OPEG. 


In Western Europe’s consideration of the oil aspects of the present situation, 
the OEEC, working through its executive committee, is the organization with 
primary responsibility. Subsidiary to the executive committee is the oil com- 
mittee of OEEC. Advisory to the oil committee is the OKEC Petroleum In- 
dustry Emergency Group, OPEG. 

In addition most of the member governments of OEKEC have established pe- 
troleum industry advisory groups to assist them in their national consideration 
of oil problems. The role of each committee and its relation to the others is 
briefly described below. 

And then you proceed with a description, which I shall not under- 
take to read. 

Does this not advise us that OPEG is an advisory committee com- 
posed of oil companies, which suggests to the OEEC the availability 
of sources of oil throughout the world ¢ 

Mr. Mourne. That is exactly right, sir. 

Senator O’Manoney. That is exactly what the situation is? 

Mr. Mourne. Yes, sir. 

Senator O’Manonry. So we have the oil companies operating in 
Kurope, some of them owned by governments, some of them partici- 
pated in by Americans, advising the European governments as to how 
to carry on the oil industry. 

Mr. Morrie. No, sir. Advising them only 

Senator O’Manonry. As to the availability of the oil. 

Mr. Mouine. Asto the availability of the oil; yes, sir. 
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Senator O’Manoney. We will use that word, certainly. 

And we have the same sort of committee here, not only advising the 
Government of the United States, but actually carrying out the Slab. 

Mr. Motine. But again, with the same kind of relationship of work- 
ing under Government direction and responsible to Government au- 
thority. 

Senator O’Manoney. That is a question which will have to be pur- 
sued further, because—— 

Mr. Motine. Yes. 

Senator O’Manoney. As I think you know, because you were here 
when the testimony was given, the Chairman of MEEC is a ranking 
officer of Standard Oil of New J ersey, which is also associated with 
the European countries in some of the Middle East oil projects, am 
1 right ? 

Mr. Motrne. Yes, sir. 

Senator O’Manonery. Now then, we return, Mr. Secretary, to the 
figures which have been brought back to you, as I dodnestate: by Mr. 
Fowler. 

Secretary Seaton. That is correct, Mr. Chairman. 

Senator O’Manoney. And you will repeat them now on the author- 
ity of Mr. Fowler. 

Secretary Seaton. This was the statement which had to do with 
those figures that you asked about, Mr. Chairman: 

According to these figures, and these are the best European source 
of information about the plan’s effectiveness, it is estimated that in 
the ‘first quarter the siailabls supplies will come to 76 percent of the 
normal demand for gas and diesel products 

Senator O’Manoney. What is the normal demand? You do not 
need to answer it now. Proceed with the reading. 

Secretary Sxaton (continuing). They will come to 79 percent of 
the normal demand for fuel oil; they will come to 87 percent of the 
normal demand for motor gasoline; they will come to 80 percent of 
the normal demand for all types. 

That was the statement, Mr. Chairman. 

Senator O’Manonry. Do you, Mr. Secretary, derive from that 
statement any specific and clear picture of what the demand is in 
Iurope and how near we are to the normal supply ? 

Secretary Szaron. Well, I do not know that I quite understand 
your question, Mr. Chairman. 

Senator O’Manoney. Is it a clear statement ? 

Secretary Sraton. I thought I understood that this movement of 
oil to Western Europe is getting along rather well. 

Now, we certainly have no objection to giving you the backup fig- 
ure, to set up the normal demand. 

Senator O’Manoney. I am sure you do not. 

Secretary Seaton. And I would be about as certain as I could be, 

as a layman in this field, that these figures are correct. 

Senator O’Maunoney. Your testimony is that you understand them 
to be correct. I want the committee to be sure they are correct. 

Secretary Szaton. I think that is perfectly proper, Mr. Chairman. 
We will have those figures for you just as soon as they can be gotten 
out of the Department. 

Senator O’Manoney. Will you also have a definition of “normal 
requirements” ? 
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Secretary Seaton. Yes, sir. We will get that figure. 

Senator O’Manoney. Have you any idea what that is now? 

Secretary Szaron. No, I personally do not, sir, except to translate 
this into the percentage of the normal requirement which has been 
furnished. 

Senator O’Manoney. Does Dr. Flemming know ? 

Mr. Fiemmina. Mr. Chairman, there are backup figures for the 
percentages that Secretary Seaton has given, and I much prefer to 
have those put into the record, rather than to do any guessing myself. 

Senator O’Mauonry. Have you seen any figures, those presented 
to the Secretary by Mr. Fowler or those which you have received 
from any other source, which indicate to your very clear mind, Dr. 
Flemming, your logical mind, how closely we have come to meeting 
the goal that you started out to meet ? 

Mr. Fiemmine. Mr. Chairman, when I appeared here a week ago, 
I tried to emphasize the fact that the Government had not estab- 
lished a goal against which it was working, but that the best advice 
given to us was that if we could move about 500,000 barrels per day 
from the gulf coast area, that it would then be possible for Europe 
to meet approximately 75 percent of its normal requirements. 

Senator O’Manonry. From whom did you get that understanding? 

Mr. Fiemminea. That, the basis for that particular understanding, 
came initially from the MEEC. That was their best estimate of 
what could be done if we were able to pool our tanker facilities and 
move crude oil from the gulf coast to Europe. 

Senator O’Manonry. Now, was this 

Mr. Fiemmine. Could I just add, Mr. Chairman—and, as far as 
I know, Europe was never given any assurances or any basis for hope 
that that figure would be higher than 75 percent of its normal re- 
quirements, given the factural situation that confronts us at the 
present time. 

Senator O’Manoney. Should anybody have known, if you don’t 
know!’ Is there anybody who does know ? 

Mr. Fitemmine. Know what? 

Senator O’Manonry. Were there any assurances given to Europe? 

Mr. Fiemmrine. I will ask Mr. Moline, who is thoroughly familiar 
with the State Department’s point of view on that. 

Mr. Mottne. Mr. Chairman, as I tried to explain when I was here 
briefly last week, our concern late in November, when this committee 
was started up, was that Europe would think it would solve its oil 
problem completely, and our guidance to the field was to keep alert 
to this belief on the part of the Europeans, because the fact was that 
according to our best estimates, we were going to be 20 to 25 percent 
short of Europe’s requirements, notwithstanding our efforts to sup- 
ply oil to Europe, provided they stayed within this range of 500,000 
barrels per day which was thought to be within the limit of what 
we could quickly deliver. 

Senator O’Manoney. Are you talking about crude oil, and crude 
oil only? 

Mr. Mortne. In those days, we were thinking in terms of crude 
oil. As I tried to explain the other day, also, our deliveries of crude 
and products were very close to the 500, and the net effect. of the 
shipment was not too different than the crude oil shipments would 
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have been, except in respect to heavy fuel oil, which they normally 
make more of cain a given quantity of crude than we do. 

Senator O’Manoney. Now, Dr. Pocus has just testified, before 
you testified, that the estimates as to what the goal was came from 
MEEC, did you not? 

Mr. Fiemmune. I did. 

Senator O’Manoney. Yes. 

Mr. Fixmmiunc. In other words, one of the things we asked the 
MEEC to do, prior to the time we put any plan of action into opera- 
tion, was to give us estimates as to what the capability would be if we 
pooled tanker facilities, and what the impact of that would be on the 
European requirements. (ht 

I appeared before the committee, before the MEEC, early in Sep- 
tember, and asked them specifically to provide us with factual infor- 
mation based on varying types of assumptions. 

Senator O’Manonry. Do you know whether any government in 
Europe suggested to this country any amount of oil or oil products 
that it wanted ¢ 

Mr. Mottne. Sir, I think the best answer to that one would be that 
right from the beginning, this was an OEEC operation. There was no 
expectation that they could cover their requirements jointly a hundred 
percent. There was a positive decision that no individual country— 
and some of them had the capability of taking care of themselves a 
hundred percent—would use his own special position to have a better 
allotment of oil than his neighbor. 

So as early as September, there were the decisions that in the event 
of a stoppage, any shortages—and they were thought inevitable— 
would be shared eventually among the members of OKEC. 

On the 30th of November, they put out a statement as to what the 
prospective situation seemed likely to be in Europe. I think, if you 
don’t already have it, that statement might be of interest to you. 

Senator O’Manonry. When you say “they” put it out—— 

Mr. Morine. OEEC’s oil committee prepared, and the Council re- 
leased, a statement of what their prospective situation seemed likely 
to be, as they evaluated it, 30 days after the canal was closed. 

Senator O’Manoney. Will you provide the committee with such a 
document ? 

Mr. Morrie. I would be delighted to, sir. I have a printed copy, 
which was reprinted in one of the NATO bulletins, which is accurate, 
however, and I will leave that with the reporter. 

(The statement referred to is as follows :) 


4. Or SUPPLIES FoR EvRvPE 


(Document issued after the OEEC Council meeting on November 30, 1956) 


Present position.—Prior to the Suez crisis, the rapidly increasing oil needs 
of Europe, and indeed the world, were being met without difficulty, but this in- 
volved the virtual full employment of the world tanker fleets. 

The disruption of oil communications resulting from the denial of the Suez 
Canal and the closure of the I. P. C. pipelines has, however, radically altered 
the European oil supply position. 

Approximately 80 percent of Europe’s needs (representing about 100 million 
tons per year on 1956 level) were normally obtained from the Middle East. 

A tanker employed on the Persian Guif—Europe route via the cape can transport 
about 60 percent of the oil which it could carry in an given period via the canal, 
while in the case of tankers normally loaded at the eastern Mediterranean pipe- 
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line terminals rerouted round the cape, the carrying capacity is a mere 25 
percent of normal. 

After taking account of supplies normally obtained from the Western Hem- 
isphere and indigenous production, it is therefore clear that without the most 
strenuous measures being taken to increase Western Hemisphere availability, 
Europe as a whole can count on receiving little more than 60 percent of her 
estimated requirements. 

Studies of the world oil flow pattern have disclosed that to make good in 
Europe the loss in supplies from the Middle East—a loss which is not a physical 
loss of oil but a reduction due entirely to insufficient tanker tonnage to cover 
the longer hauls—would necessitate, under the most favorable hypothesis of 
tanker utilization and intercompany cooperation, an increase in Western 
Hemisphere production of approximately 1.7 million barrels per day (about 85 
million tons per annum). 

The Organization has no means of telling whether an increase of this 
magnitude is within the compass of Western Hemisphere capabilities but all 
evidence points to the fact that such a massive increase would take many 
months to achieve and might be impossible on a sustained basis. 

The best technical advice available to the Organization suggests that to main- 
tain a supply level of 75 percent of what would have been regarded as normal, 
an increase in Western Hemisphere production of about 600,000 to 800,000 
barrels a day would be essential. 

To secure 1 extra ton of oil for Europe, 2 extra tons of production would be 
required in the Western Hemisphere. This is so because it is necessary to offset 
against the increased production the loss of the Middle East oil which would 
otherwise have been transported by the tankers diverted to the shorter North 
American run. 

Even if this increase in production could be secured, the cooperation of the 
companies and the most efficient use of tanker tonnage would be essential to 
raise the level of supplies in Europe from 60 percent to 75 percent. 

Expert opinion suggests that an increase in Western Hemisphere production 
of 600,000 to 800,000 barrels a day is within the capabilities of producers in the 
United States and Venezuela, but in the present circumstances more than com- 
mercial incentive alone is needed to bring forth the additional oil. 

Despite efforts to purchase additional supplies, the necessary quantities could 
not be obtained for further shipments. Although a substantially larger quantity 
is in transit than is customary, a proportion of the purchases represent with- 
drawals from Western Hemisphere stock and are therefore in the nature of 
“once and for all” supplies. 

It is understood that the “allowables’—i. e. the authorized production—have 
been raised in Texas and Louisiana, but substantial increases are required if oil 
supplies for Europe are to reach more tolerable levels. 

Until a major increase in Western Hemisphere production is achievyed—and 
hence export availabilities are increased—European stocks will fall rapidly 
despite the introduction of severe restrictions on the consumption of oil im 
member countries. 

Action taken.—The Organization has taken action to minimize the effects of the 
shortage and the Council by its resolution of November 8, agreed that “in the 
event of a shortage in the supplies of oil for Europe, the resulting burden should 
be shared by member countries on a fair and equitable basis.” 

The Organization, faced with a shortage, must proceed to the allocation of 
available supplies between member countries. For this purpose, it has set up an 
OBEC petroleum industry emergency group (OPEG) by issuing invitations to 
European international supply companies to propose representatives to work 
with the Organization. 

This group will advise the oil committee about the availability of oil for 
Surope and assist in the implementation of its recommendations. 

All member countries have taken, and notified to the Organization, measures 
to restrict consumption. The broad effect of these measures is to reduce con- 
sumption 20 percent overall. 

All member countries have also agreed to avoid taking without prior con- 
sultation with each other, action that might affect the ability of the oil industry 
to achieve on a worldwide basis the optimum use of available supplies of oil and 
tanker tonnage. 

Close cooperation between member countries and the oil industry is essential 
and member countries have set up national committees composed of representa- 
tives of the oil distributors in each country. 
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These committees are in a position to supply the Organization, through the 
ee concerned, with statistics on national stock levels and estimated 
arrivals. 

Action required.—The amelioration of Europe’s oil supply situation depends 
on the cooperation of the international supplying industry as a whole, both in 
relation to supplies of oil and the utilization of tanker tonnage, as well as an 
increase in Western Hemisphere production. 

Allocation without knowledge of the forward supply position of Western 
Hemisphere oil can, at best, be only partially successful. An effective allocation 
can only be attained by close cooperation between the international supply in- 
dustry as a whole and the Organization. 

Until this is achieved, certain steps to deal urgently with particularly serious 
situations in individual countries should be taken by consultation between the 
Organization and representatives of the European international supplying com- 
panies. This will not increase supplies of oil but will be of assistance in securing 
a fair and equitable distribution of available supplies. 

Mr. Morne. In that statement, they indicated that, provided the 
Western Hemisphere could supply them something in the range of 
500,000 barrels per day, which was according to their best estimates, 
soliciting the sources they would have to obtain it, was going to leave 
them 25 percent short of requirements. 

They said that in their best estimate, to cover their requirements a 
hundred percent with the limited number of tankers we had in the 
world, considering the stoppage of the canal, would have taken an 
increase in Western Hemisphere production of 1,700,000 barrels a day, 
which was thought to be impossible to achieve immediately, and prob- 
ably unlikely to be achieved before the crisis would be over. 

So they were adjusting their sights to the necessity of living with 
25 percent less oil than they had thought they would require, and their 
restriction schemes at that stage, some formal, some informal, were 
drawn to limit consumption to 80 percent of their requirements. And, 
as the testimony this morning has indicated, and as I believe we indi- 
cated last week, in overall terms, they are getting something like 80 
percent of their overall requirements, with some difference in the main 
product categories therein. 

Senator O’Manoney. Are you telling the committee—I do not want 
to be mistaken about any inference that I draw from the testimony— 
but are you telling the committee by your testimony just recited, that 
the initiative for this voluntary plan of action came from the oil 
companies / 

Mr. Motine. No, sir; no,sir. Asearly asearly August, we had been 
worrying about the 

Senator O’Manongey. Who are “we”? 

Mr. Mouine. We in this Government, the various interested depart- 
ments, State Department not the least of them, but State Department, 
Dr. F femming’s office 

Senator O’Manonry. Nobody would say that the State Department 
is the least of the departments. [Laughter. | 

Mr. Mourne. On the contrary. That is why I said it, not the least 
of them. 

But as early as August, following the nationalization of the Suez 
Canal Co., we felt it was only prudent to contemplate what the conse- 
quences would be should the differences of view among nations, which 
were rapidly emerging then, result in a stoppage of the canal. 

Senator O’Manonry. So the State Department became alarmed 
after the nationalization of the Suez Canal by Egypt, and began to 
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look around for means of counteracting that move by Egypt; is that 
right? 

Mr. Moxtne. Yes, sir. Our awareness was of the fact that any 
stoppage of Middle East oil must of necessity, given the geographic 
location and the extent of dependence, fall very largely on Western 
Europe. We have a great many obvious interests in ‘Western Kurope 
which depend on the economic well-being of that area, and its military 
strength, and we felt it was only prudent to think of what would be 
done if this contingency ever happened. 

And it was against that background that the interdepartmental 
group that focused on this problem came to the conclusion that in 
what was likely to be a short-term crisis, that the voluntary agreement 
type of mechanism for dealing with it, which had served so well in 
the Iranian situation, would be the best and most effective means of 
dealing with a short-term crisis, essentially of a transportation nature. 

Senator O’Manoney. Who in the State Department at that time 
was the head of the division having charge of economic affairs of this 
kind ¢ 

Mr. Morine. It was a Mr. Kalijarvi, who was in charge of the 
economic side of the Department. 

Senator O’Manonry. Was there anybody above Mr. Kalijarvi? 

Mr. Mourne. I am sorry; Mr. Prochnow was the Deputy Under 
Secretary of State for Economic A ffairs in those days. 

Senator O’Manoney. Now, I have here 

Mr. Firemminc. Mr. Chairman, could I just supplement that, be- 
cause 

Senator O’Manonry. Yes, sir. 

Mr. FLEMMING (continuing). Because it bears right on the point 
that you are raising. 

You will note in Secretary Seaton’s statement on page 2 that he 
calls attention to the fact that on July 22, the Egyptian Government 
nationalized the Suez Canal. 

Senator O’Manonery. Right. 

Mr. Fiemmine. On July 31, I initiated this action by writing to 
the Secretary of the Interior in the manner indicated in the Secre- 
tary’s statement. 

As you know, Mr. Chairman, the Director of the Office of Defense 
Mobilization serves as a member of the National Security Council. 
Consequently, I was aware of the seriousness of this particular situ- 
ation. 

I discused the mater personally with the Secretary of State, and 
as a result of that initiated the kind of action which is indicated 
here. 

This action was not initiated by anyone outside of the Govern- 
ment, but we took this initiative following the nationalization of the 

canal, feeling that it would probably be nece essary for us to resort 

to emergency action of this kind at some time in the future. We 
didn’t know. This was simply trying to do what I am sure you and 
the members of the committee would want us to do, namely, to pre- 
pare ourselves for any contingency that might develop in this par- 
ticular area. 

Senator O’Manonery. I have before me a copy of your letter to 
Secretary Seaton dated July 31, 1956, and it was on the basis of what 
you stated in that letter that I was asking these questions. 
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Your answer now prompts another question to you, and that is, 
when you went to discuss the matter with the Secretary of State, 
did you go on your own initiative, or were you told? 

Mr. Fiemmine. I went on my own initiative. 

Senator O’Manoney. Then it was without regard to the various 
considerations mentioned by Mr. Moline just now about the difficul- 
ties that were arising and how the State Department, not the least of 
all the departments, was giving deep concern to the matter ? 

Mr. Fiemmine. It was not without regard to that, Mr. Chair- 
man. As I have indicated to you, I serve as a member of the Na- 
tional Security Council, along with the Secretary of State. 

Senator O’Manonry. Was it discussed in the National Security 
Council ? 

Mr. Fiemmine. I am not in position, as you know, to discuss 
matters that were in turn discussed within the National Security 
Council. 

Senator O’Manoney. Yes. 

Mr. Fiemmine. But I may just simply say this: that as a result of 
my membership in the National Security Council, of course I had 
background on this information; and naturally, considering my over- 
all responsibilities as given to me by the Congress and by the Presi- 
dent, it was up to me to begin some exploratory conversations to sea 
whether or not we should put this machinery into motion. 

Senator O’Manoney. Let me read the letter of July 31,1956. This 
is addressed to “Hon. Fred A. Seaton, Secretary of the Interior, 
Washington, D. C.,” on the letterhead “Executive Office of the Pres- 
ident, Office of Defense Mobilization.” It is dated July 31, 1956, 
and reads: 


DeAR Mr. SecrRETARY: This letter has reference to the possibility that there 
may arise in the immediate future any of the three following contingencies 
relating to the availability of petroleum supplies affecting the defense-mobilization 
interests or programs of the United States: 

1. Loss or stoppage of the Levant pipelines. 

2. Stoppage of the Suez Canal. 

3. Loss of both 1 and 2 above. 

As you know, a committee has been established under the voluntary agree- 
ment relating to foreign petroleum supply, as amended, to advise the Govern- 
ment of the United States on plans of action designed to prevent, eliminate, 
or alleviate shortages of petroleum supplies in friendly foreign nations which 
threaten to affect adversely the defense-mobilization interests or programs 
of the United States. 

I have discussed the present situation and the above contingencies with the 
Secretary of State and the Under Secretary of State, and, as a result of these 
discussions, I believe that an emergency exists outside the United States which 
requires action in the form of the development of plans designed to prevent, 
eliminate, or alleviate shortages of petroleum supplies which threaten to affect 
adversely the defense mobilization interests or programs of the United States. 
Under the circumstances I feel that it would be appropriate for you to find 
that an emergency exists and to submit to the committee a request for the 
preparation of plans of action to meet such contingencies if they should arise. 

As you know, the voluntary agreement requires that the Attorney General be 
notified of any request to the committee to prepare a plan of action. On advice 
of counsel, I am of the opinion that such notification may be followed immediately 
by the request of the committee for the preparation of the plans. If you have 
doubt as to the regularity of this procedure, I recommend that in the interest 
of prompt action the Attorney General be requested to waive his right to any 
earlier notification. 
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If I can be of any assistance to you in this matter, please so advise me. I 

should appreciate being informed of its progress. 
Sincerely yours, 
ARTHUR S. FLEMMING, Director. 

Now, is it not a fact that the Under Secretary of State at that 
time was Herbert Hoover, Jr. ? 

Mr. Fremmina. It certainly was, and it is a fact that he was. 

Senator O’Manonery. Was it not Mr. Hoover who was sent to the 
Middle East to negotiate the Iranian consortium ? 

Mr. Fiemmina. That is my understanding. 

Senator O’Manonry. Are you desiring the committee to understand 
that this recommendation originated with you personally, or with the 
National Security Council, or with the State Tecoataneeat 

Mr. Fiemmine. It originated as I indicated by the letter itself, it 
originated with me personally. I took the kind of initiative that I feel 
a Director of Defense Mobilization should and must take under the 
factual situation that confronted us at that particular time. 

Senator O’Manoney. You had previous conversations, however, 
with various individuals? 

Mr. Fiemmine. Of course, I did. 

Senator O’Manongy. With the Department of Justice? 

Mr. FLemmine. Yes. 

Senator O’Manoney. With the Department of the Interior? 

Mr. Fiemmine. That is correct. 

Senator O’Manoney. And with the State Department? 

Mr. Fiemmine. And the Department of Defense. 

Senator O’Manoney. And the Department of Defense? 

Mr. Fitemmine. That is correct. 

Senator O’Manonry. How long were those negotiations in prog- 
ress ¢ 

Mr. Fiemmine. Mr. Chairman, it is clear that, on July 26, the 
Egyptian Government nationalized the canal. It was on July 31 
that I addressed my letter to Secretary Seaton, so they took place 
within that period of time. 

Senator O’Manonry. In the second paragraph of this letter, the 
first sentence reads as follows: 

As you know, a committee has been established under the voluntary agree- 
ment relating to foreign petroleum supply, as amended— 

Now, is that the MEEC ? 

Mr. Fiemmrine. It is not. 

Senator O’Manoney. What is that committee ? 

Mr. Fitemmine. The name of that committee is the foreign petro- 
leum supply committee. 

Senator O’Manoney. What was that a committee of ? 

Mr. Fitemmine. Pardon me? 

Senator O’Manoney: That is a committee consisting of whom? 

Mr. Fitemmine. Consisting of the oil companies engaged in foreign 
operations, with Mr. Hugh Stewart as chairman of the committee. 

Mr. Chairman, to further clarify that, if you will refer to Sevre- 
tary Seaton’s statement at the top of page 2, he calls attention to the 
fact that, on May 8, 1956, there came into existence the voluntary 
agreement relating to foreign petroleum supply, as amended, and 
this was an agreement under which plans of action designed to meet 
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emergency situations could be developed. That is the basic agree- 
ment. 

You will recall, a week ago when I was before the committee, I 
referred to that basic agreement a number of times. 

Senator O’Manoney. Were there any conversations during this 
period with the oil companies themselves ? 

Mr. Fremmine. Mr. Chairman, I consulted Mr. Stewart in connec- 
tion with my response to your question. He says that during this 
particular period there was not any consultation with this petroleum- 
supply committee or with the companies that comprised that par- 
ticular committee. 

Senator O’Manoney. What was the function of the foreign petro- 
leum supply committee ? 

Mr. FLtemmine. As indicated here, it was a committee which was 
brought into existence—— 

Senator O’Manonery. Pardon me, Dr. Flemming, will you, please? 
I have a long-distance call coming in from the governor of one of the 
sovereign States. We will take a 38-minute recess. 

Mr. Fiemmine. All right. 

(Short recess.) 

Senator O’Manonry. The committee will come to order. 

Senator Dirksen has indicated to me he would like to address : 
question or two to Mr. Moline. 

Senator Dirksen. Mr. Moline, I would like to get back to that 
organizational picture a little. First of all, you were identified with 
this petroleum activity for about 4 years in Europe, as I understand. 

Mr. Motrne. That is correct, sir. 

Senator Dirksen. And I would assume, from that, that you had 
developed a rather intimate knowledge of how this whole matter works. 
Now, let’s go to OEEC for a moment, the Organization for European 
Economic Cooperation. As I understand it, each of the 17 countries 
has 1 man on that committee; is that correct ? 

Mr. Mo.tne. One representative. He will frequently have a col- 
league from his own department with him, but the membership is 
through one man. 

Senator Dirksen. We will call that a staff, but we will just say for 
organizational purposes each country has one representative on this 
economic commission. 

Mr. Morine. That is right, sir. 

Senator Dirksen. Now, the commission has jurisdiction not only 
over oil needs, but steel, coal, and food, and nearly everything else that 
comes along. 

Mr. Morne. That is correct, sir. 

Senator Dirksen. Now, if the member of the commission from 
Luxembourg, for example, first wanted to know what their needs 
were of all kinds in the petroleum field, whom do you think he would 
consult, in addition to his staff, to find out what those needs were at a 
given time, unless he consulted somebody in the petroleum industry 
who might be active in his country ¢ 

Mr. Motrne. In the example you have taken, I think he would have 
consulted his domestic industry representatives. In a larger country 
with a specialized ministry, they would have that kind of informa- 
tion about continuing needs right at their fingertips, as we have in 
this country here. 
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Senator Dirksen. But, in any event, the information would have to 
come from the industry. I am trying to find out who would have the 
information, that is, accurate information, first, about the needs of a 
country, if it did not come from the industry. 

I am just assuming, of course, that the oil industry, whether it is in 
the United States or elsewhere, could give Government the best picture 
it could possibly get as to our diverse needs in the petroleum field in all 
of these products. 

I would assume, if the member from Luxembourg on the commis- 
sion was looking down the road a little and becoming a little alarmed 
about a shutoff of petroleum supplies from the Middle Kast, that, No. 
1, he would try to assess their needs and go to the right sources to get 
their information, probably include some reserves, and then to indicate 
it when that commission met; is that the procedure that he would 
follow? 

Mr. Morne. That would be a fair statement of it. 

Senator Dirksen. So that it would come from the country itself. 

What would go into the “need” picture, or what is involved in that 
equation? Are there some reserves as well as the daily needs of the 
country for fuel oil or diesel oil, gasoline, and so forth? 

Mr. Motine. Yes, that is right, sir. In this particular case, we were 
fortunate in that the concern began to be manifest in August, and the 
OEEC began to give its first attention to the problem. 

The problem didn’t actually materialize until early November, and 
in that interval there was an opportunity to get the stock position in 
a little better shape than it normally would have been, and there was 
also time in that period to decide the rules on which they were going to 
deal with the situation, should it ever arise. 

Senator Dirksen. Does OKEC meet regularly at stated periods, 
daily or weekly, or when do they meet ? 

Mr. Mourne. It varies with the individual committee, and in the 
case of the oil committee, normally 3 or 4 times a year. Since this 
emergency, it has been, I suppose, every 10 days. 

The council meets regularly, the senior body meets regularly at 
least once a week, as does the executive committee. 

Senator Dirksen. Somewhere along the line, there must have been 
a consolidated estimate of need for the countries to be supplied. By 
that I mean there must have been a meeting of OEEC in which they 
just laid all their figures on the table. Luxembourg said “Now this 
is what we need,” and France said, “This is what we need.” 

Was a consolidated estimate of need developed and published or 
given out to any group or to their respective countries, or to our coun- 
try, somewhere along the line? 

Mr. Mortne. Not in that sense, sir. They had just finished, a month 
or so before, a very elaborate report on oil in Europe, and the whole 
subject of energy in Europe has been under constant review, so that 
there was a very good idea of their overall requirements. 

I do not recall at the time a detailing of requirements by individual 
countries, though undoubtedly the totals which were given out at that 
time were so compiled. 

The totals at that time were a matter of record. I was trying to 
recall whether or not they would be in this statement to which I 
referred before, but they do not appear to have been quoted there. 

90507—57—pt. 1-36 
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Senator Dirksen. Well now, assuming that some kind of consoli- 
dated estimate of need had been developed, and MEEC was meeting 
over here to think in terms of a target, whether it would be 500,000 
barrels of crude or its equivalent in other products, it could have 
cabled over to OEEC and simply said “What are your needs?” and 
gotten a good and a reasonably responsive answer to that cable, I 
would think. 

Mr. Motrne. That might have been done. I don’t recall that it was. 

Senator Dirksen. Would that have been the normal thing to do? 

Mr. Mortne. Not usually. There had not been an emergency of this 
kind involving the degree of relationship that we now have between 
the organization and the oil companies, and heretofore they had been 
aware of the OFEC’s value as an oil committee and a supplier of 
ee but there had been no occasion for any close working rela- 
tionship. 

This was really established only after OEEC asked for an advisory 
group from the industry. 

Senator Dirksen. You see, this goes back to the testimony of Dr. 
Flemming the other day, because I think some members of the com- 
mittee were trying to persuade him that a definite goal had been set, 
and he finally said, well, it represented a hope. But even for a hope, 
there must be some kind of a basis, and so the question is: From what 
source did that 500,000-barrel figure finally come? How was it made 
up? Was it churned up finally as a result of all these discussions at 
every level that said “Maybe 500,000 barrels is right”? It could have 
been 400,000 or 300,000 barrels. 

But I recognize it as nothing more than some kind of a target to 
which you approach in making your deliveries over there; and, Dr. 
Flemming, you may want to amplify that a little more. 

Mr. Ftemmrne. Senator Dirksen, I certainly appreciate your bring- 
ing up the point again, because what it does, as I think you stated it 
very accurately a week ago, is that it represented our hopes, our ex- 
pectations, as to what we could do by pooling particularly our trans- 
portation facilities, and that did represent the best judgement of the 
members of the MEEC as to what they could do if put in a position 
where they could pool particularly their tanker facilities. 

Now, of course, you move from that to your 75 percent, I mean the 
fact that that might make a contribution, snch a contribution, that 
Europe would be able to meet 75 percent of its requirements; by going 
through the kind of a process you suggest, there is knowledge of what 
the requirements would be. And then you add to what they could get 
around the cape under these changed conditions, and what they could 
get from other sources, and this 500,000, and the best estimate was that 
if we were able to move 500,000 barrels per day from the gulf, then 
Europe would be in a position where it could meet approximately 75 
percent of its requirements. 

I think we have to recognize that that 500.000 was an estimate. It 
represented the best judgment of those who considered what could 
be done as a result of moving, as a result of pooling resources, and 
particularly transportation resources. 

Senator Dirksen. So it was no hard and fast figure. It was some- 
thing of a speculative figure. 

Mr. Ftemmine. Bound to be. 





EMERGENCY OIL LIFT PROGRAM 511 


Senator Dirksen. Based, of course, on any number of impondera- 
bles in this field, including, of course, the transportation difficulties 
which were involved. 

Mr. Fremminea. That is right. 

Senator Dirxsen. When you are dealing with an oil supply in the 
Caribbean, in the Middle East, and in our own country, obviously a 
great many factors come in within, let us say, the space of a month, 
to change it. So I recognize it, I think, for what it is, and I just 
presume this figure was sort of incubating over a period of time, and 
they said, “All right, this represents an expectation, and we will see 
what we can do with it.” 

Mr. Ftemmine. Senator Dirksen, I think it is very important for 
us to keep in mind the fact that the figures that have been presented 
to this committee, including the figures Secretary Seaton has pre- 
sented this morning, are estimates of what will happen during the first 
quarter. 

Now, everybody knows that you have just as solid a base, or you de- 
velop just as solid a base as you can for estimates; but 6 months from 
now, when the records are all in as to what happened during the first 
quarter, it may vary somewhat from the estimates that were pre- 
sented. 

These are obviously much better estimates, much firmer estimates, 
than anything we have had up to the present time, because to some 
extent they are based on actual experience during a portion of the first 
quarter; and that is why to me it 1s encouraging, though back a couple 
of weeks ago the estimates were somewhat pessimistic, but as we move 
into this operation and as we get ahold of facts growing out of ex- 
perience, and then relate those to the other information we have on 
hand, the picture is more encouraging than it was at that particular 
time. 

Senator Dimxsen. Dr. Flemming, while you are testifying, I want 
to ask one other question : 

Our distinguished chairman a moment ago mentioned or addressed 
a question to you whether the Herbert Hoover, Jr., in question was 
the one who had arranged that oil plan in Iran with the concession, 
whatever it was. 

Now, I am sure there was not any implication of any kind in the 
chairman’s question. But certainly for my own information, I would 
like to know a little more about what that situation was. 

Mr. Fiemmine. Well, Senator Dirksen, if I may answer it very 
briefly : 

In my judgment, Mr. Hoover was of inestimable value to the Gov- 
ernment of the United States during this particular period in dealing 
with the kind of problems that this committee is considering at the 
present time. 

I do not need to go into any detail to outline his training and his ex- 
perience, and so on, and he has a very fine understanding of the 
problems in this area, and throughout this particular period ren- 
dered outstanding service in the public interest. 

Senator Dirksen. Mr. Chairman, this gives me an opportunity to 
make one other observation of my own. I see that in one 

Senator O’Manonry. Your observations are always valued. 
[ Laughter. ] 
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Senator Dirxsen. I see in one of the columns there was some al- 
lusion to the fact that probably the Herter family had some interest 
in oil equities or oil shares. Now, I just want to say for Christian 
Herter, having served with him a great many years in the House of 
Representatives, that I think he is one of the finest, ablest, and most 
honorable people who ever came into the Government service, and I 
just cannot imagine that his judgment, his opinions, where his coun- 
try’s welfare is at stake, would be influenced for a single moment by 
any private interests that he or his family may have. 

And I noticed also in a column recently that they went back to the 
fact that John Foster Dulles was at one time senior partner in the 
firm of Sullivan & Cromwell, and that perchance they were repre- 
senting oil companies. 

I think that is a terrible reflection on a man whose devotion to his 
country, whose patriotism, whose unselfishness and whose sense of 
mission has been unequaled by any man that I can name in our gen- 
eration. 

And, while that probably has no adequate place in this hearing, 
I think this is a good time for me to utter the conviction that I have 
about these distinguished gentlemen, and that goes for Herbert 
Hoover, also. 

Senator O’Manonry. May I say, Senator Dirksen, now that you 
have brought this question up, I wanted it clearly understood for the 
record that no cha lenge has been directed by any member of this 
committee or by the chairman against Mr. Herter, former Governor 
of Massachusetts, former Member of the House of Representatives, 
and former member of the Joint Committee on the Economic Report, 
while I was chairman thereof. 

I saw Mr. Herter at work as a Congressman, and I entertain the 
same high regard for him that the Senator from Illinois does. So 
clearly this is an irrelevant matter to our inquiry. 

The same goes for John Foster Dulles, likewise, perhaps in a lesser 
degree [Laughter], because he had something to do with the starting 
of this activity on the part of the Government which has not yet been 
cleared up by the witnesses before us, whether Government witnesses 
or otherwise, and concerning which they seem to be at some odds 
themselves when it comes to understanding it. 

Senator Dirksen. Of course, we get at odds with each other even 
here on Capitol Hill. I notice there is no unanimity here, by any 
means. 

Senator O’Manonry. But most of us can smile, can we not? 
[Laughter. | 

Mr. Secretary, I was examining you, but you invited Dr. Flemming 
into the picture, and I think I had better proceed with a question or 
two addressed to him. 


At the time I was called to the telephone, I was questioning, you, 


Dr. Flemming, about the Foreign Petroleum Supply Committee. Now 
then, in your letter to Secretary Seaton dated July 31, you say: 

As you know, a Committee has been established under the voluntary agree- 
ment relating to foreign petroleum supply, as amended. * * * 

Now, that was not the MEEC, was it? 

Mr. Fiemmine. That was not, Mr. Chairman. That was an agree- 
ment that was approved by all of the necessary oflicials, and inserted 
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in the Federal Register, it became a matter of public record, and an 
agreement which brought into existence this Petroleum Supply Com- 
mittee under the chairmanship of Mr. Stewart of the Department of 
the Interior, and that committee was charged with the responsibility 
of bringing together information which would be of assistance to 
the Government in considering problems in this area, and it was 
also authorized under certain conditions and circumstances to develop 
plans of action to deal with specific emergency situations. 

Senator O’Manoney. That committee was also, like MEEC, made 
up of petroleum corporations, was it not ? 

Mr. Fiemmine. Made up of oil companies engaged in foreign 
operations. 

Senator O’Manonery. But it was not the same as MEEC ? 

Mr. Fitemmine. That is correct. 

Senator O’Manoney. And as Mr. Stewart testified here the other 
day, some members of that committee were dropped when the time 
came to organize MEEC. 

Mr. Stewart was going to supply a full list of the members of the 
committee. I think that information has been given to us. 

Mr. Fiemmine. Mr. Chairman, he would be thoroughly familiar 
with that. 

Senator O’Manoney. He nods approval. I have not had a chance 
to see it. All I remember about that committee is that the Superior 
Oil Co. was dropped from the committee. It was not made a member 
of MEEC. Of course, the Superior Oil Co., so far as I know, was not 
engaged in foreign commerce. 

But this I do want to ask you, Dr. Flemming: Is it not a fact that 
this Petroleum Supply Committee was gathering the information 
which you needed with respect to the supply of oil which might be 
diverted to Europe? It was a Foreign Petroleum Supply Committee. 

Mr. Fiemmine. That is right. It was authorized, Mr. Chairman, 
to collect such information. 

Now, just how far they had gone in the collection of that informa- 
tion prior to the seizure of the Suez Canal, I am not myself familiar, 
but I am sure that can be supplied for the record by the Department 
of the Interior. 

Senator O’Manonery. Was not the organization of that committee 
submitted to the Department of Justice and the Attorney General for 
its approval? 

Mr. Ftemmine. That is correct. 

Senator O’Manoney. Is it not a fact that the Attorney General, in 
examining this voluntary agreement to which you refer in your letter, 
made certain suggestions which were contingent upon exempting the 
Committee from the antitrust law, among the suggestions being that 
the Government should have members present, and the Government 
should have supervisory authority, that the Government should have 
the chairman of the various subcommittees, and the like? 

Mr. Ftemmine. Mr. Chairman, your statement is substantially cor- 
rect. I would just like to make this qualification: The Attorney Gen- 
eral reviewed this particular agreement under the provisions of the 
amendments to the Defense Production Act of 1955, which required 
him to take a look at any agreements that were in existence prior to 
the passage of that act, and the law stated, or rather, the amendments 
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to the Defense Production Act stated that if the Attorney General did 
not give his approval, the agreements would automatically lapse. 

And it is in connection with that review of the then existing agree- 
ment in this petroleum field that he made the kind of suggestions that 
you have just outlined, namely, that there should be a Government 
chairman, and that staff work should be carried on by Government em- 
ployees, and so on. There were a number of conferences between the 
Attorney General and his representatives, the Secretary of State or his 
representatives, the Department of Defense or the Secretary of De- 
fense and his representatives, and the Secretary of the Interior or his 
representatives, and we arrived at a meeting of minds as to those 
amendments, and they were reflected in the agrement which the At- 
torney General passed or approved, rather, the agreement of May 8. 

Senator O’Manoney. That was the agreement of May 8? 

Mr. Fiemmine. That is right. 

Senator O’Manoney. Is it not a fact that those recommendations 
made by the Attorney General for the creation and operation of the 
Foreign Petroleum Supply Committee were dropped in the creation 
of MEEC? 

Mr. Fiemmine. That is correct, Mr. Chairman. 

In this connection, I think I should call to the attention of the com- 
mittee the fact that the Attorney General has submitted a report 
to the Congress within the past few days as required by law, dealing 
with his actions in connection with this plan. And on the point that 
you have just mentioned, namely, the question of the Government con- 
trol or the Government participation in the plan, he has this to say: 

The plan, as the agreement before it, requires Government controls over 
discussions in all meetings. Thus the plan requires that the agenda for all 
meetings be formulated and furnished to me in advance, meetings can be called 
only by a Government official. 

The plan provides that all meetings must be attended by a full-time, salaried 
Government employee as the representative of the administrator of the plan. 


Nothing can be added to the agenda without his approval; and moreover, 
this Government representative— 


then he quotes from the plan— 


“In his sole judgment shall determine whether any question, topic, or discussion 
falls within the agenda set by the terms of section 3 (f) and limits discussions to 
the agenda.” 

Senator O’Manonry. May I just suggest-—— 

Mr. Fitemmrne. If I may add a sentence. 

Senator O’Maunoney. You were reading from the Attorney Gen- 
eral’s report ? 

Mr. Fiemmine. That is correct. 

Senator O’Manoney. You are raising a legal question which I think 
can be more properly discussed, if the committee desires to discuss it, 
when the Department of Justice is on the stand. 

Mr. Ftemmine. Mr. Chairman 





DROPPING SAFEGUARDS 


Senator O’Manonery. The question I was driving at was merely 
the fact, which you have acknowledged, that is, that the safeguards 
which the Attorney General wrote into the agreement of May 8, 1956, 
were dropped in the degree that I represented, with respect to the 
agreement of August 10, 1956. 
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Mr. Fitemmine. Mr. Chairman 

Senator O’Manoney. That was your testimony, was it not? 

Mr. Fiemmine. Factually, that is correct. However, I do want 
to—— 

Senator O’Manoney. There is an explanation of it, you say ? 

Mr. Fremmine. Mr. Chairman, I would like—I don’t like to get 
into legal discussion—I agree with you that is a province of the 
Attorney General. But I do want to complete that one paragraph, 
because this concluding sentence is important. 

Senator O’Manoney. All right. 

Mr. Fiemmine. I think it is important in the light of the concern 
that you are expressing. 

These provisions preserve fully the substance with which we were concerned. 

And in another portion of this same report, he says: 

The bulk of the agreement’s antitrust safeguards was carried into the plan. 


Now, he has further things to say about the way in which the plan 
has operated, and so on, but I won’t comment on that at this time, 
but I appreciate the fact that when you suggest that certain things 
that were included in the agreement were dropped in connection with 
the plan of action, that certainly there is a suggestion there that by 
dropping the things that were in the agreement when we came into the 
plan of action, possibly the Government was losing control of certain 
aspects of the operation that it should not lose control of. 

The Attorney General, in approving the plan, obviously felt that 
that was not the case; and in this report which he has submitted to the 
Congress, he has so stated, and I simply wanted to indicate that. And 
I think I indicated to you a week ago, Mr. Chairman, that the basic 
reason for dropping it was an operating reason. It was felt that we 
could get quicker, mor effective action under the plan of action as it 
was developed, and at the same time preserve all of the safeguards 
that should be preserved. 

Senator O’Manonry. Then it was at your recommendation that 
these safeguards, which the Attorney General suggested in May, were 
dropped from the new voluntary plan ? 

Mr. Fitemmina. Well, Mr. Chairman, the communication presenting 
this plan to the Attorney General came from me with my approval. 
As you well know, it came to me from other sources, but I accept full 
responsibility for having transmitted the plan to the Attorney Gen- 
eral for his consideration, and I am sure the Attorney General would 
assume full responsibility for passing on the antitrust aspects of the 
plan. 

Obviously, I was not qualified or competent to do that, and the Con- 
gress so recognized when it said that the Director of Defense Mobiliza- 
tion must obtain the approval of the Attorney General. 

Senator O’Manonry. You will recall that the Attorney General in 
his approval of August 10, 1956, distinctly designated it to be a 
reluctant approval. 

Mr. Fiemmina. I recall that in a report that he submitted to the 
Congress, he used an expression of that kind. But could I read from 
his most recent report just this one paragraph ? 

Senator O’Manoney. Let us testify about what you did. 

Mr. Fitemmine. May I— 
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Senator O’Manonry. About what you did or what you know. 

Mr. Fremmrine. All right. 

Senator O’Manoney. This may be perfectly legal. Isay there is a 
legal question there. As one of the members of the committee, I want 
to find out why the operation was changed from the original com- 
mittee to a new committee, and who suggested it. 

Mr. Fremmine. Well, all right. 

Senator O’Manonry. You take the responsibility, but you do not 
tell us whether it was suggested by the companies which became 
MEEC 

Mr. Fiewminc. Mr. Chairman 

Senator O’Manonery. Or are you? 

Mr. Fremmine. Mr. Chairman, I think Secretary Seaton’s testi- 
mony is perfectly clear on that point. He indicated that I transmitted 
a communication to him suggesting that he in turn request the Middle 
East Emergency Committee as called for by this voluntary agree- 
ment—Foreign Petroleum Supply Committee, I am sorry. 

Senator O’Manoney. That is an utterly different matter, Dr. 
Flemming. 

Mr. Fiemmina. No, it is not. It is just what you asked me. I 
mean, you have asked me where this plan that I transmitted to the 
Attorney General came from. 

Senator O’Manonry. And you answer it by saying that Secretary 
Seaton said he got it from you. I am trying to find out where you 
got it. 

Mr. Fremminc. No; I didn’t say that, Mr. Chairman. If I did, I 
apologize, because I didn’t intend to say that. 

Senator O’Manonry. Maybe I misunderstood you. Make the 
record clear. 

Mr. Fremminec. May I go back to, let’s stay with Secretary Seaton’s 
testimony on this point, because it is a good, brief record of what 
actually took place. 

You will recall on the top of page 2 that Secretary Seaton points 
out that I first addressed a letter to him on July 31 about the possibility 
of an emergency development, and then Secretary Seaton said that— 

On August 1, 1956, I informed Dr. Flemming that I concurred in the position 
he had taken in his letter of July 31, and I had therefore determined that a 
threatened emergency existed outside of the United States which required an 


immediate plan or plans, and that as administrator of the May 8 agreement, I 
would request the Committee— 


that is, the Petroleum Supply Advisory Committee— 


to submit to me a proposed plan or plans or the solution of such petroleum supply 
problems as we might encounter. A copy of my letter— 


that is the Secretary of the Interior’s letter— 


went to the Attorney General, and then Mr. Stewart was requested, as Chairman 
of the Foreign Petroleum Supply Committee, to prepare such a plan or plans and 
to submit them to me in writing. 

On August 10, 1956, the Department submitted to Dr. Flemming a plan to 
implement the May 8 Agreement— 
in other words, he directed Mr. Stewart to go to the committee and get 
a plan or plans. Mr. Stewart complied with that. 

Senator O’Manoney. If you will pardon me, the Secretary’s testi- 
mony is in the record; he made it himself. It is just as clear to me 
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as it is to you. But it is irrelevant to the question I am asking you, 
and that is the point that I have not made clear to you. 

Mr. Fitemmine. O. K. ; 

Senator O’Manoney. I was asking you why, in your judgment, it 
was necessary in the creation of the new committee to abandon the 
safeguards which were in the old committee voluntary agreement. 

Mr. Fiemmine. Mr. Chairman, first of all, in my judgment the 
basic safeguards were not abandoned. , 

In the second place, in my judgment it was necessary to substitute 
a company chairman and company staff in order to get expeditious and 
effective action in dealing with this emergency. 

Senator O’Manonry. The safeguards with respect to the chair- 
manship was abandoned. 

Mr. Ftemminec. That is correct, sir. 

Senator O’Manonery. No question about that at all, is there? 

Mr. Fiemmina. None whatever. 

Senator O’Manoney. That is in the record now, and you and I are 
in agreement on that. 

Mr. Ftemminec. We are in complete agreement on it. 

Senator O’Manonery. So there need be no doubt in the mind of any 
member of the committee or any member of the public or in the mind 
of any executive of any oil company. 

Mr. Fitemmine. That is correct, sir. 

Senator O’Manoney. Off the record. 

(Discussion off the record.) 

Senator O’Manoney. I will ask the committee to reassemble at 
2.0’clock. 

If there is no objection, the committee will stand in recess. until 
2 o’clock this afternoon. 

(Whereupon, at 12:10 p. m., the committee recessed, to reconvene 
at 2 p.m. of the same day.) 


AFTERNOON SESSION 


Senator O’Manonery. The committee will come to order. 

The Chair is advised that the Secretary has the figures which were 
given to him by Mr. Fowler and which were read into the record this 
morning in his testimony. 

Copies of these are available for all the members of the committee. 

Senator O’Manonry. Mr. Secretary, do you prefer to have Mr. 
Fowler testify on this? 

Secretary Seaton. Mr. Chairman, I would, sir. I can give the 
figures, but I think it would be just as well to have Mr. Fowler give 
them and testify on them. He can answer them as specific as I can. 

Senator O’Manonry. All right. Mr. Fowler, would you come 
forward? Please identify yourself for the record ? 


STATEMENT OF RALPH S. FOWLER, OFFICE OF OIL AND GAS, 
DEPARTMENT OF THE INTERIOR 


Mr. Fowtrr. My name is Ralph S. Fowler. I am in the Office of 
Oil and Gas of the Interior Department and presently serving as 
Director of the Volunteer Agreement. 


Senator O’Manonery. How long have you held this position? 
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Mr. Fowter. Since early September. 

Senator O’Manonry. What was your previous employment? 

Mr. Fowter. Prior to that time I was a consultant in Europe, pri- 
marily in Italy, and prior to that time in the oil business. 

Senator O’Manoney. A consultant in Europe? 

Mr. Fowter. Yes, sir. 

Senator O’Manoney. On your own behalf? 

Mr. Fowter. Yes, sir. 

Senator O’Manoney. With respect to the petroleum industry? 

Mr. Fowxer. Partly petroleum and partly manufacturing indus- 
tries in Italy. 

Senator O’Manoney. Did you work for any of the oil companies 
involved in this matter ? 

Mr. Fowter. I was employed by the Arabian American Oil Co. 
after the war up until the end of 1954. 

Senator O’Manonry. You went to Europe for the purpose of con- 
ferring with whom ? 

Mr. Fowter. With the OEEC Oil Committee, the OPEG. 

Senator O’Manoney. For what purpose ? 

Mr. Fowter. Merely to coordinate the effort which the MEEC and 
the American Government was conducting in connection with the 
Middle East emergency to try to check their figures with ours and 
to determine how they were compiling their estimates, to determine 
if there were any better ways of handling the compilation and if there 
were any way of improving the situation. 

Senator O’Manoney. Now these figures, as I understand, under- 
take to estimate the normal demand, the net availability, and the per- 
centage of normal demand for motor gasoline, distillates and fuel 
oil in Western Europe, the area to be served through our voluntary 
plan with these three products; is that correct ? 

Mr. Fowter. Yes, sir. 

Senator O’Manoney. How did you prepare these ? 

Mr. Fowrer. The normal demand for these three particular prod- 
ucts in the OEEC countries, including Spain, are the figures which 
were submitted by the OEEC Oil Committee. The net availability 
figures are based upon arrivals which have already reached this area, 
plus estimated arrivals expected from all sources. 

Senator O’Manoney. Let’s begin with normal demand. For the 
purpose of this table, what is your definition of normal demand ? 

Mr. Fowrrr. The normal consumption of motor gasoline in this 
area prior to the closure of Suez. 

Senator O’Manonery. And how extensive is the area? 

Mr. Fowter. Well, it covers 17 countries. 

Senator O’Manonry. It covers all 17 of the countries represented 
on the OEEC, does it ? 

Mr. Fowurr. Yes, sir. I have a list of those countries if you would 
like me to read them ? 

Senator O’Manonry. I think the list is already in the record. 

Is there any question at all about what the normal demand is? 
Of course, we realize it is an estimate. 

Mr. Fowrer. Mr. Chairman, it is an estimate, and the only way 
that you can judge its accuracy is to wait until after the period is 
passed and compare actual figures with them. You cannot do that in 
the first quarter because they are not receiving full normal demand. 
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But on the basis of past history for the past year, plus an allowance 
of normal growth, it is about as good an estimate as can be obtained. 

Senator O’Manonry. The estimate was made, not by you, but by 
OEEC? 

Mr. Fowrier. The OEEC Oil Committee, yes, sir. 

Senator O’Manonry. You examined the figures — which the 
result was determined, and you are satisfied with them ‘ 

Mr. Fowter. Yes, sir, I am. 

We have also, through the Middle East Emergency Committee, 
made our own estimates and the two are quite close together. 

Senator O’Manoney. With respect to net availability of motor 
gasoline, where does that come from? 

Mr. Fowter. Some of it comes from local refineries in the area, 
some of it comes from the Western Hemisphere. 

Senator O’Manonry. How much from European refineries; how 
much from refineries in the Western Hemisphere? 

Mr. Fowrer. The bulk of it comes from refineries in Europe, Mr. 
Chairman. I do not have a breakdown between the exact percentage, 
but I would say that close to 80 percent, perhaps 85 percent, comes 
from the European refineries. 

Senator O’Manonry. How many of those refineries are, in fact, 
owned by American companies? 

Mr. Fowter. I would hate to hazard a guess. I would be glad 
to get the information for you and submit it. There are a number 
which are owned by the British and the French; the Spanish Gov- 
ernment has its own refinery, Portugal has its own refinery, the 
Italian Government has a refinery. But I do not have it at the mo- 
ment, a breakdown as to which is which. 

Senator O’Manoney. Do you have an approximation in your mind? 
What proportion of gasoline which constitutes the net availability 
of 4,300,000 metric tons, the figure you give here, is produced by Amer- 
ican refineries in Europe, or refineries in Europe owned by American 
companies ? 

Mr. Fowter. I would much prefer, Mr. Chairman, to furnish that 
for the record because I just do not know the correct answer and I 
would not want to give you an answer that would have to be later 
changed. 

Senator O’Manoney. Very well, sir. 

Now this would indicate that 87 percent of the normal demand is 
estimated by you to be available for the 17 Western countries to which 
we want to carry on this oil and oil products lift. Is that correct? 

Mr. Fow ter. For the first quarter of 1957, and I point out that is 
an estimated figure. 

Senator O’Manoney. Do you know whether or not that is satis- 
factory to the governments concerned ? 

Mr. Fowrrr. I do not know, Mr. Chairman, but I can say this, that 
we have had no reply one way or the other. There is no information 
one way or the other. These are the figures which were submitted 
by the OEEC people, and beyond that I would assume that they 
would refer to the OEEC main committee for questions or comments. 

Senator O’Manoney. When the OEEC submitted these figures to 
you, which show that for the first quarter of 1957, 87 percent of 
normal demand for motor gasoline has been found available, or is 
estimated to be available, 76 percent of the normal demand for dis- 
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tillates, and 79 percent of the normal demand for fuel oil, would you 
be of the opinion that, from what you heard over there, this is enough 
for Western Europe in these three categories ? 

Mr. Fowter. In my opinion, they would like to have 100 percent 
of their normal requirements for all 3 groups of products. 

Senator O’Manonery. What are they shooting at? What are they 
asking us to deliver? 

Mr. Fowrr. To deliver as much as we can to reach 100 percent. 

Senator O’Manoney. Then the goal of OEEC is 100 percent ? 

Mr. Fowter. I would say that it is; yes, sir. 

Senator O’Manonry. How much of this supply of products, motor 
gasoline, distillates, and fuel oil—because there is no mention of crude 
oil—how much of this is coming from the Western Hemisphere? 

Mr. Fowter. Of the distillates? 

Senator O’Manonry. Of this percentage that you said will be avail- 
able for the first quarter of 1957. This includes, as I understand your 
testimony, all that has been delivered to date and all that will be de- 
veloped through March ? 

Mr. Fowxer. Well, I can answer that in this way, Mr. Chairman, 
that at the present time, based on actual December and January ship- 
ments, the products from the United States gulf have averaged 235,000 
barrels a day. That would be products only and principally distil- 
lates and fuel oil. 

During the same period there have been 278,000 barrels a day of 
crude oil shipped from the United States gulf. That would find its 
way into refineries in these countries and be translated into finished 
products. 

At the same time, there have been 385,000 barrels a day of finished 
products originating in the Caribbean and going into the OEEC. 

Senator O’Mauoney. I did not get that last figure ? 

Mr. Fow.er. 385,000 barrels per day of finished products. And 
303,000 barrels a day of crude oil from the Caribbean 

Senator O’Manoney. Three hundred what? 

Mr. Fowier. Three thousand. 

Senator O’Manonry. Will you repeat the period to which you 
refer? 

Mr. Fowter. These were the average shipments per day during the 
month of December and January. 

Senator O’Manonry. Do they constitute your estimate for the re- 
maining 2 months of 

Mr. Fowter. I think it would be fair to say that we expect this same 
quantity to move during February and March. 

Senator O’Manonry. Would that be sufficient ? 

Mr. Fowxer. Sufficient to give these percentages which are shown, 
Mr. Chairman, but not full 100 percent coverage of normal require- 
ments in the OEEC countries. 

Senator O’Manoney. These percentages are not enough for the 
European countries. You tell us they would like to have 100 percent. 
What is the plan of our Government? How much do we want to 
deliver through MEEC, or what does MEEC recommend ? 

Mr. Fow.ier. The maximum amount possible to bring it up to 100 
percent. 

Senator O’Manoney. So your testimony—— 
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Mr. Fowter. Not necessarily from United States, but the objective 
is to get Europe 100 percent of its normal requirements by using all 
available sources of supply, bearing in mind the limitation that we 
have of tanker transportation. 

Senator O’Manoney. That would mean that our goal is to secure 
from the United States and from the Western Hemisphere outside of 
the United States, which of course would include Latin America, at 
least this amount and more until we get it up to 100 percent. Is that 


“ae 

r. Fowter. I think that is a fair statement; yes, sir. 

, aa O’Mauoney. Do you think that will be possible to be 
one 

Mr. Fow er. I doubt it. I do not think there are that many ad- 
ditional supplies available at seaboard and the Western Hemisphere. 

Senator O’Manonry, How about the importation of this Latin 
American oil into the United Sates instead of into Western Europe? 

Mr. Fowter. I think, Mr. Chairman, I would like to refer that 
question to Dr. Flemming. 

Senator O’Maunonery. Very well. Dr. Flemming is the expert on 
that subject. 

Mr. FLemminc. Do you want to take that now, Mr. Chairman? 

ee O’Manoney. Oh, yes, let us get it in the record right here, 
ease. 
r Off the record. 

(Discussion off the record.) 

Mr. Fiemmine. Mr. Chairman, you, of course, put your finger on 
a problem that a week ago I indicated was of concern to us. The rea- 
son, of course, we have been concerned about it is that we recognize 
that the run from Venezuela to Western Europe is shorter than the 
run from our gulf coast to Western Europe and that, therefore, an 
increase in movement from Venezuela to Western Europe and a de- 
crease in movements to the United States east coast would make more 
tanker space available. 

An increase in the volume of imports from Venezuela during this 
emergency period could also very well result in the development of 
patterns that would complicate the handling of the oil import prob- 
lem from a long-term point of view. And there, Mr. Chairman, I 
am referring to the problems that have been presented to the Office of 
Defense Mobilization under the provision of section 7 of the Trade 
Agreements Extension Act of 1955. 

As you undoubtedly have noted, the oil companies have responded to 
the leadership of the Department of the Interior and are in the 
process of reducing their refinery runs. I do not think anybody is 
in a position to estimate just what that is going to mean in terms of 
barrels per day, but there have been, as you know, a series of an- 
nouncements during the past week indicating that those steps are 
being taken. 

Senator O’Manonry. We are dealing now with an aspect of this 
problem in which the Government has positive legal power to act, 
namely, section 7 of the Trade Agreements Extension Act. Last 
evening, I think at the close of this session, I expressed some failure 
to understand why it was that the Office of Defense Mobilization, 
having conducted hearings on the importation of oil from Latin 
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America to America to determine what recommendation should be 
made to the President, to exercise the power contained in section 7, 
the decision was suspended at the precise moment when the Suez 
emergency occurred and the need for the redirection of this crude oil 
from Latin America to Western Europe took place. Can you ex- 
plain the reason why the power was not exercised ¢ 

Mr. Fiemmina. I would be very happy to, Mr. Chairman. May I 
just complete the statement I was making on the current Venezuelan 
situation ? 

In the light of the reductions that are taking place in refinery runs 
and the consequent reduction in the requirements of crude for United 
States refineries, I have requested the Secretary of the Interior to di- 
rect the Middle East Emergency Committee to present to him a plan 
for rerouting some of the Venezuelan oil to Western Europe that is 
now being shipped to the United States. 

The reason I have made that request, Mr. Chairman, is that, as you 
know, one of the reasons advanced for the increase in imports from 
Venezuela was that we had placed on the Middle East Emergency 
Committee the obligation of making sure that there was no reduction 
in the amount of crude available in this countr y. And the companies 
have stated that they needed to increase Venezuelan imports in order 
to replace some of the oil that was coming from the Middle East. 

As I indicated to you, I was not arriving at any conclusion on that 
at all. 

But we are now faced with a new factual situation since I was here 
before, namely, they have cut their refinery runs. Therefore, that 
means they have cut their requirements for crude as far as those re- 
fineries are concerned. And personally, I want to know why, under 
those circumstances, we cannot cut back the amount of crude com- 
ing from Venezuela and reroute it to Europe. 

So, I have requested the Secretary of the Interior to direct. the 
Middle East Emergency Committee to present to him a plan for such 
rerouting for the emergency period. 

Senator O’Manoney. With what companies did you pursue these 
discussions in the first place? 

Mr. Fiemmina. You are talking now about the reduction in the 
refinery runs? 

Senator O’Manoney. No; I am talking about the Venezuelan oil. 
I understood you to say just a moment ago that you had discussed 
this matter with some of the companies. 

Mr. Fiemmine. No, Mr. Chairman; I did not say that. I simply 
said that in response to the Government’s request, the refinery runs 
have been cut, thus reducing their requirements for crude, and so I 
have requested the Secretary of the Interior to direct the Middle 
East Emergency Committee to present to him for consideration a 
plan under which there would be a reduction in the crude coming 
from Venezuela to this country and a rerouting of that crude to 
western Europe. 

Senator O’Manonery. Let me state the question then in another way. 

Mr. Fiemmine. Yes. 

Senator O’Manoney. Do you know what companies were bringing 
in the South American crude and what companies you felt could 
transfer that crude to the European area where it was needed ? 
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Mr. Ftemmine. Mr. Chairman, I do not have that list of companies 
with me. I think you asked to have us supply that for the record, 
and I assume that we are working on the record to supply it for you. 
Possibly Mr. Kendall, or one of my colleagues, has it. If so, 1 will 
be glad to read it into the record right now. 

Senator O’Manoney. They are looking for it, I think. 

Mr. Fiemmine. Well then, while they are looking for that, let me 
turn to your other question, Mr. Chairman, which ‘Telates to "the re 
sponsibility of the Director of Defense Mobilization under section 7 
of the Trade Agreements Act. 

You are correct in your statement that the independent domestic 
producers filed a petition under section 7 asking me to make a finding 
that imports were coming in im such quantities as to threaten to 
impair the national secur nity, that being the langauge used by the 
Congress in passing that particular amendment. 

Senator O’Manonry. We have, therefore 

Dr. Fiemmine. Following the filing of 

Senator O’Manonry. Pardon me. 

Mr, Firmmrine. Following the filing of that petition, I conducted, 
or my counsel conducted in my behalf, a public hearing at. which 
testimony was presented by persons who agreed with the domestic 
producers and those who had opposite beliefs regarding that problem. 

All of the information that was presented was information based 
on the import situation prior to the closure of the Suez Canal. And, 
of course, in connection with the presentations, in connection with the 
evidence which was submitted to us at that time, a great deal of 
emphasis was placed on imports from the Middle East as well as on 
imports from Venezuela. 

It was clear to me as soon as the Suez Canal was closed and as 
soon as we were denied access to the Iraq pipeline, that the factual 
picture that had been presented at that hearing was completely out 
of date, of course, because the pattern of distribution had to change 

radically as the result of the closure of the Suez Canal and the denial 
of use of the Iraq pipeline. 

So you are correct in your statement that I announced that I was 
suspending action on that particular petition until such time as mat- 
ters had come back close enough to something approaching normal 
so that we could determine what the pattern was, and determine what 
kind of a finding should be made. 

Now, Mr. Chairman, I do not think that the Congress contemplated, 
and it certainly would not seem to me to constitute sound administra- 
tion or sound management, to make a finding under section 7 based 
on a purely temporary emergency situation. 

Senator O’Manonry. Was not the emergency, Dr. Flemming, the 
creation of a new demand in western Europe for crude oil which we 
were trying to supply, and supply as soon as possible? Why, then, 
would it not be in order to divert this oil—meeting it without suspen- 
sion of a decision? You needed this oil, and you ‘have undertaken to 
deliver some of it. 

What I am getting at is this, Dr. Flemming. 

Mr. Fieanne. Yes. 

Senator O’Manonry. This is the only element in which the Gov- 
ernment of the United States has any power to order action by the 
companies that belong to our MEEC, who are importing oil. There 
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is nothing else under the voluntary plan under which the Government 
can order any of the companies on that committee to do anything. 
What they do is voluntary, and voluntary alone. 

But here is one spot in which an order could be given. The need 
was there because otherwise there was no need for creating the new 
committee. But you did not exercise the power, you made no recom- 
mendation, you were waiting for something to happen by which 
western Europe, our allies, would get the oil from some place other 
than Latin America, it would seem. 

Mr. Fremmine. Mr. Chairman, I appreciate your statement and I 
appreciate the nature of your question, but I will say very frankly 
that I do not feel that section 7 of the Trade Agreements Act is an 
appropriate authority to use to deal with a temporary emergency 
situation of this kind. 

What section 7 was intended to do was to pe in the executive branch 
initially with the Director of the Office of Defense Mobilization the 
authority to size up an import situation, as far as the import of any 
commodity was concerned, and if he concluded that there was a trend 
which threatened to impair the national security; namely, to under- 
mine our own domestic mobilization base, then under the law he is 
to certify that to the President, and the President is to cause further 
inquiry to be made, and if the President concurs in the judgment of 
the Defense Mobilization, he then is given authority by Congress to 
take action that he deems necessary in order to correct the situation. 

We had in front of us, and I have been working on over a period 
of a year, a year and a half, what I regarded as a very serious situa- 
tion as far as our domestic mobilization base was in the field of 
petroleum. 

And as you know, we tried vigorously to get the companies volun- 
tarily to take steps which would remove that threat. We did not 
succeed as far as the companies as a whole were concerned. And so we 
did set this hearing and I announced in December, when I suspended 
the action, that if there had not been any intervening circumstances; 
namely, the closure of the canal and the elimination of the Iraq pipe- 
line, that I would have made such a certification to the President. 

But I do not think that is authority that the executive branch 
should use to deal with a purely temporary situation. 

Senator O’Manoney. Nobody knows yet how temporary it is. 

Mr. Fiemmine. I know, and that is something that none of us can 
make a definite estimate on. 

I announced at that time that the Office of Defense Mobilization, 
as soon as these new patterns of distribution became apparent, would 
resume its consideration of the case. 

Now, Mr. Chairman, I may be wrong on it, but my feeling was that - 
the proper time to resume a consideration of that case was the time 
when the canal was opened, at least when the canal was opened, and 
desirably when the pipeline was back in operation, so that we could 
then see whether our combined import picture, our import picture 
from the Middle East as well as our imports from Venezuela, was 
of such a nature as to threaten to impair the national security. 

Now I want to say just as vigorously as I can that when that pat- 
tern becomes available, if the import situation does not improve from 
what it was prior to the closure of Suez, I think this Government 
should take action because I think the imports were tending to impair, 
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threatening to impair, our national security because they were de- 
stroying the incentive for exploration and discovery—or at least they 
threatened to do that. And consequently I think it is sound policy 
for the Government to do everything it can to retain those incentives 
for exploration and discovery. 

But as I study the history of the act, the debate which took place 
in the Senate, I do not consider it to be a proper vehicle to deal with 
a spot emergency situation such as the one that confronts us at the 

resent time. And it is my hope that the Secretary of the Interior, 
A responding to the request I ties made, will get from the Middle 
East Emergency Committee a plan of action which will accomplish 
the fod result that both you and I are interested in having accom- 
lished. 
. So I am not arguing about the desirability of the end result, but 
I think this is a better method to follow. 

Senator O’Manoney. Dr. Flemming, do you see the picture that 
you present to me? Your testimony this morning was to the effect 
that you urged the waiver of the antitrust safeguards that were 
written into the plan of May 8, 1956, because it was an emergency. 

Mr. Fiemmine. That is right. 

Senator O’Manoney. And yet you now testify that you felt it was 
not necessary to issue an order to divert this oil from Venezuela 
because it was an emergency. The same emergency, the emergency 
of Europe’s need for oil, persuaded you to recommend the waiver of 
an antitrust provision of fo and at the same time persuaded you to 
abandon section 7 and its power to order that change. 

Mr. Fremmine. Mr. Chairman, when I proceeded under the pro- 
visions of the Defense Production Act, I proceeded under a section 
of the act that was put there by the Congress very deliberately to deal 
with just this kind of a situation. And in my judgment, I was fol- 
lowing the authority given to the executive branch and following the 
responsibility placed upon the President by the Congress. 

As far as section 7 is concerned, I am sure that there is nothing in 
the hearings and nothing in the legislative history which would indi- 
cate that anyone had in mind using section 7 for dealing with this 
kind of a spot emergency situation. And I say that it would be 
rendering a disservice to the objective that the Congress had in mind 
wnder section 7 of the Trade Agreements Act to stretch it and use 
it to deal with this kind of a situation, because it would discredit that 
kind of an operation and would mean that it would be very difficult 
to use it effectively in the future. 

But the section under which I proceeded is a section which very 
clearly states that we are to proceed under it in the event of an emer- 
gency situation. 

Senator O’Manonry. Nobody can misunderstand your position; 
your testimony is absolutely lucid. I wish all witnesses before the 
committee were as clear in their statement as you are. I cannot argue 
with you about whether you should have done this or done somethin 
else, because you are frankly acknowledging that in your opinion you 
were doing the proper thing. 

But now I ask you, since you have suggested to Secretary Seaton 
that he call upon the MEEC to present a new plan with respect to 
Venezuelan imports, do you know of any way that that plan can be 
enforced by the Government ? 

90507—57—pt. 1——37 








526 EMERGENCY OIL LIFT PROGRAM 


Mr. Fiemmine. Mr. Chairman, if they present such a plan in re- 
sponse to his request, they will be doing it, as you indicated, on a 
voluntary basis. I assume that if they present it on a voluntary basis, 
and if it is approved by the Government, that they will then proceed 
in accordance with that plan and the Government has the right, and 
will exercise the right, to audit their actions to determine whether or 
not they are proceeding in accordance with that plan. 

Senator O’Manoney. I call your attention to schedule 2 of the plan 


of action dated August 10, 1956, paragraph 3 of which reads as 
follows: 


The diversion to Western Europe and other affected areas of petroleum sup- 
plies moving and which would otherwise move from the Caribbean to the United 
States and Canada east coast to the extent that there may be available for sub- 
stitution therefor petroleum supplies from the United States gulf. 


Will you explain to the committee what you conceive to be the 
meaning of that? 

Mr. Fitemmina. Mr. Chairman, they just put a copy of schedule 2 
in front of me. What paragraph were you reading? 

Senator O’Manoney. No. 3. The measures that constitute the oe 
gram.that is covered by the schedule, namely, schedule 2—then there 
is No. 1, 2, and 3 is the one that I read. 

This, as you will see from reading it, was designed to permit direct 
shipments from the Caribbean to Europe. 

Why didn’t that work? 

Mr. Fiemmrine. Mr. Chairman, your question, as I understand _ it, 
is why didn’t this work; I mean, why weren’t we able to move supplies 
from the Caribbean to the—I mean, why weren’t we able to move 
supplies to Western Europe? 

Senator O’Manoney. Turn over the page and let’s look at another 
paragraph of this schedule 2: 


Each of the participants in the plan of action dated August 10, 1956 (as, 
amended December 3, 1956), will, in good faith, endeavor to take such actions 
pursuant to section 2 of the plan of action as are available to it toward carrying 
out this program subject to such limitations as may be imposed by such ‘cir- 
cumstances as lack of petroleum resources or facilities, governmental restric- 


tions or requirements, economic detriment, or other action taken under any 
schedule. 


It seems to me, may I say, that reading both of these two paragraphs, 
it is clear that you already have a voluntary agreement and you have 


the power. Yet you asked for a new plan. What will the new plan 
do that this plan, schedule 2, could not do? 


Mr. Fiemmine. Mr. Chairman, what I have asked the Secretary of: 
the Interior to get from the Middle East Emergency Committee is a 
specific plan for Sy ogee imports. from Venezuela to the United 


States in view of the reduced requirement and rerouting’ of the: 
amounts curtailed to Western Europe from Venezuela, that is, from 
Venezuela to Western Europe. Now as you know, we went over this a 
week ago, and I am sure you and I are in agreement on it, that one of: 
the reasons advanced, and I am not commenting on the validity of ity 
but one of the reasons advanced for the increase in imports from 
Venezuela has been that it was necessary to increase them in order to- 
replace Middle East crude that had been coming to the refineries. 
And they have alleged, and I appreciate that there is another side to. 
the argument, that they were not able to get it in the quality required’ 
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= the Gulf Coast, quality and quantities required from the Gulf 
oast. 

Now I am assuming, just at the moment I am saying, all right, let’s 
assume that that argument is sound. Now your requirements are down 
as far as the refineries are concerned because you have reduced your 
runs. Therefore, your crude requirements are down. 

That mean certainly that now you can reduce the amount of crude 
coming from Venezuela to the United States and send it, instead, to 
Western Europe. 

And I will be very glad to report to this committee when we vet 
a plan of action designed to do that. That is, as to whether they will 
give us such a plan of action and whether or not in my judgment it is 
a satisfactory plan of action. 

Senator O’Manoney. Is it an enforceable plan of action? How 
can it be under your voluntary plan ? 

Mr. Fiemming. I agree with you, Mr. Chairman. If they present 
such a plan, they will do it voluntarily, and if the Government ap- 
proves it, the Government will then audit their actions to determine 
that they are adhering to the plan. Because if they do not adhere to 
the plan which they submit to the Government they lose their anti- 
trust immunity. They cannot go off and do anything. 

They have been given antitrust immunity provided that they operate 
under the plan submitted to the Government and approved by the 
Government. : 

And I would say there is a sanction there that probably they will pay 
some attention to. 

Senator O’Manonry. That is the only sanction, isn’t it ? 

Mr. Fiemmine. Yes; but I think it is a pretty powerful one, Mr: 
Chairman. 

Senator O’Manonry. May I call your attention to Mr. Fowler’s 
testimony just a few minutes ago? He told us that the ‘statement 
which he furnished the Secretary and which the Secretary gave ‘to 
us for the first quarter of 1957 was based upon shipments made dur- 
ing December of 1956 and January 1987. 

Mr. Fiemme. Correct. 

Senator O’Manonry. Now of these shipments he said 385,000 bar- 
rels came in petroleum products from Latin America and ‘303,000 
barrels of crude oil. Do you expect the new plan which MEEC is'to 
bring in to carry on this basis? Is this enough, or will it have to be 
increased ? 

Mr. Fremminc. Mr. Chairman, my hope and expectation is that 
this plan will call for an increase in shipments, of both crude and 
products, I assume, from Venezuela to Western Europe over what was 
the case in the months of December and January, and a reduction in 
shipments to primarily our own east coast. 

enator O’Manonsry. Since the estimate for the first quarter indi- 
cates that Europe will be receiving 87 percent of the gasoline required, 
76 percent of the distillates required, 79 percent of the fuel oil required, 
do you expect the MEEC, in making its plan, to raise the percentages 
of shipment above these figures, not only with respect to these ‘pe- 
troleum products, but also with respect to crude oil ? 

Mr. Fremmine. Mr. Chairman, it is my understanding that the 
tanker capacity available is such as to make that possible if we obtain 
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additional supplies of either crude or products. And again, my hope 
and expectation is that they will increase their shipment of crude and 
products from Venezuela to Western Europe, which would have the ef- 
fect of increasing these peeetiaes assuming we do not get a decrease 
somewheres else along the line, 1 mean, in terms of movements around 
the Cape of Good Hope or something of that kind. But if everything 
else stays constant, and you can step up your shipments from Vene- 
zuela to Western Europe, these percentages would go up. 

ree O’Manonery. Do you think it is desirable that they should 
go up? 

Mr. Fitemmine. I certainly do, Mr. Chairman. It seems to me that 
we are in a position where we want to do everything that we can do 
to assist Western Europe in dealing with this problem and certainly— 
pardon me. 

Senator O’Manonry. Do you have reason to base that belief on 
information received from European governments ? 

Mr. Fixemmine. I do not, Mr. Chairman. I just simply assume 
that if we can step these pe up, that we will be making a 
contribution to the nee 1ening, for example, of the NATO organ- 
ization and to the strengthening of industrial production in the coun- 
tries of Western Europe. 

Senator O’Manoney. Which is very important, we all agree upon 
that. 

Mr. Fiemmine. That is right. 

Senator O’Manonery. Mr. Fowler’s testimony was that he supposed 
that the countries would want 100 percent. But there is no definite 
evidence here supported by any of the witnesses of the Government 
organization which participated in the creation and in the adminis- 
tration of the plan or any word received except through OEEC, and 
that is not very definite or 

Mr. Fnemmine. Any word as to what, Mr. Chairman ¢ 

Senator O’Manoney. As to what Western Europe needs. 

Mr. Fiemmine. Well, Mr. Chairman, I think Mr. Fowler has given 
us the best evidence that is available as to what he refers to here as 
the normal demand, and it seems to me that we can certainly assume 
that we would be strengthening their industrial economy, other aspects 
of their life, if we could do something that would get them up to 
normal demand. 

But I think we should go back to this, that this country has been 
very*frank with the countries of ‘Western Europe, with the OEEC 
countries from the beginning when we said, “Look, we cannot solve 
your problem all by ourselves; our best estimate is that with the con- 
tribution that. we can make, that you should get up to around 75 to 
80 percent. of your normal requirements.” 

Now if experience indicates to us that we can make contributions 
that will push them above 75 to 80 percent, I am sure everyone would 
regard that as good foreign policy and, naturally, we would want 
to do it, keeping in mind, Mr. Chairman, and I am sure you and the 
other members of the committee would agree with this, that we have 
insisted from the beginning that nothing must be done to jeopardize 
our own domestic supplies. 

Senator O’Manoney. Clearlv. 
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Mr. Fremmina. And that one we have tried to emphasize all the 
way along, and I think that is the principle to which we must con- 
tinue to adhere. 

Senator O’Manonry. That is why I have been endeavoring to find 
out what, if any, precise goal we in and on whose authority we 
have it. 

The only testimony, I say, which has been presented here are your 
expressions of hope, your faith and belief, and what we ought to do 
if we can, and Mr. Fowler’s testimony that, having just returned from 
Europe, he believes that OEEC, which is a Government organization 
served by civil service, would like 100 percent, but it is not a definite 
statement—unless you wish to make it so, Mr. Fowler. 

Mr. Fowrer. Well, Mr. Chairman 

Senator O’Manonry. We cannot determine the demand that is to 
be upon the United States unless we know the amount of the goal. 

Mr. Fowtrr. Well, I would say, Mr. Chairman, that every one of 
the 17 countries composing OEEC has expressed, through the dele- 
gates with whom I talked, that their meetings would have only one 
goal in mind, namely, to return as quickly as possible to a full supply 
of petroleum for all of their activities. 

Mr. Fiemmine. Mr. Chairman, may I state what I consider to be 
our goal in this? 

Senator O’Manoney. Yes. 

Mr. Fitemmrnc. I mean, because I think properly so—you empha- 
sized that point. 

I will state it this way: Our goal has been to make sure that our 
domestic supplies, I mean, whatever we needed in terms of our do- 
mestic economy, was available, and then to pool our transportation 
facilities in such a way as to move whatever we could over and above 
the needs of our domestic economy to Western Europe. 

Now we have had a definite policy goal here in mind, and as I indi- 
cated last week and again this week, the estimate was that if we 
kept available what was needed by our domestic economy and then 
pooled our transportation facilities, we should be able to move about 
500,000 barrels per day from the gulf coast to Western Europe. 

Now maybe as we get into this that estimate will prove to be a low 
estimate, but we are not going to push that figure up if it jeopardizes 
in any way, shape or manner our domestic supplies. 

That is our goal: Don’t jeopardize domestic supplies; pool your 
resources as far as transportation facilities are concerned; and get as 
much as those resources will make it possible for you to get to Western 
Europe. 

Senator O’Manonry. Have you, in your suggestion to Secretary 
Seaton to call on MEEKC for another plan, stated the goal to them, 
or suggested that Secretary Seaton state the goal? 

Mr. Fremmina. Mr. Chairman, as far as the first part of the goal, 
namely that we must not affect our domestic supplies, that goal has 
already been stated to him. It is in the plan of action. And all that 
we are asking for now is a specific program within this plan of action 
which will take the crude that is no longer needed because of the 
reduction of refinery runs, is no longer needed for Venezuela, because 
of the reduction of refinery runs, and move that crude into Western 
Europe. 
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Now what that will turn out to be in terms of barreles per day, we 
do not. know. We will have to see what they come up with and have 
to evaluate. 

Senator O’MAnonry. No suggestion in terms of barrels a day—— 

Mr. Fiemmine. Not at this point. 

Senator O’Manoney. Has been made as yet in your recommenda- 
tion ? 

Mr. Fremmine. That is right. Because, Mr. Chairman, we have 
not yet got an accurate estimate of what the reduction in requirements 
will be because of the reduction in refinery runs. That still has to be 
determined. 

Senator O’Manonry. Now, Mr. Fowler, I note that you have 
lumped under one heading all fuel oils. There are different grades 
of fuel oils, are there not ? 

Mr. Fowter.. Yes, sir, that is correct, Mr. Chairman. 

Senator O’Manoney. And industry needs some very heavy fuel 
oils, does it not? 

Mr. Fowter. This fuel oil grouping here is largely heavy fuel which 
is used for industry, bunkers for vessels, and the heavier type of fuel 
throughout. 

Senator O’Manonry. Is there any difference in demand and avail- 
bility of the different grades in fuel oil ? 

Mr. Fow er. I would not say that there is a sufficient difference to 
be of importance. 

Senator O’Manoney. In your conversations with OEEC and any 
others interested in this matter abroad, have you had any discussion 
about the diversion of Venezuelan oil ? 

Mr. Fowter. No, sir, I did not. 

Senator O’Manonry. OPEG furnished to OEEC its estimates of 
availability of oil from all sources, as I understand Mr. Moline’s 
testimony. 

Mr. Fowter. That is correct. 

Senator O’Manonery. And that includes the Western Hemisphere? 

Mr. Fowter. Yes, sir. 

Senator O’Manoney. Do you know whether OPEG has made any 
special estimate of the amount of fuel oil coming from South America 
and from the United States? 

Mr. Fowter. To Europe? 

Senator O’Manoney. Yes. 

Mr. Fowter. Yes. They have in their availability figures the 
amount of fuel that is coming from the Western Hemisphere to the 
OEEC countries. 

Senator O’Manoney. That is the whole. Do they break it down as 
between the United States and Venezuela ? 

Mr. Fowter. Yes, sir, I believe they do. 

Senator O’Manoney. Do you have those figures? 

Mr. Fowzzr. I do not have the breakdown with me, Mr. Chairman, 
but I will be happy to supply it to you. 

Senator O’Manonery. Now it is very important, I think, for all 
of us who are at all interested in this matter to realize, first, that 
according to the reports which we get, the greatest need in Western 
Europe is for the heavy fuel oil which is used for heavy industry. 
That is the sort of fuel oil that would be needed for the production 
of weapons for European armed forces, and that sort of thing. 
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Isn’t it a fact that this is where the greatest lack lies, in the heavy 
fuel oil? 

Mr. Fowter. The greatest lack for the first quarter, Mr. Chairman, 
is in the distillate fuels which are used for transport, for agriculture, 
and activities of that type. There is a difference of 3 percent. The 


‘distillate is lower, and the heavy fuel oil is 3 percent higher. 


Senator O’Manonry. I was trying to point out the difference be- 
tween the heavy fuel oil and the light fuel oil. 

Will you prepare some figures for us making that distinction? I 
donot want to spend the whole afternoon on this. 

Mr. Fowter. I do not know that I quite understand. 

Senator O’Manoney. Break down this fuel oil into the various 
categories of fuel oil. You have lumped together under the heading 
“Fuel oil” normal demand 12,852,000 metric tons. That is by far the 
largest demand of any of the three categories. Only 79 percent of 
that is available. 

Now if it be true, as we have been led to believe, that the greatest 
lag is in the heavy fuel, which is not set aside in this table, we may 
find that the percentage of the normal demand for heavy fuel is 
considerably less than 79 percent for the entire group of fuel oils. 

Do you see what I mean ? 

Mr. Fowter. I understand, Mr. Chairman, and I will be happy to 
supply those figures for the record. 

Senator O’Manoney. Yes. I do not expect you to do it offhand. 
You have a good mind and a lot of figures on the top of your mind, 
but I do not expect you to have the whole book there, sir. 

Senator Dirksen. Mr. Chairman, I have 1 or 2 questions. 

Senator O’Manoney. Of course. 

Senator Dirksen. Mr. Fowler, I think in the table that Mr. Brown, 
general counsel for the Independent Petroleum Association, submitted 
the other day, it showed that in Germany about 9 percent of their 
energy was derived from the petroleum. So that meant that there 
were other competitive fuels. Now I presume that meant coal in a 
large degree, because of the rural area, and there may be some other 
sources of energy. What is the general capacity to convert your other 
sources of energy over there, if they do not have distillates or fuel oil? 

Mr. Fowter. I would say, Mr. Senator, it is very limited, because 
in the postwar reconstruction of Europe’s industry great stress was 
placed upon using fuel oil as a petroleum as a means of energy. And 
where before the war you may have had many supplied with coal 
who converted to oil and who could therefore convert back, in the 
postwar period I do not believe that exists to that extent. 

Senator Dirksen. Now in the figures you have given us, does that 
include a reserve / 

Mr. Fow.ier. Normal demand, plus net availability. 

Senator Dirksen. In their normal demand, I suppose they put in a 
cushion for reserve ¢ 

Mr. Fowrrer. There is not a reserve as such. It would include a 
small amount to build stocks during seasons; in other words, during 
the summer season to build fuel stocks, and in the wintertime to build 
gasoline stocks. 

Senator Dirksen. What kind of reserve did they have when this 
pinch began? Just generally. 
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Mr. Fowxer. Not too much. Normally throughout Europe prior 
to Suez they would have about a 14-day supply of crude oil for their 
refineries. Their auto gasoline and aviation gasoline might be a 30- 
day supply, and I think overall, taking all products, you would prob- 
ably find somewhere in the order of 25 to 30 days’ supply. 

Senator Dirksen. Some Middle East oil is still coming around the 
Horn by tanker; isn’t it? 

Mr. Fow ter. Oh, yes, sir. 

Senator Dirksen. It gets to Europe? 

Mr. Fow er. Yes, sir. 

Senator Drrxsen. And that is included, of course, in the availabil- 
ity! 

Mr. Fow.er. That is correct. 

Senator Dirksen. Now what is the likelihood that for February 
and March the shipments may be larger than those shown thus far? 

Mr. Fowter. We, at the moment, do not anticipate any larger ship- 
ments unless additional supplies can be made available in the Western 
Hemisphere. 

Senator Dirksen. Suppose we have a sustained dock strike, how is 
that going to affect this picture ¢ 

Mr. Fow er. I do not think the dock strike would affect this pic- 
ture at all, Mr, Senator. 

Senator Dirxsen. Not at all? 

Mr. Fowtrr. No, sir. 

Senator Dirksen. Now one question to Mr. Flemming. 

I do not have in mind the language of section 7. I remember when 
we discussed that matter on the floor, and I think I could quite agree 
with your contention that that was directed entirely to a normal 
situation in order to determine how we would best protect our own 
industry and our own security. 

Let’s assume that you had made that determination on the basis of 
this emergency. What position would any aggrieved party be in to 
Gage 30 and ask for a new hearing just as soon as the emergency was 
over ? 

Mr. Fremmine. They would have a perfect right to do that, and 
you would have to go right back into the whole matter at that time. 

Senator Dirksen. Would you feel in all conscience that you would 
have to give them another hearing ? 

Mr. Ftemmina. Yes. 

Senator Dirksen. When the emergency was over? 

Mr. Fiemmine. No question about it. 

Senator Dmxsren. Then you would have to make a redetermination 
of this whole matter ? 

Mr. Fiemmrine. That is right. 

Senator Dirksen. So that if this situation does not last too long, 
then, I can go back to the point where you suspended action, and take 
up from there and carry out what you had expressed to the committee 
today. 

Mr. Ftemmine. That is correct, sir. 

Senator Dirksen. Thank you. 

Senator O’Manonry. Senator Carroll. 

Senator Carroizu. Mr. Fowler, following the line of questioning by 
Senator O’Mahoney, I wonder if you would add to your breakdown 
on the heavy fuel oil—you projected this, as I understand the estimate, 
as for the first quarter. 
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Mr. Fowuer. Yes. 

Senator Carrot. I would like to direct your attention to some 
testimony that has been offered to this committee, and I think you are 
now the director of the voluntary plan. 

Mr. Fow er. Yes, sir. 

Senator Carrott. Are you an employee of MEEC or Department 
of the Interior? 

Mr. Fowter. The Department of the Interior. 

Senator Carroti. Are you under the supervision of Mr. Stewart? 

Mr. Fowter. Yes, sir. 

Senator Carrotu. There was testimony offered this committee at the 
beginning of the hearings, on February 5 and 6, that there was a serious 
shortage of heavy fuel oils. Dr. Flemming can correct me if I am 
mistaken about this, but I think his testimony was to the same effect. 

A letter was issued by the Assistant Secretary of the Interior, Mr. 
Wormeer, and I quote: 


A reduction in supply of oil for power and heat, namely, distillates and fuel 
oil, threatens to have the most severe impact. 


And then he says this is true— 


from a barrel of crude oil Europe makes and uses only one-half as much gasoline 
as we do in the United States. 


In the next paragraph, he said: 


With oil in short supply, gasoline can be rationed in Europe with less harm 
than essential activities, 


In the third paragraph of that letter which is a public statement: 


Again there is reference to the shortage of distillate and fuel oils, directly 
and adversely affecting the vital health, industrial, and employment activities 
of Europe. 

Another section of the testimony given before this committee—and 
I think I will have Dr. Flemming correct me if I am mistaken about 
it—that he, Dr. Flemming, was disappointed, and Assistant Secretary 
Wormser was disappointed, about the shipment of crude oil under 
the voluntary plan. 

I assume that you are familiar with that testimony, are you? 

Mr. Fowter. I am not familiar with the testimony. I am familiar 
with the letter. 

Senator Carrott. Having that in mind, and when you were sent to 
Europe—I understand you were in Europe? 

Mr. Fowter. Yes. 

Senator Carrott. The import of your testimony is to give the 
impression that everything has been adjusted and all is well, except 
showing that about 20 percent is off. 

Mr. Fowter. No, sir; I wouldn’t say that all is well. I say it is an 
improvement over the estimates made on January 27. 

Senator Carrott. When did the improvement come ? 

Mr. Fowter. The improvement came basically from four sources, 
In the first place 

Senator Carrot. I say when did they come ? 

Mr. Fowtrr. When did they come? 

Senator Carroti. Yes; when did you notice the improvement? 

Mr. Fow ter. The first date of improvement was when we got 
figures in Paris on the 8th of February. 
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Senator Carrott. That was the day after the committee began to 
function. Do you relate that to the functioning of the committee? 

Mr: Fowter. No, sir. This was the OEEC Oil Committee meeting 
which had been scheduled for several weeks to be held on February 8. 

Senator Carrot. Did they cable that to you as director of this 
voluntary plan? 

Mr. Fowier. No, sir; we received a letter by mail some 10 days 
prior to that—prior to February 3, I should say. 

Senator Carroty. Was that called to the attention of the Secretary 
of the Interior ? 

Mr. Fowter. I am sure that the Secretary knew that such a meeting 
had been scheduled. There was a meeting of OPEG in London, and 
this meeting of the committee happened to be in Paris. 

Senator Carrot. But all of the information we have, Mr. Fowler, 
from the testimony, dating from the 5th of February, 6th and 7th, at 
these sessions, is that there is still a material shortage in crude oil. 

Mr. Fow ter. I think that is absolutely true, Mr. Chairman. I per- 
sonally do not consider 80-percent coverage of normal requirements 
in the heavy fuel and distillates as a satisfactory job. It seems to me 
that the more we can approach 100 percent the better job is being done 
by this Government and better rdationships being established with 
the OEEC countries. 

Senator Carroii. Do you feel it is a severe impact, as the Depart- 
ment of Interior indicated a few days ago? 

Mr. Fow ter. I think it is still a severe impact upon the economy of 
these particular countries in Europe. 

Senator Carroiy. Then the import of your statistics here is not to 
lessen the importance of this investigation, and to remedy the shortage 
of oil due to shifts in Europe. 

' Mr. Fowuer. I think that is a continuing obligation of the Depart- 
ment of Interior, to continue to improve the supply of petroleum. 

Senator Carrot. Is it serious or not? That is what I want to 
find out. 

Mr. Fow er. It is still serious. 

Senator Carro.t. It is still serious ? 

Mr. Fowter. I think so. 

Senator Carroti. We have additional testimony in the record that 
there is disappointment in the amount of crude oil being shipped under 
the voluntary plan—the use of tankage space for gasoline rather than 
crude oil. Did you get a report on that while you were in Europe? 

Mr. Fowtrr. I would not say a report, Senator. In discussing 
the details with some of the OKEC Committee members, Oil Com- 
mittee members, their general feeling was that, wherever possible, they 
could get along, they would prefer to have distillates, heavy fuel or 
crude, and that any available tonnage that could be used of those 
products should be used for those products. 

: Sepntor Carrot. They would rather have crude than refined gaso- 
ine 

Mr. Fowter. Yes, sir. 

Senator Carroty. We have had some testimony before this com- 
mittee that, in order to get crude shipments, there was a tie-in sales 
agreement with gasoline—did they complain about that ? 

Mr. Fowter. No; I would not say they complained. 
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Senator Carrotzt. Do you know that there is, and has been, such 
a tie-in agreement with the shipment of crude oil ? 

Mr. Fowier. To my own personal knowledge, I,do. not know—of 
my own personal knowledge. ' 

Senator Carroii. Of your own personal knowledge as Director of 
this plan, do you know that the charges have been made, openly and 
publicly ¢ 

Mr. Fowier. I know there has been a statement made publicly 
there have been tie-in sales between crude and gasoline as well as 
heavy fuel and gasoline, but I have no personal knowledge of any 
of those things. 

Senator Carrot, You know the manner in which these oils and 
crude oils are marketed, and gasoline, as I understand, and I think 
the record will indicate this and testimony coming from the Depart- 
ment of the Interior, that shipments of oil come into the east coast 
and then are placed in storage, and are purchased from that storage. 
In order to get crude oil, they have to buy gasoline along with it. 
Are you saying that you are not familiar with that? 

Mr. Fowter. I understand that has been done. I merely said that 
I have no personal knowledge of who was involved or what number 
of cargoes were involved. 

Senator Carroii. Was there any protest on the part of OEEC on 
that? 

Mr. Fowuer. None was given to me. 

Senator Carroti. Did you ask them about this? 

Mr. Fowter. Not specifically; no, sir. 

Senator Carroty. Mr. Chairman, if I may proceed, unless Senator 
Barrett wants to proceed at this point. 

Senator Barrerr. I have a couple of questions, but I am in no 
hurry. 

Senator Carrot. I want to talk a little bit about this. 

Senator Barrett. I want to ask Mr. Fowler a few questions. I 
don’t want him excused. 

Senator Carrotu. We have talked a lot about supply. I would like 
to go into the price a little bit, if I might. I understand from the 
testimony given by Mr. Wormser, and the statement appears in the 
record—you have my word for that—that it was obvious, when this 
voluntary plan was put into operation, that unquestionably because 
of the expansive nature of it there would be price increases. Did 
you know that there had been price increases, Mr. Secretary ¢ 

Secretary Seaton. Did I know that? No, sir. 

Senator Carroiy. Was it called to your attention? 

Secretary Seaton. No, sir. 

Senator Carrot. Do you believe, by the nature and the scope of 
this program, that there would be price increases to the domestic users 
of gasoline? 

Secretary Seaton. Senator, I don’t know that. No, sir; not to my 
knowledge and satisfaction. 

Senator Carroti. Has it been called to your attention that we have 
had people—private utilities in from Florida, from California, from 
all over this Nation—protesting about the increase in the price of 


fuel oils necessary to the conduct of their establishment? Has that 
been brought to your attention? 
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Secretary Szaton. Yes. That has been brought to my attention, 


both by way of newspaper reports and reports from people in the 
Department. 


nator Carrot. Mr. Chairman, I ask unanimous consent at this 
time to insert in the record a resolution coming from the city council 
of the city and county of Denver. I intend to ask some questions 
on this resolution at this time. 


Senator O’Manonery. The resolution may be admitted into the 
record. 


(The letter and resolution is as follows :) 


Hon. Jouw A. CARROLL, 
Senate Office Building, Washington, D. C. 


Dear SENATOR JOHN: Enclosed is a resolution adopted by the city council of 
the city and county of Denver memorializing Congress to investigate recent in- 
creases in the price of gasoline. 

Although Congress has already started its investigation of these gasoline 
price increases, the Denver city council felt that action on its part would lend 
added public support to the congressional investigation. 

There is a great deal of public feeling in the city of Denver with regard to 
gasoline prices, and we are hopeful that congressional action will bring some 
relief to the consumers. 

Sincerely yours, 
Grorcr A. CAVENDER, 
Councilman, District No. 2. 


By authority: 
RESOLUTION No. 2 


Introduced by entire council—series of 1957 


A RESOLUTION Memorializing the Congress of the United States to inquire into the rising 
price of gasoline and the profits of the oil industry 


Whereas 

(1) Gasoline prices in Denver have increased 2 cents in the last month to an 
all-time high ; 

(2) The profits of the oil industry have jumped from $1,400,000,000 in 1949 
for 35 top corporations to $2,780,000,000 in 1955. Net profits for 1955 were 20 
percent above the 1954 level and net profits for 1956 for the first 9 months were 
approximately 17 percent higher than the same period in 1955 ; 

(3) ‘These price increases have not resulted in increased profits for the bard- 
pressed local filling station operators and attendants; 

(4) The per-unit cost of refining gasoline per man-hour has actually decreased 
since 1949 in spite of wage increases to the employees; and 

(5) The oil companies continue to saturate the city of Denver with additional 
unnecessary service stations adding to the competitive burden already placed 
on existing service-station operators; and although there are numerous com- 
panies selling gasoline in Denver, no real competition exists pricewise, as all 
service stations follow the practice set by price leaders, and the consumers in 
Denver are then caught by what amounts to monopolistic practices as far as 
the price of gasoline is concerned ; Now, therefore, be it 

Resolwed by the Council of the City and County of Denver, That the council 
of the city and county of Denver requests the Congress of the United States, 
through appropriate investigative committees, to inquire into the rising price of 
gasoline and the profits of the oil industry: Be it further 

Resolved, That copies of this resolution be duly transmitted to the Secretary 
of the Senate of the United States, the Clerk of the House of Representatives 
of the United States, and te each Member of Congress from the State of Colorado: 
Be it further 
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Resolved, That the clerk of the city and county of Denver shall attest and 
affix the seal of the city and county of Denver to this resolution. 
Passed by the council February 4, 1957. 


Ervin R. CALDWELL, President. 
Approved February 5, 1957: 


W. F. Nicnotson, Mayor. 
Attest: 


Rosert EB. Les, 
Clerk and Recorder, Ew Officio Clerk of the City and County of Denver. 
[SEAL] By GEORGE MANERBINO, Deputy City Clerk. 


Published in the Daily Journal February 2, 1957, and February 9, 1957. 

Approved : 

JOHN C. Banks, City Attorney. 

Senator Carroiu. I have in my hand a resolution, No. 2, coming 
from the city council of the city and county of Denver. 

It says that the— 
gasoline prices in Denver have increased 2 cents in the last month to an all-time 
high. 

The second paragraph deals with the profits of the oil industry. No 
point in going into that at this time. 

But the third paragraph says: 

These price increases have not resulted in increased profits for hard-pressed 
local filling station operators and attendants. 

The next paragraph I ask you to pay attention to: 

The per unit cost of refining gasoline per man-hour has actually decreased 
since 1949 in spite of wage increases to the employees. 

That is a mouthful in that one paragraph. 

I want to ask you as Secretary of the Interior and I know you have 
only been there a short time—I want to know if it comes within your 
knowledge whether or not through any agency in your Department 
there has ever been a study conducted of the cost of refining gasoline 
as compared to the cost of crude oil, in the barrel. 

Secretary Szaton. First, I frankly tell you that I don’t know. But 
I will also add this, that so far as I know we have no information 
available to us and no way to get information from the refineries or 
the producers of gasoline as to their cost of operation and the profits 
which they may or may not make. 

Senator CarroLi, You say you have no way of getting it? 

Secretary SraTron. None of which I am aware of. 

Senator Carrotn. That is something for you to think about then. 

Secretary Seaton. That may be so. 

Senator Carrouy. I understand, unless Dr. Flemming may have in- 
formation on that—do you know, Doctor, where we could get such 
a comparative study ¢ 

Mr. Ftemmine. I do not. 

Senator Carroiu. In calling this resolution to your attention, Mr. 
Secretary, this is what we find, that before January 3, before the 
Humble Oil Co. increased the price of oil, we find that in Florida, in 
California, from the month of November there was a steady creeping 
up of the price of bunker “C” oil. 

The impact upon the consumer and utilities in Florida ran into 
many millions of dollars just in Florida alone. 

And in California, according to testimony the other day, 900,000 
consumers were affected by the increase in the price of oil. 
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Couple that with the millions, yes, hundreds of millions of dollars 
at this point as the result of the increase in the price of oil taken out 
of the pockets of the American consumers, It has been estimated in 
testimony it runs almost as high as a billion dollars. 

Tt. would seem to me at the same time in negotiating voluntary agree- 
ments—and I understand the law, because I asked Dr. Flemming this 
question, what were the sanctions that could be imposed under the 
Defense Act of 1955? 

Dr. Flemming informs me they had no right of price control. I 
think that is right. I think there was the power, however, of alloca- 
tion. I donot know how it would have affected price control. 

But at any time in the record, has any responsible official of the 
executive branch of Government issued an appeal to the major oil 
companies in view of this emergency to hold down prices? Since the 
testimony began before this committee, has any responsible official in 
the executive branch of the Government, by appeal, asked the major oil 
companies to roll back the price? 

Secretary Seaton. Speaking of that, Senator Carroll, of course, | 
would think that any responsible official of the executive branch, as 
you put it, would certainly want and need to have in his possession 
accurate information on which to base any assumption that a certain 
price was too high or all right or too low. 

So far as I know, as Secretary of the Interior, I have absolutely no 
authority to look into the books of the oil companies or the retailers 
of petroleum products or anybody else connected with the industry or 
any other industry, for that matter. So I have no such accurate in- 
formation. I have no way to get it. 

Now, as to the broad general question, at the time I addressed the 
National Petroleum Council—and I read those remarks into the record 
this morning—lI pointed out then in essence that the industry would 
have to hold itself responsible for any price variations that might 
occur. 

I remember, too, that the President of the United States in a press 
conference the other day talked of the broad general subject. 

But I repeat, sir, that while I certainly as an individual and as 
Secretary of the Interior have a concern about increased prices of 
anything, that I have absolutely no authority in that field to the best 
of my knowledge. 

Senator Carro.u. I agree with you that you have no right to control 
prices. There is no legal authorization for you to control prices. 

Secretary Szaron. I haven’t even any right to look into them. 

Senator Carroiu. But it seems to me that when this voluntary plan 
was put into operation, as I understand as far back as August 10, 
formulated on the 7th and completed on the 10th, and I think finally 
activated sometime in November, if my memory serves me, in that 
period of time, in view of the testimony of Secretary Wormser, you 
should have known what situation would have developed and in fact 
hasdeveloped. Itisuponus. Weare no longer now confronted with 
a theory but with a condition. It seems to me as we entered into these 
voluntary agreements, in order to make them effective, the companies 
had to get an exemption from the antitrust laws. 

How then could the antitrust law function with reference to supply ? 
Notatall. It could only function with reference to prices. 
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And I think you have stated here, stated fairly enough, that if there 
has been a violation of those laws, they will be prosecuted. 

Secretary Sraron. I would certainly think so. 

Senator Carrot. But the purpose of the agreement was to exempt 
them, if I understand. 

Secretary Seaton. I am not aware of any exemption involved in 
that agreement from price—giving them any permission to violate 
antitrust laws and set prices. 

Senator Carro.u. It was my understanding 

Secretary Seaton. That was the very point of my statement this 
morning, as I understand it, that the Department of Justice has con- 
vened a grand jury to inquire into that and perhaps other matters. 

I certainly would assume that the Department of Justice would take 
very stern action if there was any collusion or conspiracy there among 
those companies or any other companies to increase prices. And I 
would further assume—in fact, I am sure I could almost say I know, 
that this committee of the Congress and other committees take a very 
dim view of any such behavior as that. 

Senator Carro.u. It is my understanding, under the base agreement 
of May 6, 1956, the antitrust provisions had to be modified to fit the 
plans of the voluntary agreement. 

Secretary Seaton. I repeat if any modification exempted them from 
antitrust action in the setting of prices and collusion, I am certainly 
not aware of it. It comes as news to me. 

Senator Carrouu. As I say, I understand you are relatively new in 
this position and I put the question not for the purpose of fixing 
responsibility upon you but as a Cabinet officer, and one who is think- 
ing in terms of the public interest as I am sure you are, that the prob- 
lem is upon us. The Federal Trade Commission, it seems to me, while 
an arm of the Congress—the officers are appointed by the President— 
might conduct some investigation because these reports are rolling in 
upon the Congress. 

I understand it is one of the functions of this committee to try to find 
out what the facts are. Perhaps my questions are a little premature 
to you. 


When we get the facts we will pass them on to you and see what you 
can do. 

Secretary Seaton. May I say this first: If it was pointed cut to 
me that there was anything involved in that plan of action which had 
had the effect of giving the companies immunity from antitrust prose- 
cution for conspiracy to set prices, I most certainly would immediately 
go to Dr. Flemming and strongly recommend an urgent amendment 
or correction. 

Senator Carrotu. I understand, Mr. Secretary, that this all was done 
very hurriedly. The record shows, and I think I am right on this, that 
Dr. Flemming wrote his letter July 31. The trip was made into New 
York on August 7 where they conferred with the officials of the major 
oil companies. Then back into Washington the 8th. 

The letter was written to the Attorney General and to the Federal 
Trade Commission. And asI say, the plan was formalized on the 10th. 

It was my impression that they had to remove some of the teeth 


from the antitrust provisions because they could not function like they 
did under the basic agreement. 
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ceent Seaton. That did not go to a point of price, as I under- 
stand it. 

Mr. Fitemmine. May I underline that particular point ? 

This voluntary agreement deals with supply and requirements and 
does not authorize any sort of voluntary joint action on prices. 

In fact, it is your judgment, the judgment of my counsel, that a 
voluntary agreement on oil price generally could not now be entered 
into by reason of the 1955 amendments to the Defense Production Act, 
which forbid new agreements except among defense contractors with 
respect to their military production. 

In other words, this agreement, as you know, was in existence prior 
to those 1955 amendments. That had nothing in it on price. 

And under the amendment which permitted this agreement to 
remain in effect if the Attorney General approved it, it would not be 
possible if we wanted to, to add anything on price at all. That is just 
ruled out under the law. 

So that, certainly, I agree completely with Secretary Seaton that 
this does not give anyone any immunity against collusion as far as 
prices are concerned. 

I am sure that if the Attorney General felt that it did or had, it 
would be reflected in his report to the Congress on this. 

Senator Carroti. We are not talking about collusion on prices. 

Mr. Fitemmine. I know. 

Senator CarroLL. We are talking about the net effect. 

Mr. Firemmine. I know. 

Senator Carrot... The fact is that the price did go up. The fact 
is that it has had a chain reaction through the whole economy. 

Senator O’Manoney. Would you permit me to interrupt there? 

Senator Carrot. Yes. 

Senator O’Manonry. I would like to point this out to Dr. Flemming 
and you, Secretary Seaton, that Dr. Flemming: has clearly testified 
throughout this examination today and on his previous appearance 
here, that he wants to protect defense production in the United States. 

It is planned not to interfere with the economic health of the 
United States. Am I right? 

Mr. Fiemmine. I want to make sure that it does not interfere with 
the availability of supply to the domestic economy. 

Senator O’Manoney. That is right. 


PRICE CONTROLS 


Now, Mr. Secretary, before you returned from Boston, Admiral 
Lattu, of the Navy, the head of the Oil Purchasing Bureau for the 
3 armed services, testified to this committee that the increase in 
price of all of these grades of oil and oil products has been so great 
that if it continues throughout the next 12 months, it will mean an 
additional cost to the armed services of the United States of 
$84,700,000. 

I asked the admiral when he presented that testimony if he was 
aware of that increase in the expenditures of the Government of the 
United States, at the time the request was made to the Bureau of the 
Budget for the appropriations to be made to the Defense Depart- 


ment for the next succeeding fiscal year. And, of course, he said he 
did not. 


—————————— 
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Then in answer to my inquiry as to how the Defense Department 
would have to handle it, his testimony was that it would have to 
absorb this increased price of oil, by foregoing other expenditures 
that had already been approved by the Bureau of the Budget as 
sent to Congress. 

His testimony went further than that. He said that he thought, 
if 1 remember correctly, that the increase would mean a general in- 
crease in the 12 months of between $600 million and $700 million to 
the people and the businesses of the United States. 

The question that is in my mind, granting that at the time this plan 
was formed, the price and wage control provision of the Defense Pro- 
duction Act had automatically lapsed because under the old law it 
was to be terminated as of April 30, 1953, so when 1953 came the 
powers of Government to regulate prices had lapsed. 

The Defense. Production Act came into the Senate from the Bank- 
ing and Currency Committee, in 1953; Senator Capehart, of Indiana, 
when chairman of that committee, introduced a measure designed to 
give the Government standby price controls. The Congress did not 
accept his suggestion. And so the authority of the Government to 
control prices had lapsed. 

But now we are in another session of Congress and the Government 
can make recommendations with respect ‘to price. The executive 
branch can make recommendations. 

So the question that is put up to you now, gentlemen, is in the face 
of acknowledged price increases with which - you had nothing to do 
before Congress was in session, no power to act, but in the face of these 
increases which obviously puts the budget out of balance, even the 
budget that was submitted by the President and criticized by the 
Secretar y of the Treasury, do you have or do you think there will be 
any possibility of your making any recommendations of a change of 
law in this respect so that the people of the United States and the busi- 
nesses of the United States and the Defense Department of the United 
States will not be obliged to pay in increased prices the cost of the oil 
lift plan? 

Secretary Seaton. Well, Senator O’Mahoney, I would like to repeat 
that personally and professionally, of course, I am concerned about 
the advanced price of any commodity. 

As one committee of this Congress investigating the incre: ised prices 
again of newsprint, I have a per rsonal and professional interest in that, 
too, as T am sure you know. 

Whether recommendations would come from the executive branch 
to the Congress for the imposition of some sort of price and wage 
controls is, of course, up to the President. I can’t speak for him. 

I would like to volunteer a personal opinion, if I may. That. is, 
that if he asks me my opinion I would be strongly opposed to the im- 
am of price and wage controls in peacetime. 

I do not understand how you could have price controls without 
having wage controls, Senator O’Mahoney. 

Senator O’Manoney. These are not times of peace. 

Secretary Seaton. I remember the difficulty we had to make price 
and wage controls to work. I am not arguing that point. 

Senator Dirksen. If my distinguished chairman would yield, I 
sometimes think of that line—it must be in the Mikado or the Pirates 
of Penzance, “an admiral’s life is not a happy one.” 
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Certainly, a Cabinet member’s life is not a happy one, for while 
you are getting some suggestions here about doing something about 
the price, we had a very interesting witness yesterday, William N. 
Curry. Oddly enough, and maybe it is not oddly enough, he is the 
president of the Rocky Mountain Oil & Gas Association. That would 
include the States of my distinguished friend to my left, and my 
distinguished chairman to my right. 

And just in case, Mr. Secretary, you missed this, I think I ought 
to read from Mr. Curry’s statement, page 8. 

Senator O’Manonery. Please do. I didn’t mention it. 

Senator Dirksen. Page 8, at lease one paragraph. He says—and 
he is a very distinguished geologist and petroleum operator in his 
own right—he says: 

In conclusion, may I say that we in the Rocky Mountain region believe that 
natural causes bave been accumulating over the past years for the reasons of 
increasing costs and decreasing results which were trending toward a justified 


price increase long before the Suez crisis and entirely independent of any falling 
market conditions. 


In fact, as crude oil producers, we believe the price increase was long overdue, 
and inadequate as it now is, a general increase of 75 cents per barrel would 
have been necessary to approximate the percentage increase in drilling costs 


since 1947. 

So you see the unhappy fix that you are in, Mr. Secretary. 

Secretary Sraron. That helps explain it. 

Senator Dirksen. Here is a very substantial segment that wants 
an increase in the price of oil. Testimony to that effect was given by 
Mr. Vaughey, chairman of the executive committee of the Inde- 
pendent Petroleum Association, with a membership of some 7,500. 

So I can readily see the difficulty. Consumers in Denver want 
lower prices, but the oil producers out in Colorado would like to have 
a little increase. 

So just where do you draw the line? 

Senator Barrerr. Will you yield to me? I think that it is only 
fair to tell the Secretary, too, that my colleague, the chairman of this 
committee and I joined in congratulating Mr. Curry on his very 
splendid statement and indicating to him that we thought that the 
rise in the price of crue oil was completely justified as the result of 
the testimony that he made, particularly to the small operators. And 
I think that the Senator from Colorado joined in that commendation, 
also. 

So they are having a little difficulty getting you to commit your- 
self. We didn’t have any difficulty in committing ourselves when 
Mr. Curry was on the stand yesterday or the day before, whenever 
it was. 

Senator Carroti. May I resume my questioning ? 

Senator Barrerr. Mr. Chairman 

Senator Carrotu. I yielded to Senator Dirksen and to the chair- 
man. 

Senator Barrerr. I have to leave at 4 o’clock. I have two ques- 
tions that I have been waiting patiently to ask. 

Senator Carroiu. I will yield to the Senator. 

Senator Barrerr. Thank you very much. I want to direct these 
questions to Mr. Fowler. 

As I understand your testimony, Mr. Fowler, you are indicating 
here that you think tliat this country should do everything it possibly 
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can to increase the shipments so that Europe’s needs will be met 
100 percent. 

As I understand the situation, the testimony this morning, it was 
to the effect that the OEEC people over there had said that they 
didn’t have any hopes of getting imports that would bring it up to 
100, percent, but they thought that because of the lack of transporta- 
tion and so on, that if they could get something around 80 percent 
that they would feel like they have been reasonably taken care of. 

I appreciate that certainly they need more than 80 percent. Cer- 
tainly we ought to do everything we can to help them attain that 
goal, 

But I am rather curious to know whether or not the complaints 
with reference to compliance with their requests are coming more from 
this country than from the people over in OEEC? 

Mr. Fowxer. Senator, my previous statement was based on infor- 
mation given to me by the OEEC members themselves, and I would 
S: ny very ; definitely that it comes from the European side and not from 

the United States. 

Senator Barrerr. That brings me to my second question. And I 
think you indicated to Senator Carroll a moment ago that they pre- 
ferred crude rather than fuel or distillates or certainly i in preference 
to motor gasoline. 

Mr. Fow er. I think, Senator, what I said, or certainly what I in- 
tended to say was that they preferred above all crude oil. And if 
they could not get the crude oil, then they would prefer the residual 
or heavy fuel oils and the distillates. 

Senator Barrerr. Is the reason for that mainly because of the fact 
that they want to run that through their refineries over there? 

Mr. Fowter. Vd like to answer that in this way: The European re- 
fineries are geared, constructed and operated to produce a very heavy 
yield of residual and distillates. Fifty-eight percent, approximately, 
out of every barrel of crude oil is turned into Cote fuels and the dis- 
i tee ates. It is more economical to use tanker transportation and bring 

he barrel of crude over and get 58 percent of the fuel oils and dis- 
ti llates than it is to bring the distillates separately or the residual 
fuels separately. 

Senator Barrerr. As I understand their method of refining over 
there, the distillates that would be available in this country would not 
be satisfactory to them as the distillates that they could produce in 
their own refineries. 

Mr. Fowtrer. Qualitywise, I imagine there would be no problem. 

But from a volume basis they can get more for a single transport of 
crude oil than they can get from several transports of finished prod- 
ucts made in this country. 

Senator Barrerr. Let me ask you this question then: Do I under- 
stand in the months of December and January that about 235,000 or 
245,000 barrels of crude were going over there ? 

Mr. Fowier. From our gulf coast during December and January 
¢ rude oil shipments av eraged 278,000 bar rels per day. 

Senator Barretr. Since the industry has agreed to reduce the im- 
ports from Venezuela, do you anticipate that these shipments of crude 
from Venezuela, which as I understand it are running around 300 
barrels a day—will they be increased accordingly to Europe? 
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Mr. Fowter. So far as I know, Senator, there is no agreement to 
reduce those imports into the U nited States from Venezuela. So I am 
afraid I cannot answer the question, until that agreement has been 
reached. 

Senator Barrerr. Perhaps Dr. Flemming can answer it then. 

Mr. Fiemmrne. I did not mean to imply that we had an agreement 
already. We are going to try to get such an agreement which will pro- 
duce that kind of a result. 

Senator Barrerr. I understand there is no agreement. There is 
no agreement anywhere so far as any of these arrangements are con- 
cerned. 

But I will put it this way: Assuming that the oil companies in- 
terested will voluntarily reduce their imports from Venezuela to this 
country, can we expect that the crude shipinents from Venezuela to 
Western Europe will be increased correspondingly ? 

Mr. Fow.er. I know of no reason why that cannot be done. 

Senator Barrerr. If that were done, would that be in addition to the 
278,000 barrels of crude that is going from the gulf coast to Europe 
now ? 

Mr. Fowtrr. Yes, sir. 

Senator Barrerr. If that were done, what would be the net. effect 
on the net availability for Western Europe? 

Mr. Fowxer. It would increase it to the extent that the additional 
quantities of crude—— 

Senator Barrerr. I understand that. I say, what percentage, about 
what percentage ? 

Mr. Fowter. I don’t know. I would have to know first the amount 
that is going to be shipped, before I could even make a calculation. 

Senator Barrert. You k know about the amount that is coming into 
this country, don’t you? 

Mr. Fremine. It seems to me the difficulty there in making an 
estimate, or a prediction at this time, is that we do not know as of the 
present moment what the reduction in the refinery runs has been in 
terms of barrels per day. 

When we can get that figure then we have a basis for determining 
how much we might be able to divert to Western Eur ope that is not 
now going to Western Europe. 

So it will take us a little w hile to get that figure. 

Senator Barrerr. As I understand, I am not very good at any of 
these figures, I am asking these questions to get a little better in- 
formed, but as I see these reports that Mr. Fowler brought back from 
Europe, we are well over 80 percent in meeting the normal require- 
ments over there. 

So it seems to me, Dr. Flemming, that if these imports from Vene- 
zuela are drastically reduced, there ought to be very little difficulty in 
meeting the complete and full needs of Western Europe by increasing 
shipments from Venezuela. 

Do you anticipate that is within the realm of possibility ? 

Mr. Ftemmine. That would be more optimistic than I would be 
willing to be on it because, first of all, the estimate is on an overall 
basis that we are meeting 80 percent. Just 80 percent now of the 
normal demands. 

I do not think that the amount that has been coming, or the amount 
that has been coming to our country from Venezuela, that is to be 
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diverted as the result of the reduction in refinery runs, would be suffi- 
cient by any means to move that from 80 anywhere close to 100. 

It would improve it but I don’t think it would move it up that 
sharply. 

Senator Barrerr. Let me ask you this question, Dr. Flemming: May- 
be I have misunderstood some of the testimony but I didn’t rec- 
ollect that the OEEC had requested 100 percent of the net availability 
over there. 

I thought they were going to be satisfied if they got somewhat less 
than that. 

Mr. Fiemmine. I think that comes down to this: I think Mr. Fowler, 
in responses to earlier questions was just indicating human nature, if 
they got these requirements, sure they would like to have something 
worked out that would make it possible for them to get their total 
requirements. 

But the thing that I have tried to point out from time to time is 
that at no time has this Government held out any hope of our being 
able to do anything that. would carry them much beyond 80 percent. 

It does look 75 to 80 percent. It does look, though, maybe by doing 
certain things we could improve that situation. I am sure the Eu- 
ropean countries would like to get 100 percent but I am sure that 
realistically they know as long as the canal is closed and as long as 
we cannot utilize the Iraq pipeline that there probably is not a good 
chance of their getting 100 percent. 

But the only way they can get back to that is for us to solve some 
of the problems connected with the canal and also the Iraq pipeline. 

Senator Barrerr. I understand that situation exactly. 

It seems to me that a good deal of their difficulties over there are 
occasioned by reason of the fact that they want to make their own 
gasoline, let. us say, and fuel oil and distillates, perhaps for the 
reason Mr. Fowler indicated as far as fuel oil is concerned, but that 
certainly would not apply so far as gasoline is concerned. 

So it seems to me that some of their troubles at the present time 
are occasioned by reason of the fact that they want to keep their 
refineries going full blast which is a laudable ambition and they do 
not want us to refine these products over here in this country. Am 
I right about that or not? 

Mr. Ftemmine. Well, Senator, I think undoubtedly there may be 
some of that that enters into their reasoning. 

I think we can also understand, however, why they would prefer 
not to use dollars and transportation space for gasoline but would 
prefer to use the dollars and the available transportation space for 
crude preferably and then the residual and distillates next. 

Senator Barrert. I can understand that very well. 

There is one other question and then I will be through. 

When you were over there, Mr. Fowler, was there any discussion 
about the availability of crude from the recent discoveries in Africa? 

Mr. Fowter. Recent discoveries where? 

Senator Barrett. In Africa. 

Mr. Fowter. No. I think one of the principal problems of the 
recent discoveries was the question of getting it down some place to 
seaboard where it could be moved by vessels and that the time ele- 
ment would be probably too long to help out in the immediate 
present. 
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Senator Barrett. The Suez Canal will be opened and the pipelines 
will be running before then ? 

Mr. Fowter. Probably before any substantial benefit can be ob- 
tained from those discoveries. 

Senator Barrerr. Thank you very much. I am through. 

Senator Carrotu. If I may proceed now. I want to help the Sec- 
retary, if I may, as to the reference by the distinguished Senator 
from Illinois, Senator Dirksen, about the plight in which you find 
yourself. 

I assure you it is a difficult question. Mr. Curry, who testified 
here yesterday, is a geologist from the Rocky Mountain Gas & Oil 
Association, which involves the State of Colorado. 

I asked him how many members he had. He said 475. 

Then he also testified that of these 475 which shows how difficult 
your problem is, 24 majors—these are all integrated companies—thiat 
operate in Colorado—they have subsidiaries functioning there, Texas, 
Phillips, Continental, and so forth, and of the membership which he 
represents I asked the question, “What is the production capacity 
of this group?” 

“Well,” he said, “about 50 percent.” 

And I said, “Would you say it isn’t nearer 75 percent?” 

Well, he didn’t deny that. 

So we will accept it on its face. 

This is why I pointed out in the resolution coming from the city 
and county of Denver, specifically directing your attention to the 
per-unit cost of refining gasoline per man-hour has actually de- 
creased—that is their statement and not mine—in spite of wage 
increases to its employees. 

Then in the preceding paragraph, the City Council of Denver, in 
this resolution signed by the mayor of Denver, representing 450,000 
people— 
the profits of the oil industry have jumped— 
and I am reading now from the resolution No. 2— 


from $1,400 million in 1949 for 35 top corporations, to $2,780 million in 1955. 
Net profits for 1955 were 20 percent above 1954 level. And net profits for 1956 
for the first. 9 months were approximately 17 percent higher than the same 
period in 1955. 

We have also a document here, this is the final report of the Select 
Committee on Small Business of the House of Representatives, House 
Resolution 114, and I am quoting from page 24. 

It shows that 6 top oil companies had a percent increase of 37 per- 
cent. This is in the years 1952 to 1955. 

We come back to the point. Of course, we want the independent 
oil companies to be able to function in the market that to them seems 
to be very restrictive. Of course, they want an increase. 

But the question is, Could they have produced the oil and shipped 
the oil without increasing the price? 

The evidence is clear as given by Mr. Curry that after the increase on 
January 3 by the Humble Oil Co. that it spread into Colorado, into 
the West and eventually spread all over the country as our evidence 
indicates. 

That is the reason I directed your attention specifically, not that the 
independent should not have some price increase but whether or. not 
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they have to increase the price of gasoline because the refining costs 
according to this have actually decreased since 1945. 

And that is why I think it is high time for the Oil and Gas Divi- 
sion of the Department of the Interior, the Federal Trade Commis- 
sion, for somebody somewhere in the Government to make a cost esti- 
mate, because as the Denver City Council indicates, this has been wide- 
spread—for example, an increase of 2 cents to the consumers of Den- 
ver. So I wanted to clear up that one point. 

Secretary Sraton. May I comment just a moment? 

Senator Carropy. Yes. sir. 

Secretary Seaton. I won’t quarrel with your overall statement. 
Someone should look into it. You certainly have your right to that 
opinion. 

I would like to make it clear again that the Department of the 
Interior has absolutely no authority to do the thing you are asking it. 

Senator Carroiu. I think if you have an Oil and Gas Division, you 
have certain authority that comes to you by virtue of your participa- 
tion in the voluntary plan, and it would seem to me that your authority 
if it is not expressed, it can be implied. That is just a thought. 

Senator O’Manonry. May I intervene for just a moment ? 

Senator Carrot. I yield. 

Senator O’Manoney. I suggest to you, Mr. Secretary, that if you 
have not yet carried out the recommendation made to you by Dr. 
Flemming to call upon the MEEC to make a new plan for the trans- 
portation and delivery of this oil to Europe, you amend that letter 
of inquiry to them to include a request for them to suggest ways and 
means by which they can absorb the increased cost of tanker transpor- 
tation upon their own tankers which éarry the oil from Venezuela to 
New York and which will carry the oil from Venezuela to Western 
Europe. 

If this is a voluntary agreement, it can be a voluntary agreement, 
at least, to reduce the price to the Government of the United States in 
the purchase of pertoleum products, for the Navy, the Air Force, and 
for the Army. 

They could voluntarily agree to do this because these huge inte- 
ee businesses which are not confronted with an unbalanced 

udget, as the Government of the United States is, might find it 
possible without any loss, that is, any real loss, without any serious 
diminution of their profits, to cut back some of the increases they have 
levied upon the oil lift. 

Secretary Sraton. Senator O’Mahoney, so far as I know I have no 
right to make any such suggestion to the MEEC. 

As I have tried to point out in my opening statement, and as I 
think it has been corroborated several times in testimony today—— 

Senator O’Manonry.. You have your own right. 

Secretary Seaton. Nothing to do with prices. 

Senator O’Manoney. You have no right to control prices, certainly. 
But you could ask these MEEC members—the members of that com- 
mittee, who are patriotically cooperating with the Government, to 
carry out a program that is just as essential for them as it is for the 
rest of us—you could ask them, if they would not be willing to make 
some concession. 

Secretary Sraron. As you very well know, Iam no lawyer. But I 
certainly should hestiate to undertake that in the absence of an Attor- 
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ney General’s opinion or some other capable legal counsel that I was 
not violating the law or asking them to. 

Senator O’Manoney. I suggest that you ask the Attorney General. 

Secretary Sxaton. I shall be glad to do that. 

Senator Kerauver. I do not want to interrupt Senator Carroll. 

Senator Carrotu. I yield the floor. 

Senator Keravuver. In that connection I wondered, Mr. Seaton, if 
the President did not need any legal counsel in his state of the Union 
message to call upon industry generally to hold its prices down. You 
would not have to make any legal opinion to do that, would you, Mr. 
Seaton? 

Secretary Seaton. Senator Kefauver, I have to admit that I am not 
competent to discuss this question from a legal point of view, as I 
have tried to point out. 

As I remember the President’s statement in his state of the Union 
message, that was a generalized appeal across the board to all indus- 
ae and all business and labor and everyone else to keep prices in 

ine. 

Tt seems to me, at least in my opinion, that there is a very consider- 
able important difference between that and my addressing an appeal 
to one segment of the business or an industry. 

Senator Kerauver. Of course, the President has specifically made 
an appeal, on February 7, to the oil industry, has he not ? 

errand Seaton. I don’t want to quarrel with what the President 
said. 

Senator Kerauver. Anyway, could you not at least do as much 
as the President would do? If the President can ask industry gen- 
erally to hold its prices down, certainly it would seem that you, as a 
member of his Cabinet, where you are in an unusual position to be 
influential in your persuasion with these companies, would at least 
raise your voice in trying to hold them down ? 

Secretary Seaton. Senator Kefauver, in my original statement 
which I read this morning I quoted from a short address I made to 
the National Petroleum Council and pointed out very clearly that 
while the Government certainly had no authority to deal with prices, 
that it was definitely the obligation of the industry itself to realize 
that it had to carry the burden of any price increases that might be 
made, or words to that effect. 

Senator Krracver. I read that statement. 

Secretary Seaton. And also as to the President—if I may finish— 
1 do not remember he delivered any judgment as to specific price or 
wage levels or anything of that sort, either in his press conference 
or in the state of the Union message. 

Senator Krrauver. As to inflation generally, I cannot imagine 
that would be any more inflationary than these price increases in 
petroleum and gasoline. I have read your statement to the National 
Petroleum Council here this morning. And I must say that industry, 
after reading that, would not be impressed there will be very much 
persuasion used on them to hold prices down, Mr. Seaton. 

Mr. Seaton, what is the position of Mr. Wormser in this operation ? 
He is the Assistant Secretary of the Interior, isn’t he ? 

Secretary Seaton. Yes. 

ee Keravuver. Is he the administrator of the voluntary agree- 
ment 








EMERGENCY OIL LIFT PROGRAM 549 


Secretary Sraron. Well, as the Assistant Secretary of the Interior 
for Mineral Resources he has the main responsibility within the 
Department. 

Mr. Fowler, over here, is the director of the voluntary agreement. 
Mr. Hugh Stewart, who is also present, is the head of the Office of 
Oil and Gas of the Department of the Interior. All three of them 
have a responsibility and authority in that field. 

Senator Krerauver. I refer to the minutes of the meeting of Septem- 
ber 19 in which Mr. Wormser is listed, I believe, as the administrator 
of the voluntary agreement. It has Mr. Fowler listed as the director 
of the voluntary agreement. Are those the proper designations? 

Secretary Sxaron. I think so, Senator; yes, sir. 

Senator Kerauver. Anyway, Mr. Wormser is the man representing 
the Interior Department as the administrator of the voluntary agree- 
ment; is that correct ? 

Secretary Seaton. Yes, I should say so. 

Senator Krravuver. Mr. Seaton, I wanted to refer you to 1 or 2 
things that Mr. Wormser said and see if you agree with them. 

When he testified here the other day, I asked him: 

Might you not even make an effort to protect the American consumers? 

Mr. WorMsER. Not on prices, sir. We are leaving that strictly alone unless it 
is specifically directed by Congress. 

Ts that your opinion, Mr. Seaton ¢ 

Secretary Seaton. Well, I repeat, Senator Kefauver, so far as I 
am aware we have absolutely no authority in the field of prices. 

I didn’t hear Secretary Wormser give that testimony. I am sure 
he didn’t mean to imply he had no interest or concern in the matter. 

Senator Kerauver. That is what he said, Mr. Seaton. 

Further quoting: 


Suppose they raised the price 10 cents a gallon, are you going to do anything 
about it? 


Mr. Wormser. Nothing at all. 


Does that represent your view about it? 

Secretary Seaton. Well, Senator Kefauver, I would rather not say 
what I might think if the price of gasoline went up 10 cents a gallon. 
I'd like to think it over. 

Senator Krravuver. Well, then 

Secretary Seaton. Of course, it has not. 

Senator Keravuver (reading) : 


Fifty cents a gallon. 
Mr. WormseEnr. It is entirely up to them whether they raise it. 


Is that the attitude you want your Assistant Secretary to take? 
Is that your attitude, Mr. Seaton? 

Secretary Seaton. Well, Senator Kefauver, I think that I would 
rather have Secretary Wormser answer you exactly what he means 
by pieces of testimony there. 

But legally, again, the Department of the Interior could do nothing 
about it so far as I know. 

Senator Kerauver. Mr. Seaton, I was asking whether that was 
your opinion, whether he is representing your viewpoint, as your 
Assistant Secretary of the Interior and the administrator of this 
voluntary agreement, in taking this attitude with reference to price 
increase. 
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Secretary Seaton. If the price of gasoline went up 50 cents a 
gallon, under the present authority which has been given to me by 
the Congress, there would be absolutely nothing I could do about it, 
except to complain. 

Senator Kreravver. You could not appeal, you could not plead, you 
could not get on television or make some appeal ? 

Secretary Szaron. No, Senator, I didn’t say that. I said except 
to complain. And complain would involve an appeal or get on tele- 
vision or anything else that seemed to be the proper thing to do. 

But I do repeat that I have no authority to get price back down any 
more than I have in any other field. 

Senator Kerauver. Why didn’t you do something about it, Mr. 
Seaton ? 

Secretary Seaton. About it? 

Senator Krrauver. About these unjustified price inflations and 
inflationary profits like we have seen here. 

Secretary Seaton. In the first place, I have tried to make it plain 
here that I have no factual information to determine whether those 
prices are, indeed, unjustified, as you term them. 

Of course, you have every right to your own opinion on the matter. 

Senator Krerauver. Well 

Secretary Seaton. I have no information, and not having any infor- 
mation I just can’s discuss whether those price rises were justified 
or not. 

You have had some testimony here apparently that was read to 
me, the only trouble with it was that it didn’t go up far enough. I 
don’t know. 

Senator Krrauver. Mr. Seaton, you have stressed several times 
that this plan was to operate so as not to affect the domestic supply. 

Without affecting the domestic supply, raising the prices under 
those circumstances, in the face of these profits, isn’t it a matter that 
you could at least talk with them about, to try to get them to pull 
prices down ? 

Secretary Szaron. I have never had any information that this plan 
of operation was the reason that prices increased. The reason which 
I have read in the newspapers offered by the various principals in- 
volved were all sorts of reasons such as labor increases, increased cost 
of pipe, increased cost of tanker transportation, over which I have 
absolutely no control, and so on. 

Whether those are valid reasons or not, I don’t know. 

But I have seen no information that the plan of action of getting oil 
to Europe had anything to do with the increased cost of gasoline to 
the American consumer. 

Senator Kerauver. Of course, your representatives are present in 
the various meetings of the MEEC. Was Dr. Flemming present at the 
meeting in which it was stated that the plan was going to create 
pressures which would affect the prices of oil? 

Your people certainly knew about it. 

Mr. Fre wxrne. Senator Kefauver, could I respond to that? 

Senator Krrauver. Let me ask Mr. Seaton, just a minute. Were 
you informed about that? 

Secretary Seaton. What was that you said? Were you quoting 
from the minutes of MEEC? 
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Senator Keravuver. I have the minutes of the meeting of the MEEC 
of September 19, 1956, in which it was stated that this program was go- 
ing to affect probable increases in price of crude, at source of supply, 
and Dr. Flemming was there. Mr. Wormser was there. Mr. Stewart 
was there. 

So far as I can see none of them ever raised a voice of protest. 

Secretary Sreaton. Senator Kefauver, I have just now been handed a 
copy of these minutes. I haven’t had an opportunity to read it. 

But it is my memory of them that the reference to increased pres- 
sures for price rises was tied to the closure of the Suez Canal, on page 6 
here, that was handed to me. 

Senator Keravuver. Let us get all the references. 

On page 6: 

It was the view of the committee that there undoubtedly would be a serious 
upward pressure on tanker rates and upward pressure on the crude prices. 

Secretary Seaton. But Senator, you must have overlooked the first 
sentence, which says, that the second problem that he listed—and I 
don’t know who “he” is at the moment 

Senator Keravver. That is the chairman. 

Secretary Seaton. That is the chairman. 


I assume the economic impact of the closure of the Suez Canal— 


and then goes on to say that pressure on tanker rates, upward pres- 
sure on crude prices. 

Senator Kefauver. Anyway, that was discussed, the fact that this 
was going to affect international prices, prices of crude oil somewhat 
in the world; was it not? 

Secretary Seaton. Yes, sir. But Senator, I don’t see any reference 
or remember any reference to the plan of action having anything to 
do with the upward pressure. 

Senator Keravuver. Turn to page 10 then, Mr. Seaton. 


The chairman then turned to a discussion of the impact on crude prices and 
stated that it was the view of the committee that these prices would go up 
substantially. 


He pointed out, however, that the United States gulf prices would be the ones 


most affected and that such domestic questions were outside of the scope of the 
committee. 


Speaking for his own company he stated that it would exercise as much as it 
could to prevent crude prices from increasing. 

Secretary Seaton. He is still speaking there, isn’t he, to the impact 
of the closure of the Suez Canal. 

Senator Krerauver. He is talking about the increase in prices of 
United States gulf prices there. He speaks very plainly. 

Secretary Seaton. It was because of the closing of the canal, though, 
Senator. 

Senator Kerauver. That is what I am talking about, because of this 
erisis. You sit by and let them raise the prices to domestic consumers 
in the United States and do nothing about it—not even protest. 

Secretary Seaton. Well, Senator, I repeat that I am totally unaware 
of anything that I can do about it officially. 

Senator Kerauver. What worries me is you haven’t shown any in- 
elination to do anything about it. Your attitude and that of your 
assistants 1s an invitation to the companies to raise the prices all they 
want to. You sit by. 
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Secretary Szaron. I would strongly argue that I had no attitude of 
indicating to the companies that they could raise the prices all they 
wanted or raise them at all. I must protest that. 

I repeat again, that in the total absence of the fact how these com- 
panies operate, how any of their operations are conducted, what 
profits they make, or anything else, I have absolutely no right in my 
position to protest the situation until and unless I get those facts. 

On the newsprint situation I am most unhappy over that. I don't 
know whether the prices are justified. I hope that Congress finds out. 
Then I would further hope that it would get some remedy. 

Senator Keravuver. Mr. Seaton, not aes in the minutes here, the 
newspapers have been full of it, it is well-known in looking at any 
financial reports, profits of the big companies have increased sub- 
stantially, and are very high over a period of years, increasing each 
year over the other up to the point where Senator Carroll has stated. 
so that any price increase, certainly it would seem to me, would cause 
you to make some voluntary appeal to them. 

I can point out, for almost 2 years before the OPA became a law we 
had ceilings, and on a voluntary basis, and the chairman of this com- 
mittee, Senator O’Mahoney, had a great deal to do with this. Leon 
Henderson and the President of the United States appealed to private 
industry to hold the price line. And largely they dia. 

Then for many months prior to some price control, in the Korean: 
outbreak, we had the President of Lever Bros. make an industry 
appeal. 

And here you sit by, and your man representing you, and you let 
him raise the price any amount. 

Secretary Sraron. I would like to point out as we said a few min- 
utes ago the President of the United States spoke out very plainly on 
the general question of price increases, that sort of thing. 

Senator Kerauver. Have you talked with them about voluntary 
agreement? Why didn’t you get some voluntary agreement about 
holding these price lines, while talkiffing with them? This is all 
voluntary. 

Secretary Seaton. I have been advised very strongly that that is 
contrary to the law. I can’t engage in an unlawful practice know- 
ingly. I have also been advised that these companies can’t enter into 
= an agreement legally, in a plan of action that will permit them to 

oO it. 

Senator Keravver. Your reason now is that that is contrary to law? 

Secretary Sraton. That is one of the reasons. 

Senator Keravver. What law is it contrary to? 

Secretary Seaton. That I don’t know. I have just the advice of 
counsel, I understand there is nothing in the Defense Production Act 
the permits that to be done. 

Senator Kerauver. You have been advised that it is contrary to the 
law. Who advised you, Mr. Seaton ? 

Secretary Seaton. Well, Dr. Flemming for one; the Counsel of the 
Department of the Interior; the Attorney General has certainly never 
said that we could. 

Senator Keravuver. Mr. Seaton, let us just pin this down. You say 
that the reason you didn’t do anything about it was—— 

Secretary Seaton. I didn’t 








EMERGENCY OIL LIFT PROGRAM 553 


Senator Kerauver. Anyway, one of the reasons—because you 
thought it was in violation. 

Szaton. I am not trying to pass any buck but look, in the 
first place, Dr. Flemming has the responsibility 

Senator Keravver. Let us see about this. That is very interesting. 
You didn’t do anything about it among the other reasons because you 
were advised that it was in violation of the law. 

Secretary Seaton. Didn’t do anything about asking this committee 
to set up a price-fixing arrangement. That is right. 

Senator Kerauver. Because—— 

Secretary Suaton. The other reason is I am not in possession of suf- 
ficient facts to make any sound judgment on that thing. 

Senator Kerauver. Let us see whether it is in violation of the law. 

Who was it advised you that it would be in violation of the law to 
ask them on a voluntary basis to hold the price line, and for that 
matter to put it in the agreement for them to accept it or not? 

Who advised you that would be in violation of the law? 

Secretary Seaton. Senator, I have said to you that Dr. Flemming 
is the Administrator of the act. 

Senator Keravuver. Is hea lawyer? 

Seeretary Szaron. He-has access to some lawyers. 

Senator Keravuver. Are youa lawyer ? 

Mr. Fremmine. Mr. Chariman, Senator Kefauver—— 

Senator Kerauver. Let me see who else. You have got Dr. Flem- 
ming who advised you and he is not a lawyer. Who else advised you? 

Secretary Seaton. Another one who advised me is Mr. Reuel Arm- 
strong of the Department of the Interior. 

Senator Keravuver. Have you gotten any written opinion / 

Secretary Seaton. No. 

; ong EFAUVER. What law did he advise you it would be a viola- 
tion.of ? 

Seeretary/Seaton. The Defense Production Act. 

Senator Kerauver. Defense Production Act. 

Secretary Seaton. And antitrust laws—that is the general opinion 
he gaveme. I thought he knew what he was talking about. I haven’t 
found him wrong on anything like that. 

Senator Kerauver. You have no written opinion from him? 

Seeretary Sraron. A written opinion—no, sir. 

Senator Keravuver. Yes. 

Secretary Seaton. No. 

Senator Keravuver. Mr. Seaton, you control the supply by volun- 
tary agreement. What is there to prevent you entdertakiie to secure 
a voluntary agreement at least to hold down the price? Just what 
is there in the law ? 

Secretary Seaton. The overall thing that would keep me from 
getting a voluntary agreement to hold the price at any point would 
be the absence of any legal authority to do it. 

Senator Keravuver. You have no legal 

Secretary Sarton. In addition to that, on advise of counsel we 
would be violating the law to get it and the people who made it would 
also violate the law. 

Senator Kerauver. Just a minute now, you say you have no legal 
authority to do it. You have no legal authority to get this distribu- 
tion agreement, either, do you? 
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Secretary Sratron. Well, Senator, I certainly think we do. 

Senator Keravver. I would like to ask—— 

Secretary Searon. Dr. Flemming thinks we do. He would. not 
have asked me to set the system up otherwise. 

Senator Keravver. It is all set up under a voluntary agreement, 
isn’t it, Mr. Seaton ? 

Secretary Seaton. I think that is correct, sir, under the law. 

Senator Kerauver. Who is your counsel ‘who advised you that this 
would be a violation of that law ? 

Secretary Seaton. That what would be, Senator Kefauver 

Senator Krrauver. Asking them to hold the price line? 

Secretary Seaton. Well 

Senator Keravuver. Your counsel sitting back of you says that is 
a violation ? 

Secretary Seaton. Yes; that is Mr. Armstrong. 

Senator Keravver. May IT ask Mr. Armstrong if that is the advice 
he gave and when he gave it? 

Mr: ArmsrronG. That is the advice I have given him, Senator, yes. 
I gave it to him after your 

Senator Kreravuver. Move up to the table, Mr, Armstrong: What 
is your full name? 

Mr. Armstronc. J. Reuel Armstrong. I am Solicitor of the De- 
partment of the Interior. 

Senator KerAuver. And you advised Mr. Seaton. When -did you 
give him that advice? 

Mr. Armsrrone, I gave him the advice after your line.of quesiions 
to Secretary Wormser a week ago. 

Senator Kerauver. What we are worrying about is what hap- 
pened during all of these months previously ? 

You didn’t give him the advice before that time ? 

Mr. Armstrone. Not on your question—your line of questions indi- 
cate that you are asking those companies to voluntarily agree to fix 
the price at some level. That has never occurred to me in the: De- 
partment. 

We could not very well have anticipated that since we consider 
it a violation of the law. 

Senator Keravver. In the first place, Mr. Seaton, so that back at 
the time these price increases took place you had asked your counsel 
his opinion about it, had you? So you have no advice from your 
counsel. 

Secretary Seaton. I would not say that definitely because 'E don’t 
remember: but in the very beginnin of this matter, first I: ever 
heard about it, first discussions with Dr. Flemming, when the ques- 
tion came up as to whether we had any authority to control prices, 
and Dr. Flemming said flatly that we did not. 

Now, just when was the first time that I talked:to Mr. Armstrong; 
I simply can’t pinpoint it. I had no reason to dispute Dr. Flem- 
ming’ s conclusion on that point. 

Senator Keravuver. Mr.. Wormser, Mr. Armstrong, Mr. Seaton, 
what.law is violated when you ask the companies to venensey’ hold 
down prices? What law is violated ? 

| Mr. Armstrone. I think the antitrust laws are violated. You 
askid for an agreement to fix any kind of prices between— 

Senator Keravver. I am not asking—— 
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Mr. Armsrronc. Between concerns. 

Senator Kerauver. That is a request, a request to the companies 
that they hold down their prices. 

What law is violated ? 

Mr. Armsrrone. You are changing the question. You said you 
wanted a voluntary agreemnt out of them to fix the price. 

Senator Kerauver. Well, first an appeal. No appeal has been 
made here. What law is violated when you make an appeal for 
them to hold the price line? 

Mr. Armstrone. I don’t get what you mean by “appeal.” I dont 
know what you mean by that. 

Senator Kerauver. That they hold the price down. 

Mr. Armstrone. You want them to agree to hold the price down. 
It is still my opinion that it is in violation of the antitrust laws, 

Senator Kerauver. No; Mr. Armstrong, what I was talking about 
to Mr. Wormser and Mr. Seaton, whether they are going to sit here 
and let the price go up 5 cents, 20 cents—I was talking to them about 


an appeal to the companies to hold down the prices, asking them to 
hold the price line. 


What law does that violate? 

Secretary Seaton. I didn’t mean to leave any implication here that 
a law would be violated if we issued an appeal to hold down prices. 
But when you speak of 5 cents, 10 cents, that has not happened. 

What has happened on the record is gasoline went up about a cent 
a gallon. I am also told that it is going down over some parts of the 
country, too. 

Senator Keravuver. I hope so. 

Secretary Seaton. This last week. That was the policy decision. 
And my policy decision was not to make a public appeal or any kind 
of appeal on the price of gasoline because I simply did not have the 


facts on which to base any reasonable conclusion that the price in- 
crease was unwarranted. 


Senator Kerauver. Well, then 

Seeretary Seaton. I don’t know. 

Senator Keravuver. Then you do not mean to say that would bea 
violation of the law ? 

Secretary Seaton. Well, I would assume as a layman again that 
I could make an appeal in the matter of prices if I choose without 
violating the law. 

But I also have an obligation to at least think I know what I am 
talking about when I am doing it. 1 don’t have them and I don’t have 
now any facts to make me believe that I would really know what I 
was talking about, that they have something, that is beyond the eco- 





nomic demand. 

Senator O’Manonry. Will you yield? 

Senator Kreravver. I want to pursue this. 

Senator O’Manonery. | want to pursue it, too. 

I want to make an attempt to clarify the thought that runs through 
my mind as aroused by the questions of Senator Kefauver. 

First, let us retain in mind the fact that you drew up or you had this 
voluntary plan drawn up under the Defense Production Act of 1955 


in which there is no price control provision, or as described earlier in 
the day by a witness. 
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Then having drawn up this provision, this voluntary plan, in ac- 
cordance with the 1955 act, you submitted the agreement to the At- 
torney General for his en for the purpose of granting immu- 
nity to these companies from any prohibition in the antitrut laws 
affecting the pooling arrangement that you were setting up. 

Anything that was done to carry out the program of the oil lift to 
Europe, anything that was done by the companies to agree among 
themselves to switch the transportation so that one tanker of one com- 
pany would carry the oil of another company was made free of any 
danger of prosecution under the antitrust laws. 

All that Senator Kefauver or I or any other asking this question 
are concerned about is, why don’t you now, in calling upon MEEC 
to prepare a plan allowing them to cut back some of the added costs 
which have already been made on transportation, like the tanker 
freight rates, and then give them an exemption through the Attorney 
General from the antitrust laws. 

Let us not be confused about the fact that the testimony of Mr. 
Wormser and your own testimony, Mr. Secretary, and the testimony of 
Dr. Fleming with respect to prices is all based upon the contention that 
you have no power to fix prices. That is true. 

But you do have the power to make agreements and there is nothing 
in the power to make agreements that excludes an effort on your part 
to see that the major companies which are carrying on this oil lift do 
not unduly raise the prices. That is the essence of this question as I 
see it. 

Pardon me for interrupting. 

Senator Kerauver. Do you want to answer that? 

Secretary Seaton. I think there is, as a matter of fact. 

_ Fiemmine. Mr. Chairman, let us try to make this perfectly 
clear. 

Senator Kerauver. Wait just a minute. Mr. Fleming, before you 
interrupt, Mr. Seaton said he thinks there is. What is it, Mr. Seaton? 

Secretary Szaton. If these companies made an agreement to set the 
price anyplace, I would certainly think that that would be in viola- 
tion of antitrust laws. 

Senator O’Manoneyr. Those were forgiven, unless immunity was 
granted. 

Mr. Fizemmine. We can’t grant it. 

Senator O’Manoney. If you ask the Attorney General, you can. 

Mr. Fiemmine. He does not have the authority under the Defense 
Production Act to grant immunity on prices. 

Senator O’Manoney. Will you show me the provisions of the law 
that says that ? 

Mr. Fiemmine. A little while ago I took it step by step. As you 
know, there was an agreement on petroleum in effect prior to the 
amendments to the 1955 act. 

And as you know, when the Congress extended the Defense Pro- 
duction Act in 1955, it included an amendment to this section and it 
said that as far as these voluntary agreements were concerned that 
the only agreements that could continue in effect from here on out 
were the agreements that were then in effect, and they could continue 
in effect only if the Attorney General gave them his approval. 

The voluntary agreement dealing with petroleum that was then 
in effect had nothing whatever to do with prices. And the Con- 
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on made it very clear that we had no right to enter into any new 
asic agreements after the passage of those amendments, with the 
exception that you know a that you and I talked about last time. 

That being the case, it is our position and our firm position and I 
think one that the Attorney General will support that the Attorney 
General has no legal authority from the Congress to grant immunity 
to these companies on price. 


NO LEGAL AUTHORIZATION 


Senator O’Manoney. My answer to that, Dr. Flemming, and I will 
not pursue the matter a bit further, is that the interpretation which 
you have just made of the act of 1955, in my judgment, is not one 
which would legally authorize the sort of MEEC that you have 
set up. 

Mr. FLemmine. Well—— 

Senator O’Manoney. I believe that the resort to the previous 
agreement of the Foreign Petroleum Supply Committee was the only 
step you could take that gave you any saa in the case or an argu- 
ment that it was a lawful agreement. And you had the authority to 
make it. 

Mr. Fiemmina. Of course, the Attorney General has found to the 
contrary on that point. He has found that the plan of action under 
which we are operating is legal. 

Senator O’Manoney. That is a different thing. 

Senator Kerauver. Mr. Seaton, or Dr. Flemming, first, all of you 
agree that there isn’t anything illegal about urging and requesting 
and making an appeal to the major oil companies to hold the price 
line. There is nothing illegal about that, is there? 

Secretary Seaton. Well, I would think not unless there was an im- 
plication that we were asking them to engage in an illegal practice. 

Senator Kerauver. Mr. Flemming, acting as your counsel, didn’t 
advise you there was anything illegal about asking the companies 
to do it? 

Secretary Seaton. No, I don’t believe he did. That is my personal 
opinion. That is what you asked for. That is all I can give. 

Senator Keravuver. Then you could have asked them to but you 
didn’t. Let us come to the matter of whether you could secure a 
voluntary agreement. 

I notice in your statement, Mr. Seaton, that on page 3, you say: 

I am advised that voluntary agreements on oil prices generally could not now 
be entered into by reason of the 1955 amendment to the Defense Production 
Act which forbids these agreements except among defense contractors with 
respect to their military production. 

Mr. Seaton, this voluntary agreement is not, of course, based on 
the 1955 act. This is a continuation of the old Foreign Petroleum 
Supply Commission, that was formed a long time ago. 

We have discussed that. Isn’t that true? 

Mr. Fitemmine. Senator, it is not true. I mean this agreement rests 
back on the amendments to the 1955 act. This agreement to which you 
refer, the 1953 one, could not have been, remained, in operation unless 
the Attorney General following the passage of the 1955 act gave it his 
approval. It had to be looked at anew by the Attorney General. He 
had to approve it. 
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Otherwise, it would have lapsed in 90 days under the law. 

Senator Kerauver. Mr. Flemming, you and Mr. Seaton know that, 
of course, the Attorney General said that unless you base this present 
MEEC upon the old agreement, Foreign Petroleum Supply Com- 
mittee—— 

Mr. Fiemmrine. Right. 

Senator Kerauver. That it would not be legal in view of the 1955 
act. 

Mr. Fiemmine. That is correct. 

Senator Keravver. On page 56 of the report, the Attorney General 
says specifically : 

That provision’s legislative history, moreover, makes clear that this volun- 
tary agreement with foreign petroleum supply had been deemed by Congress 
a nonmilitary agreement. With this in mind, where the Foreign Petroleum 
Supply Committee and like programs were concerned, should not be instituted 
under this present act without further congressional act. 

Mr. Fiemmine. That is correct. 

Senator Keravuver. So that your present MEEC is a reworking over 
of the old Foreign Petroleum Supply Committee which has nothing 
to do with the amendment to the Defense Production Act of 1955. 

And it was necessarily that way for the Attorney General to sus- 
tain it. Isn’t that correct? 

Mr. Fiemmine. It is a plan of action under that agreement as 
amended in accordance with the Attorney General’s recommendations 
in 1955. 

Senator Keravuver. Then, Mr. Seaton, what do you mean by saying 
then that you think this would be illegal by reason of the 1955 amend- 
ments to the Defense Production Act ? 

The question was, since it is necessary for this to go back and be 
based on the old Foreign Petroleum Supply Act, which by being in 
effect before the passage of the 1955 act, which had to be gotten around 
in order to sustain the legality of this exemption from the antitrust 
laws, what is there about the 1955 act that makes you say that an agree- 
ment on oil prices would be forbidden by the 1955 amendment to the 
Defense Production Act? 

Secretary Szaron. Well, as I understand it, we have no authority in 
that act to do anything about prices. 

Senator Kerauver. The amendment of the 1955 act did not touch it. 
one way or the other, did it ? 

Mr. Fiemarnc. Senator, just following your line of reasoning, the 
voluntary agreement, the 1953 one to which you refer, included noth- 
ing about prices. It gave no authority to work out any agreement on. 
prices. 

Senator Keravver. I am trying to. 

Mr. Fiemmine. Obviously, it therefore could not be amended to 
include that under the 1955 act. 

Senator Keravuver. We will get to that in just a minute. I am 
asking Mr. Seaton about the correctness of his statement. What is 
there in the 1955 amendments to the Defense Production Act that pro- 
hibits you from entering into voluntary agreements or getting the com- 
panies to enter into voluntary agreements to hold prices down ? 

Secretary Seaton. Well, Senator, this agreement or this statement 
was reviewed by members of my staff last night as it was prepared 
before I delivered it to this committee. 
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The paragraph, I assume, to which you have reference is this one. 

Secretary Keravuver. I am talking about the last sentence in your 
paragraph here, in which you tell the reasons why you cannot do any- 
thing about prices. 

Secretary Seaton. Oh, the voluntary agreement deals with supply 
and requirements and does not authorize any sort of voluntary joint 
action on prices, 

I am adviéed that voluntary agrement on oil prices generally could 
not now be entered into by reason of the 1955 amendments to the De- 
fense Production Act which forbids new agreements except among 
defense contractors with respect to their military production. That 
is exactly what I was advised. 

Senator Krerauver. You have just now been advised by Dr. Flem- 
ming that the 1955 act had nothing to do with this situation, that you 
had to avoid it. What is in that act that prohibits it? 

Secretary Szaton. If you think that is a poor choice of language 
that may be so. I don’t know that I am competent to debate that 
issue with you. 

But I don’t know of any, I don’t know of any legislative authority 
which I have to do anything about the control of prices. 

Senator Krerauver. You give your reason why you don’t do some- 
thing about it, and you say you cannot do it because of the 1955 amend- 
ments. 

Secretary Seaton. If there is an absence of any authority in those 
1955 amendments that would certainly say I would have no authority, 
wouldn’t it? 

The Congress has not given me that power so far as I know. If 
there is an absence—— 

Senator Kerauver. You read it here as ifthe 1955 amendments have 
prevented you from doing anything about it. 

Secretary Seaton. The absence of any permission from the Con- 
gress to do it, certainly, would cover that point, wouldn’t it? I am 
not trying to quibble with you. I just repeat I. don’t know of any 
authority I have to control prices. 

Senator Kerauver. Mr. Seaton, you say Mr. Flemming says that 
the Attorney General has ruled that. you should not have some volun- 
tary agreement along with your plan for distribution to hold the price 
line. Where is that in this report, Mr. Flemming? 

Mr. Firemmrne. It is not in the report, Senator, and I didn’t say 
that the Attorney General ruled that way. 

In responding to the chairman’s question, I stated what in our 
opinion is our authority under the act and I said I felt sure that that 
point of view would be upheld by the Attorney General. And I do 
feel sure that that would be the case. Obviously, he is the only one 
that is a.competent witness on that particular point. 

Senator Keravuver. Can you put it as a condition upon the accept- 
ance of the previous agrement by the companies, that they endeavor- 
to hold the price line? 

Mr, FLemmineG. We could not, because, under that particular plan 
the executive branch is granted immunity under the antitrust laws. 

And, certainly, I don’t know of any method of construing congres- 
sional laws that would say that it was sound for us to imply that the 
Congress had given us authority to grant immunity on matters of 
price. 
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Senator Kerauver. Mr. Flemming, the agreement was giving them 
exemptions from the antitrust laws, to exchange information, to work 
together, to pool tankers, to do quite a number of other things. 

Why could not the original agreement be amended so as to grant 
immunity for them to hold the price down ? 

Mr, Fiemmine. Because it was our construction that under the 
1955 amendments we had no right to add to the immunity that was 
included in the 1953 agreement. 

Senator Kerauver. You just said the 1955 act had nothing to do 
with this voluntary agreement. 

Mr. Fiemmine. Mr. Chairman, I did not. If we did not have the 
1955 act you would not have a Defense Production Act. That is your 
Defense Production Act. That act expired or would have expired if 
the Congress had not extended it in 1955. 

The basis for everything that is being done here is the Defense 
Production Act as passed by the Congress in 1955. 

Senator Kerauver. Mr. Flemming, the Attorney General’s report, 
and I have been reading here, says very specifically that in order to 
sustain the legality of this voluntary agreement they have to go back 
and avoid the 1955 act because if it had to be based on that act it could 
not be legal. 

That is in this report. 

The question is, if you can agree upon exempting them in the 
change of information, the supplies, the pooling of tankers, the pro- 
duction and everything else, why. can’t you at least have an amend- 
ment to the old agreement that they will hold the price down ? 

Mr. Fiemminc. The 1955 act said that we could not enter into any 
new voluntary agreements. And that the only voluntary agreements 
under which we could operate were those that had been in effect prior 
to the passage of the 1955 act, and that those agreements could remain 
in operation only if the Attorney General approved them within 90 
days. If.we had—— 

Seantie Keravver. Mr. Flemming—— 

Mr. Fiemmine. If we had added to the agreement we would have 
had a new agreement which the Congress said we could not have. 

Senator Kerauver. Mr. Flemming, you amended the old agree- 
ment to meet this new situation. 

Mr. Fiemmine. We did not amend it in a substantive manner at 
all. We did not extend the purview of the operations that could 
be carried on under the agreement. 

Senator Keravver. Well—— 

Mr. Fremmine. We felt that we did not have the authority to do 
that. The only thing we did was to change some of the operational 
features of it; namely, Chairman, and so forth. 

Senator Keravuver. You amended it so as to deal with an entirely 
different situation. The old agreement had nothing to do with sup- 
plying oil to Europe. That was a different situation. 

You amended it as to the personnel. You did not follow even the 
procedural setup in the old agreement. 

Why did you not amend it so as to also secure some exemption 
under the antitrust laws for holding the prices down ? 

Mr. Fiemmine. We did not put anything of that kind into it, 
because we felt that it would be in violation of the Defense Production 
Act of 1955. 
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Senator Keravver. You didn’t want to put anything like that in it 
because the truth is, you expressed no interest whatsoever in holding 
the prices down. That was not anything you were interested in. 
Isn’t that true, Mr. Flemming? 

Mr. Fremmrne. Senator, it seems to me that is tending to put 
words in my mouth because I have not talked on that particular sub- 
ject at all, but in view of the fact that you have made that statement, 

would like to say this: 

So far as price and wage controls are concerned, I along with 
other members of this committee, I had the opportunity of function- 
ing in this Government when we had price and wage controls. 

I know something about the difficulties involved. I know some- 
thing about the care that departments and agencies went to in order 
to obtain evidence on which to base conclusions. 

And I just can’t understand a suggestion to the executive branch 
that without any authority to collect evidence on which we could 
evaluate and on which we could base conclusions, that we are sup- 
posed in what I would regard as an irresponsible manner, without 
giving people their day in court, to state conclusions on prices dealing 
with one segment of this economy, because I have never heard anyone 
advocate price control and wage control for a segment of the economy. 
When it has been recommended it has been recommended for the 
whole economy. 

Senator Keravuver. You have cleverly escaped the question, and you 
escape the issue. 

These companies didn’t have to enter into this agreement. The 
Attorney General and the Government did not have to give them 
the exemption under the antitrust law. This is all a voluntary agree- 
ment. 

Why, as a part of this voluntary agreement, could it not have in- 
cluded agreements also secured for holding the price line? If they 
did not want to accept it, they would not have to accept it. 

It does not affect the other parts of the economy. It would be up 
to the major oil companies. Their profits certainly would enable 
them to hold the line on oil. 

Mr. Fiemmrna. Because the Congress did not authorize us to grant 
immunity against antitrust prosecution in connection with price 
matters. 

Senator Krravver. Did you ask the Attorney General whether you 
could also include something to give the domestic consumers of oil 
protection against prices increases ? 

Mr. Firmmina. I did not. 

Senator Kerauver. If the companies agreed to it? 

Mr. Firemmiune. I did not. 

Senator Keravuver. You did not think enough of what might happen 
to these prices to even ask him about it? 

Mr. Fiemminc. We felt that we were on solid ground so far as the 
law is concerned. 

Senator Krravver. Then, in summation, there was not any law 
against you making an appeal—you made no appeal, any of you— 
you did not ask the Attorney General whether you could voluntarily 
secure an agreement relative to prices. You think that it would not 
have been legal but you didn’t ask him about it. 
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So now the question is, a new agreement or new schedule is coming 
up, I understand, from what the chairman said. Are you going to 
take it up now, to try to roll back these prices and hold the price line? 

Mr. Fiemmine. The answer is “No,” we do not have authority 
to do it. 

Senator Kerauver. Aren’t you going to even ask the Attorney 
General ? 

Mr. Fiemmine. We will be very happy to do that, in view of the 
question that you raised. 

Senator Krerauver. By whose authority are you speaking when you 
say you didn’t have the authority to do it? You are not a lawyer; 
are you? 

Mr. Fiemmine. It so happens—— 

Senator Kerauver. Who advised you? 

Mr. Ftemmine. Our General Counsel and it so happens that I have 
the responsibility for the administration of this act, and as the 
a eggaminabeed of the act have to make a decision on matters of this 

ind. 

I had advice from my counsel on it. It didn’t seem to me that there 
woe any question about it at all. And, consequently, I accepted that 
advice. 

But in view of the question you have raised I will be very glad to 
ask the Attorney General for an opinion on it. 

Senator Kerauver. It would seem on such an important matter 
when you are presenting the other matters for consideration to the 
aeeeney General, you would have presented this one, too; wouldn’t 
you 

Mr. Fiemmine. We presented to the Attorney General for approval 
the kind of a plan that we felt was provided for by the Defense 
Production Act. 

Senator Kerauver. And you took no concern whatever about prices, 
that is true; isn’t it? 

Mr. Fiemine. Senator, as Secretary Seaton has said, like any 
other individual, of course, I have a concern about prices. 

But I also have a concern about proceeding in an orderly manner 
in dealing with as sensitive a matter as prices. I don’t think—I might 
take. first your statement about no appeal—I don’t think that as a 
public official I, or anyone else, has got the right to make an appeal, 
unless we have the corresponding right to call for the production of 
evidence on both sides of the issue, to evaluate that evidence and 
arrive at a conclusion. 

Senator Krravuver. Well, and—— 

Mr. Fiemminec. And as far—— 

Senator Keravver. Other public officials, including the President 
of the United States, including a former President of the United 
States, have made appeals where there was no basis of law, which 
did a lot of good. 

Mr. Fremminc. Those were general appeals. They did not deal 
with specific segments of the economy. 

Senator Keravuver. I just read a study of the OPA, that was passed 
in March 1942. hacmole were made to specific industries, one after 
another of them were made, to hold the price line; even ceilings were 
set. 
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The same thing was done during the Korean war. Surely you could 
do that without any statutory authority. Surely you could do some- 
thing along that line. 

Mr. Ftemmine. In my judgment appeals to a segment of our econ- 
omy, to hold the price line, without first inquiring into the facts on 
both sides of the issue, and arriving at a conclusion, just is not a good 
way for Government to proceed. 

Senator Kerauver. It would not have taken you long to find that 
profits of these big foreign operators, were up tremendously year after 
year, would it? It is all over these reports. It would not have taken 
you long to find that out ; would it? 

Mr. Fiemmina. I can’t conceive of a public official arriving at a 
final conclusion on a matter of that kind without giving both parties 
to the dispute an opportunity to present their case and evaluating that 
case in arriving at a conclusion. 

Senator Kerauver. I am not talking about you having the author- 
ity to do something, to make them accept some agreement. I am just 
talking about your authority to ask them for it, to suggest that it be 
put into the voluntary agreement. 

Anyway, Mr. Flemming, it is quite apparent that up to this point 
that neither you nor Mr. Seaton, much less Mr. Wormser or Mr. 
Stewart, have done anything about trying to hold these prices down. 

You had been in position to speak, in my opinion, and you ought 
to have spoken at these committee meetings. ‘The President has made 
general efforts which you have not followed up. 

I can very well understand why these price raises have occurred 
because I think the general action of you gentlemen has invited the 
price raises that have been put into effect. 

Mr. Fiemmina. I think just to make the record complete, we should 
bring out the fact that the Attorney General is conducting an inves- 
tigation in accordance with the authority which has been given to him. 

And as Secretary Seaton has said, all of us feel that that is very 
appropriate action on his part. That authority has been given to the 
executive branch and he can proceed in accordance with law. 

I think that should be kept in mind. 

Senator Keravuver. The grand jury investigation, over in Alexan- 
dria, will take months and months and perhaps years before they get 
anything from that. 

In the meantime, the price of oil and gasoline goes up. 

Turning to just another subject briefly 





MEEC’S SHAKY LEGAL FOUNDATION 


Senator O’Manoney. Before you turn to that other subject, Sen- 
ator Kefauver, may I ask Mr. Flemming and his attorney, Mr, Kendall, 
and Secretary Seaton, to look at the Defense Production Act of 1955, 
and see, lawyers or not lawyers, whether we cannot apply a little 
commonsense to 1t. 

I feel that this is capable of easy understanding. You can under- 
stand the law only by reading the law. And if the law is written in 
the , language, why, an intelligent mind can comprehend. I 
am reading section 6 of the Defense Production Act of 1950. 

Mr. FLtemmine. You are reading section 708? 

Senator O’Manoney. As amended. 
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Mr. Fiemmine. That is right. 

Senator O’MaHonry. As amended: 

(1) by inserting before the period at the end of the first sentence of subsection 
(b) a colon and the following: 
then comes the quoted paragraph. 

This is the new law. 

Mr. Fiemmine. That is right. 

Senator O’Manonry. (1): 

Provided, however, That after the enactment of the Defense Production Act 
Amendments of 1955, the exemption from the prohibitions of the antitrust laws, 
and the Federal Trade Commission Act of the United States shall apply only 
(1) to acts and omissions to act requested by the President or his duly author- 
ized delegate pursuant to duly approved voluntary agreements or programs 
relating solely to the exchange between actual or prospective contractors of 
technical or other information, production techniques, and patents or patent 
rights, relating to equipment used by or for the military which is being procured 
by the Department of Defense, or any department thereof, and the exchange of 
materials, equipment, and personnel to be used in the production of such 
equipment ; 

Then we come to a semicolon. 

It is clear that under that provision MEEC could not have been 
set up. > 

Mr. Fremmine. If there was a period there, it could not have been 
set up; that is right. If there was 

Senator O’MAnoney. But the semicolon—under that it can’t be 
set up. 

Mr. FLemmMinc. What? 

Senator O’MAnoney. Even with the semicolon it can’t be set up. 

Mr. Fitemoine. O. K.; yes, O. K. I just don’t want to stop there, 
Mr. Chairman. : 

Senator O’Manoney. I am not going to stop there. “And (2)”— 
this is the language upon which you have based your whole testimony. 

Mr. Fiemme. That is correct. 

Senator O’Manonery (reading) : 

And (2), to acts and omissions to act requested by the President or his duly 
authorized delegate pursuant to voluntary agreements or programs which were 
duly approved under this section before the enactment of the Defense Produc- 
tion Act Amendments of 1955. 

Mr. Firemmrine. That is right. tu 

Senator O’M4noney. There is the heart of your argument; is it 
not? 

Mr. Fremmina. That is right, because there was an agreement in 
this area in effect prior to the passage of this act. 

Senator O’MAanoney. Just answer the question. 

Mr. Fiemmrne. Yes; that is right. 

Senator O’MAnoney. So we will get the record straight. 

Mr. Fiemmine. Yes; that is right. 

Senator O’Manoney. That is the heart of your argument ? 

Mr. Fiemmine. That plus the next sentence. 

Senator O’MAanHoneEy. We will read the next sentence: 

The Attorney General shall review each of the voluntary agreements and 
programs covered by this section, and the activities being carried on thereunder 
and if he finds after such review and after such consultation with the Director 


of the Office of Defense Mobilization and other interested agencies that the 
adverse effect of any such agreement or program on the competitive free- 
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enterprise system outweighs the benefits of the agreement or program to the 


national defense he shall withdraw his approval in accordance with subsection 
(d) of this section. 


This review and determination shall be made within 90 days after the enact- 
ment of the Defense Production Act Amendments of 1955. 

Mr. Friemmine. That is right. 

Senator O’Manoney. That is the heart of your agreement ? 

Mr. Fiemmina. That is correct. 

Senator O’Manonry. The whole argument depends on that? 

Mr. Fiemminea. That is correct. 

Senator O’Manonry. Do you agree, Mr. Kendall? 

Mr. Kenpauu. Yes, sir. The whole question of not being able to 
enter into a new—the whole fact that we cannot. 

Senator O’Manonery. The whole question of entering into a new 
agreement. 

Mr. Kenpau. Turns on that language. 

Senator O’Manonery. Is it your interpretation then, Mr. Kendall, 
as Chief Counsel for the Office of Defense Mobilization, that a new 
agreement can be made? 

Mr. Fiemmina. No. 

Mr. Kenpauu. No. 

Senator O’Manoney. That is contrary to what you just said. 

Mr. Kenpauu. I said this controls whether a new agreement can 
be made. It says a new agreement can’t be made. 

Senator O’Manonrey. Then you want it understood that a new 
agreement cannot be made? 

Mr. Kenpau. That is right. 

Senator O’Manonry. Is the MEEC agreement a new one or an 
old one? 

Mr. Kenna. It is not an agreement at all, properly. It is a plan 
of action under the original agreement—provided for under the 
original agreement. 

Senator O’Manonry. When was it signed, sealed, and delivered? - 

Mr. Kenna. The original agreement? 

Senator O’Manoney. No; the plan of action. 

Mr. Kenpatu. The plan of action was put into effect by the Gov- 
ernment on August 10 of last year. 

Senator O’Manoney. That was after the act of 1955? 

Mr. Kenpauu. Yes, sir. 

Senator O’Manoney. Was it an act? 

Mr. Kenpatt. It was an act, that is right. 

Senator O’Manoney. So, reading paragraph 2, 
and (2) to acts and omissions to act requested by the President or his duly 
authorized delegate pursuant to voluntary agreements or programs which were 
duly approved under this section before the enactment of the Defense Produc- 
tion Act Amendments of 1955. 

Was August 10, 1956, before or after the Defense Production Act 
amendments were adopted ? 

Mr. Kenna. After. 

Senator O’Manonry. After? 

Mr. Kenpatw. Yes, sir. 

Senator O’Manoney. So this is an act after? 

Mr. Kenpatu. That is correct. 

Senator O’Manonery. After the act was adopted. 
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Mr. Kenpatn. Pursuant to an agreement made before. 
Senator O’Manoney. Pursuant to an agreement made before? 
Mr. Kenpauu. Yes, sir. 

Senator O’Manonry. This was an utterly new agreement. 
Mr. Kenpai. No. 

Dr. Fiemmine. No. 


Senator O’Manonry. Why was it not? Did the old agreement have 
anything at all to do with the transportation of oil to Europe in sub- 
stitution for the oil shut off from Europe by the closing of the canal? 


Mr. Kennatu. Yes, sir; that and much more. The agreement says, 
section 6: 


Operation under this voluntary agreement— 
this is the agreement antedating that— 


Whenever the Administrator determines that an emergency exists outside of 
the United States which requires action designed to prevent, eliminate, or alle- 
viate shortages of petroleum supplies which threaten to adversely affect the 
defense mobilization interests or programs of the United States, the Director 
shall submit to the Committee a request in writing to prepare one or more 
plans of action to meet such emergency. The Committee shall prepare and 
submit in writing to the Administrator, recommended plans of action for the 
solution of the problem presented to the Committee. Each plan of action shall 
describe the manner in which the Committee recommends the problem or prob- 


lems submitted to it be solved— 
and so on. 

Senator O’Manoney. What are you reading from? 

Mr. Kenpatt. From the voluntary agreement, sir. 

Senator O’Manonry. Of what date? 

Mr. Kenvati. Voluntary agreement as approved May 8, 1956. The 
amendment was approved then. 

Senator O’Manonry. Was that after the adoption of the amend- 
ment of 1955 or before? 

Mr. Kenpatt. I have not been able to find a copy of the older agree- 
* ment. I will provide it to the committee. I expected your question. 

Senator O’Manoney. Is there anything in the new agreement that 
was not in the old agreement ? 

Mr. Kenvatu. Yes, there are details of procedure that are changed. 

Senator O’Manoney. Details of procedure? 

Mr. Kenpatt. Yes. 

Senator O’Manoney. I suggest to you, Mr. Kendall, and to you, 
Dr. Flemming, with your extremely logical mind—I really have sat 
in admiration as I listened to you testify; you have got a very excel- 
Jent mind, and I want you to apply it now—ths amendment of 1955 
said that exemptions from the antitrust laws should be given, first, 
only to’ defense contracts; and second—and this is the clause under 
which your argument is based—second, 


to acts and omissions to act requested by the President or his duly authorized 
delegate pursuant to voluntary agreements or programs which were duly ap- 
proved under this section before the enactment of the Defense Production Act 


Amendments of 1955. 

I submit to you, sir, that the plain statement of the English lan- 
guage is that the President did not, before 1955, ask for anything in 
MEEC, his duly authorized delegate, Dr. Flemming, did not ask 
for anything before the amendments of 1955; nothing, no act, no 
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omission, took place before the amendments of the act of 1955 were 
adopted, which had been approved by the Attorney General. 

Every action taken by the Attorney General under this agreement 
was with respect to acts that were not in the agreement of the Pe- 
troleum Supply Committee. 

I make that legal argument before any legal tribunal in the United 
States, with the Site General or anybody else. 

You have found a means of going behind the plain meaning of the 
act of 1955, in order to set up a method of acting by which the oil 
companies, instead of the Government of the United States, would 
supply the oil lift to Europe. 

r. FLemoina. I could’ like to have the opportunity of replying to 
that, because we are now in position of being accused one time of not 
having gone far enough under the act of Congress, and now we are 
accused of having gone too far. 

Senator O’Manonry. Not by me. 

Dr. Fiemmine. Well, all right. 

Senator O’Manoney. Not by me. 

Dr. Ftemine. Although I thought you were interested, possibly, 
in our putting something into this plan of agreement which would 
handle the price situation. If so, I misunderstood your position on 
that. 

Senator O’Manoney. May I say this: I can understand why vou 
might misunderstand, but from the very beginning of my conversa- 
tions with you and with the Department of State, with the Secretary 
of the Interior, with the National Petroleum Council, I have stated 
that. I recognized the complexities under which you were working. 

Dr. Fiemmine. You certainly did. 

Senator O’Manoney. I recognized the great need of having this 
matter done, the transfer, the oil lift, accomplished. 

I thought that was an act which this Government ought to do.’ And 
it is a Government action, and Secretary Seaton in his speech to the 
National Petroleum Council referred to it as a Governmerif action. 

Dr. Fiewouine. That is right. 

Senator O’Manoney. But it is a Government action which you have 
sought to undertake by letting business do it instead of letting Gov- 
ernment do it. 

Dr, Fiemmine. Now, Mr. Chairman, may I say this: That the 
point at which I differ with you, and of course at this point I do have 
the backing of the Attorney General, because he has ‘approved this 
action, but there was in existence a voluntary agreement dealing with 
— matters prior to the passage of the Defense Production Act 
of 1955. 

The position that is taken by us and the position that is concurred 
in by the Attorney General—— 

Senator O’Manonry. Now, may 

Dr. Fremmine (continuing). Is that that agreement would have 
lapsed within a period of 90 days—— 

Senator O’Manoney. That is true. Now—— 

Dr. Fiemmine (continuing). Unless he approved it. But he did 
approve it. 


Senator O’Manoney. All right. Let me ask you this question. 
Dr. Fuemurine. O. K. 
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Senator O’Manoney. Did this voluntary agreement that antedated 
the amendment of the act of 1955, have anything to do with domestic 
oil? Was it not exclusively an agreement with respect to foreign oil 
and operations in foreign countries? 

Dr, Fiemminc. May I just read again what Mr. Kendall read here: 

Whenever the Administrator determines that an emergency exists outside the 
United States which requires action designed to prevent, eliminate— 

Senator O’Manoney. But that is the amendment of 1956. You 
have got to get yourself back tied to a voluntary agreement before 1956. 

Dr. Fiemmine. This is prior to the amendments of 1955. 

Mr. Kenpat. I have found the 1954 edition, and I want the record 
to show that everything I read was word-for-word in the 1954 edition, 
not changed. 

Senator O’Manoney. All right. 

Dr. Firemmine. Under those circumstances, Mr. Chairman, this 
agreement having been in existence prior to the passage of the act 

Senator O’Manoney. But the point that I am making, Dr. Flem- 
ming—and this is really important—is not whether the language that 
Mr. Kendall was reading first was identical with the language in 
another agreement, but whether the old agreement that preceded the 
amendment of the act of 1955 had anything to do with domestic oil. 

Dr. Fiemmine. All right, Mr. Chairman, I am addressing myself to 
that question right now. 

This agreement reads as follows: 

Whenever the Administrator determines that an emergency exists outside of 
the United States which requires action designed to prevent, eliminate, or allevi- 
ate shortages of petroleum supplies which threaten to adversely affect the 
defense mobilization interests or programs of the United States, the Director 
shall submit to the committee a request in writing to prepare one or more plans 
of action to meet said emergency, and the committee shall prepare and submit in 
writing to the Administrator, recommended plans of action for the solution of the 
problems presented to the committee. 

In other words, a plan of action which is designed to solve the prob- 
lem called for under this voluntary agreement is legal. We can ques- 
tion the wisdom of certain things being included in it. But certainly a 
plan of action which is designed to achieve the objectives set forth in 
this voluntary agreement is legal, and the Attorney General has so 
ruled on our plan of action. 

Senator O’Manonsy. But does it not refer here to mobilization in- 
terests or programs of the United States? 

Dr. Fiemmine. Well, yes; the defense mobilization interests or pro- 
grams of the United States. 

Senator O’Manonery. Now, that was an agreement which had noth- 
ing to do with transportation ; am I right? 

. Ftemminec. No; I would not agree with you at all. Transpor- 
tation is an integral part of that agreement. 

Senator O’Manoney. Did it have anything to do with pipelines in 
the United States? 

Dr. Firemmine. If any thing connected with the operation of those 
pipelines had a bearing on the achievement of the objectives set forth 
under section 6 of the agreement, the answer is “yes.” It would 
depend on the facts in the particular situation. 

enator O’Manoney. Nothing of that kind was ever done by this 
committee, according to my information. 
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Dr. Fiemurnc. You mean—— 

Senator O’Maunoney. The old committee. 

Dr. Fiemminc. That is, subsequent to the passage of the 1955 act? 

Senator O’Manoney. No; prior to the passage of the act, that old 

Yommittee never undertook to supply any oil to Kurope. 

Dr. Fiemminc. They developed a plan of action to deal with the 
iranian situation. 

Senator O’Manoney. That was foreign ; was it not? 

Dr. Fiemmrne. In that particular 

Senator O’Manoney. To preserve the supply of oil over there. It 
had nothing to do with this transfer, had nothing to do with this lift. 
So what you are getting down to, Dr. Flemming, is a closely argued 
legal contention that the purpose of Congress closely to tie down the 
field in which exemptions from the antitrust laws could be made, was 
to be expanded for the purpose of carrying out these programs without 
increasing the budget expenditures of the United States, and by having 
one segment of the oil industry do it. 

Now, I say to you that in all of my arguments with you, because of 
the complexity of the matter, I was trying in one way or another to 
improve the constitutionality of the action, although, as I said, in my 
opinion the Government should have had the complete supervisory 
authority, 

In that respect, the Attorney General agreed with me, because he 
offered amendments to that effect. 

But when the new amendment to the MEEC was put in, you dropped 
the safeguards that the Attorney General asked. 

In order that we, you and I, may not waste time of the audience 
in trying to rub one another’s noses here in the sand, I suggest to you 
that you ask Mr. Kendall and the Department of Justice to go over 
this, and we will go at it at another time. 

Dr. Ftemuine. Mr. Chairman, I will be very happy todothat. But 
I would just simply want to say, I just want to say this, to summarize 





m pees 

T e plan of action under which we are operating at the present 
time is ee consistent with the provisions of the voluntary 
agreement which was approved by the Attorney General in accordance 
with the law. And the Attorney General has found that the plan of 
action is completely consistent. 

I appreciate the fact that you and I might argue the merits of some 
of the things which are in the plan of action, and I am not going to 
be dogmatic about that at all. But, from the legal point of view, I 
feel that we are on sound ground in having submitted a plan of action, 
which the Attorney General has ruled is in accordance with the 
voluntary agreement. 

But I will be very happy to do as you suggest. 

Senator O’Manonry. All of this argument would be to no purpose 
unless I have succeeded in convincing you and the Government that if 
you are going to ask the MEEC to write a new agreement, you may 
tell them that they can voluntarily agree to change their prices and be 
exempt from the antitrust law just as much as they are exempt from 
the antitrust law on any other action that they take. 

There is a difference between Government price control and the 
voluntary price arrangement of an independent business corporation. 
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Dr. Fiemmine. Senator, I get your point, and I have agreed pre- 
viously that we would raise that issue formally with the Attorney 
General, whether or not there is authority under existing law to grant 
immunity from antitrust prosecution on price matters. 

We will formally ask the Attorney General for an opinion on that. 
I agreed with Senator Kefauver to make that particular request. 

Senator Kerauver. May I particularly point out this language 
here, “an emergency” ; then quoting further ion 

Dr. FLemominc. You are reading from where? 

Senator Krrauver. I am reading the old agreement, on page 6. 

Dr. Fiemmine. O. K. 

Senator Keravuver (reading) : 





an emergency * * * which threatens to adversely affect the defense mobilization 
interests or programs of the United States * * * 

then you have a plan of action. To me it would certainly seem that 
since the Department of Defense has paid about a million dollars 
more, with the upset to the domestic economy, including the defense 
plant, caused by the price increase, that that is as much of an emer- 
gency as some of the other things that you have dealt with in this 
program. 

Dr. Ftemmrine. Senator, we will be very happy, as I have indicated, 
to ask the Attorney General for an opinion on that matter. 

Senator Kerauver. Now, Mr. Chairman, I just want to get one 
thing cleared up. 

Mr. Fowler has given us these figures as to the requirements of 
Western Europe for oil. They do not seem to correspond very 
clearly with the general statement made by Mr. Stewart. Mr. Stew- 
art testified just the other day, on February 6: 

Senator Keravuver. This 500,000 does not represent your need, does it? It 


represents what you had hoped to be able to do? 
That is correct. 


And so forth. 


Then from the United States, what are your total overall needs by virtue 
of the stoppage of the Suez flow? 

Then he went on to say normal requirements for all of Europe, all 
of free Europe plus north Africa and west Africa, is in the neighbor- 
hood of 3,300,000 barrels per day. 

Of course, I know that includes north Africa and west Africa, 
which is probably not in the requirements that Mr. Fowler is speaking 
of. But I would think that the amount they would use compared 
with free Europe would be rather small. 

So that this is a great deal more than what Mr. Fowler is talking 
about. 

Then further on, he went on to say that he heard various amounts. 
At one place, he had reports they would need a million barrels a day. 
I am trying to find that. 

We have heard various estimates from Europe of the amount that they would 
need. These estimates ranged up in excess of 1 million barrels a day. But in 
arriving at 500,000 barrels, we are doing the best we could. 

Who is correct on this, Mr. Fowler, you or Mr. Stewart? 

Mr. Fowter. I would like to answer that in this way: These fig- 
ures I have given here are for motor gasoline, distillates, and fuel oils, 
in only the OEEC countries. These are not all of the requirements 
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of these particular countries. These figures have no requirements for 
aviation gasoline, for jet fuel, for other particular types of products, 
such as lubricating oils, waxes, greases, and no figures for refinery 
fuel, and so forth. In this particular area, namely, the OEEC coun- 
tries, including Spain, the normal requirements for the first quarter 
of 1957 are in the order of 3,100,000 barrels per day. 

Senator Keravuver. That is of crude oil ? 

Mr. Fowzer. No, sir; that is of all products, including crude. That 
is total petroleum requirements for this particular area. 

When you add the other part of the hemisphere west of Suez, which 
would bring in Atlantic islands, north and west Africa, your demand 
would then be in the order of 3,300,000 barrels per day. 

Senator Kerauver. The section that we are trying to supply, is that 
3,100,000 barrels a day of overall needs? 

Mr. Fow er. Yes. 

Senator Kerauver. Then your overall supply is very short of that. 

Mr. Fowtrr. No. If you ran—this is not all that is being supplied. 
The overall supplied there, as opposed to the 3,100,000 barrels per day, 
is still in the neighborhood of 80 percent. 

Senator Krerauver. Why do you not give us the amount of crude 
that they need, and the amount of aviation gasoline, and other items? 

Mr. Fowxrr. We shall be very happy to set that up and supply it 
for the record. Ido not have that breakdown with me. 

Senator Krrauver. You will supply that for the record ? 

Mr. Fowter. Yes. 

Senator Kerauver. What Mr. Stewart was talking about here is the 
need for a million crude per day. Is that what you were talking 
about, Mr. Stewart? 

Mr. Srewart. If I remember right, Senator Kefauver, that million- 

barrel figure was one of the estimates made in the early stages of the 
period when the Suez Canal was nationalized, and before the canal 
was actually closed, of the amount of oil that might have to be sup- 
plied from the Western Hemisphere to meet the European needs. 
: That was one of the assumptions of several that were made. 
Senator Krravuver. Then, at that time, 500,000 was figured as your 
1 goal ? 
~ Mr. Srewarrt. 500,000 barrels was one of the estimates of the pos- 
sible demands on the United States. 

Senator Kerauver. And as far as crude oil is concerned, of that. 
500,000, you have supplied about 250,000 barrels a day, is that correct ? 
j Mr. Fowter. About 500,000, a little more than half is crude oil, that 
is right. 

Senator Krrauver. Then how do you get this optimistic picture? 


B If they wanted 500,000 crude, and you have supplied about—— 
Mr. Fowter. At least that. 
Senator Krravver. If the goal is 500,000 crude, you supplied about 
half of it. How did you get this optimistic picture ? 
Mr. Fowter. Well, in the lack of availability of crude oil, product 
ld has been moved in, particularly the heavy fuel oils and distillates. that 
” these figures showing the 87 percent of gasoline, 76 percent of distil- 
lates, and 79 percent represent petroleum in crude-oil form or in 
product form moved from all parts of the world. 
E- It includes supplies from the Caribbean. It includes supplies from 
> the Persian Gulf. It includes a certain amount of indigenous crude- 
S 
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oil production in the OEEC countries, and also some imports from the 
Black Sea. 

Senator Keravuver. Of this 250,000 how much was new production, 
Mr. Fowler? That is, how much was increased production and not 
taken out of stock ? 

Mr. Fow ter. I would estimate that possibly out of the additional 
aah ase something in the order of 150,000 to 200,000 barrels a day 
1as been new production from the United States. 

Senator Kerauver. Now, Mr. Seaton, I understand that Mr. Worm- 
ser testified over in the House today that there is still an emergency 
insofar as production is concerned. Do you think it is still short? 
Is —e some emergency in the shortage of production at the present 
time 

Secretary Seaton. Well, both Mr. Wormser and Mr. Stewart have 
told me that they would like to have more production even than we 
now have in order to be able to transport more oil to Western Europe; 
yes, Senator Kefauver. 

Senator Kerauver. The Bureau of Mines is part of the Department 
of Interior, isn’t it, under your jurisidiction ? 

Secretary Seaton. That is right. 

Senator Keravver. Now Mr. Wormser or Mr. Stewart testified that 
the monthly forecasts of the market demands by the Bureau of Mines 
has something to do with the amount of production that was decided 
upon by the various States; is that correct? They are used as a guide? 

Secretary Sraton. I would assume, Senator Kefauver, that it is 
taken into account as one of the factors on which they determine their 
allowables; yes, sir. That is an assumption on my part, but I think so. 

Senator Krravver. It is taken into account by them in estimating 
their allowables; isn’t it? 

Secretary Seaton. I would think so; yes, sir. 

Senator Keravuver. I am at a loss to know why your February 
forecast is lower than your January forecast, as put out by the Bureau 
of Mines. 

Secretary Seaton. I can’t speak to that, Senator. I don’t know. 

Senator Krerauver. Your January 1957 forecast is 8,150,000 bar- 
relsa day. Your February 1957 forecast is 7,975,000. That is on a 
daily basis. So I wonder why, with the necessity of increasing pro- 
duction, you reduce your forecast. 

Secretary Seaton. Senator, I don’t know as to that, as I have 
told you. 

Senator Keravuver. Doesn’t it seem unusual ? 

Secretary Seaton. Well, Senator, I just don’t know. I would much 
rather confer with the people who are responsible for that forecast 
and with Mr. Stewart and Mr. Wormser before I answer that question. 

Senator Kerauver. There has been a lot of criticism of Texas and 
yet this is the guide used by Texas. Can Mr. Stewart tell us why 
there is lower forecast for February, if there is a great need for oil ? 

Mr. Stewart. No, I cannot. I do not know how the Bureau of 
Mines puts those forecasts together. 

Senator Kerauver. Mr. Chairman, I call your attention to the 
fact that there has been tremendous criticism of Texas for not pro- 
during more oil. All these witnesses say that we need more produc- 
tion. I understand Mr. Wormser today said that there was still an 
emergency in the amount of production. Yet in the guide put out by 
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the Interior Department, which is acted upon to some extent in esti- 
mating the amount of production by the States, the forecast of Febru- 
ary is lower than what it was in January of this year. 

I wonder if we could get some explanation. 

Secretary Seaton. Perhaps I did not make myself clear. I said 
I would like to discuss that with the officials responsible for the prepa- 
ration of the document, which I assume is the one you have in your 
hand, and I certainly intend to do that. We will try our best to 
answer your question. 

At the moment, I simply have to repeat that I know nothing what- 
soever about the methods and reasons, the figures, or their conclusions. 

Senator Keravuver. I would appreciate it if you would give us some 
information about it for the record. 

Secretary Seaton. I will be glad to. 

Senator Krerauver. Or send somebody up here to tell us about it. 
Thank you. 

Senator O’Manoney. The committee is now faced with a little prob- 
lem. This hearing today extended longer than we had anticipated, 
and I know that there are some questions which some members of 
the committee would still like to address to you, Mr. Secretary. 

But next week this room has been taken over by the Senate Subcom- 
mittee on Constitutional Rights. It will have the civil-rights bill 
before it. The reservation has been made. So, I am looking around 
now for another room in which our audience can assemble, and I 
am not in a position at the moment to announce precisely when. we 
will resume. I think it will be not later than Tuesday. 

Tomorrow we are receiving from the oil companies some material, 
written data, for which we issued subpenas. This will be given study 
by the committee and then we would like to hear the companies as 
soon as possible. 

But if it were convenient for you, Mr. Secretary, to come again early 
in the week so that we could conclude this examination 

Secretary Seaton. Well, Mr. Chairman, plans have been firm for 
quite some time that I should make a trip to the Territory of Hawaii 
in connection with official matters. 

Senator O’Manoney. How I would like to go. 

Secretary Szaton. In my own defense, if I may say so, Senator, 
I have just returned from Alaska in the winter. I did not set that 
up as an alibi for the trip to Hawaii, but it is considered necessary 
for me to go. 

Senator O’Manoney. When will you go? 

Secretary Szatron. I am supposed to leave on the 16th. I believe 
that is right. 

Senator O’Manonry. That is Saturday of this week. 

Secretary Seaton. Yes, sir. 

Senator O’Manonery. It may be that the progress that has been 
made this afternoon, with the agreement upon the part of yourself 
and Dr. Flemming to submit legal questions that were raised this 
afternoon with the Attorney General, may make it unnecessary for 
us to call you until after you come back. 

Secretary Sratron. I would appreciate that very much. 

Senator O’Manoney. I want to make it as easy for you as is possible, 


and for all others, of course, but particularly for Cabinet members. 
90507—57—pt. 1-40 
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The head of the Antitrust Division is now back from his visit to 
Europe, and we could get him in. 

In view of your commitment to go to Hawaii, I am not going to 
raise any question at all about you at the present time. 

Secretary Seaton. Thank you. 

Senator O’Manonery. And I will give out some sort of a press state- 
ment tomorrow to indicate the names of the next witnesses and the 
dates when we can hold the hearing and the room in which it will 
be held. 

How is your time, Dr. Flemming ? 

Mr. Fiemmine. At your service, Mr. Chairman. 

Senator O’Manonery. Thank you very much. 

Mr. Fiemmine. I will be glad to come whenever you would like to 
have me. 

Senator O’Manoney. We will keep in touch with you. 

Mr. Fiemmine. O. K. 

Senator O’Manonry. The committee will stand in recess at the call 
of the Chair. 

(The chairman requested that the following letter of transmittal 
be made a part of the record at this point :) 


FEesrvuaky, 14, 1957, 
Hon. JoOsePH C. O’MAHONEY, 
Chairman, Public Lands Subcommittee and Antitrust and Monopoly Sub- 
committee, United States Senate, Washington, D. C. 


DeEAR SENATOR O’MAHONEY: The enclosed resolution has been received from 
the city council of the city and county of Denver, Colo. As it deals with the 
rising price of gasoline and related matters, I would appreciate it very much 
if you would have it made a part of the hearings record. 

With kindest regards, I am, 

Sincerely yours, 
GORDON ALLOTT, 
. 3 : United States Senate. 

» The resolution is printed on p. 536.) 

(Whereupon, at 5:45 p. m., the committee recessed to reconvene at 
the call of the Chair.) 

(Material referred to by Secretary Seaton during his testimony is 
as follows :) 

ExuHreiT 1 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D.C., July 31, 1956. 
Hon. Frep A. SEATON, 
Secretary of the Interior, 
Washington, D. C. 


Dear Mr. SECRETARY: This letter has reference to the possibility that there 
may arise in the immediate future any of the three following contingencies 
relating to the availability of petroleum supplies affecting the defense mobiliza- 
tion interests or programs of the United States: 

1. Loss or stoppage of the Levant pipelines. 

2. Stoppage of the Suez Canal. 

3. Loss of both 1 and 2 above. 

As you know, a committee has been established under the voluntary agreement 
relating to foreign petroleum supply, as amended, to advise the Government 
of the United States on plans of action designed to prevent, eliminate, or alle- 
viate shortages of petroleum supplies in friendly foreign nations which threaten 
to affect adversely the defense mobilization interests or programs of the United 
States. 
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I have discussed the present situation and the above contingencies with the 
Secretary of State and the Under Secretary of State, and, as a result of these 
discussions, I believe that an emergency exists outside the United States which 
requires action in the form of the development of plans ¢esigned to prevent, 
eliminate, or alleviate shortages of petroleum supplies which threaten to affect 
adversely the defense mobilization interests or programs of the United States. 
Under the circumstances I feel that it would be appropriate for you to find 
that an emergercy exists and to submit to the committee a request for the 
preparation of plans of action to meet.such contingencies if they should arise. 

As you know, the voluntary agreement requires that the Attorney General 
be notified of any request to the committee to prepare a plan of action. On 
advice of counsel, I am of the opinion that such notification may be followed 
immediately by the request to the committee for the preparation of the plans. 
If you have doubt as to the regularity of this procedure, I recommend that in 
the interest of prompt action the Attorney General be requested to waive his 
right to any earlier notification. 

If I can be of any assistance to you in this matter, please so advise me. I 
should appreciate being informed of its progress. 

Sincerely yours, 
ArtTHour 8. FLEMMING, Director. 





EXHIBIT 2 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., August 1, 1956. 
Hon. ARTHUR 8S. FLEMMING, 
Director, Office of Defense Mobilization. 


My Dear Mr. FtemMmMtinec: I have your letter of July 31 advising me that you 
believe an emergency exists outside the United States which may seriously 
affect the availability of petroleum supplies to the free world and affect the 
defense mobilization interests or programs of the United States. 

This situation has arisen in the Middle East. It may seriously affect the 
flow of petroleum and its products. Any serious interruption in this flow would 
have an immediate effect on the free nations of Western Europe, and extensive 
measures would have to be taken to provide alternate supplies from other 
sources, mostly from the Western Hemisphere. 

In view of the situation, I have determined that a threatened emergency exists 
outside the United States which requires an immediate plan or plans of action 
designéd to prevent, eliminate, or alleviate a shortage of petroleum supplies 
which would threaten to adversely affect the defense mobilization interests or 
programs of the United States. As Administrator under the voluntary agree- 
ment relating to foreign petroleum supply, as amended, dated May 8, 1956, I 
will request the foreign petroleum supply committee to prepare and submit 
in writing to me as Administrator a plan or plans of action for the solution 
of the supply problems mentioned above to become promptly effective when 
the emergency materializes. 

By copy of this letter, I am informing the Attorney General of the situation 
and notifying him of my intention to request the foreign petroleum supply 
committee to prepare and submit such required plan or plans of action. When I 
have reviewed or modified and approved the proposed plan or plans, I will submit 
the plan te you as Director of the Office of Defense Mobilization in order that 
you may submit it to the Attorney General for approval amd to the Chairman of 
the Federal Trade Commission. 

In view of the criticality of the situation, I propose to make the request to 
the committee early next week. 

After completion of the proposed plan or plans of action, I intend to ask 
the foreign petroleum supply committee to prepare schedules of action to im- 
plement the plan and present such schedules to me for approval before any 
participant in the plan takes any action under such schedules. 

Sincerely yours, 
Frep A. SEATON, 
Secretary of the Interior. 
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ExHIsitT 3 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
, Washington 25, D. C., August 10, 1956. 
Hon, Hersert BRowNELL, Jr., 
Attorney General of the United States, 
Washington 25, D. C. 


Deak Mr Arrorney GENERAL: The Acting Secretary of the Interior has 
requested approval of the enclosed plan of action entitled “Plan of action under 
voluntary agreement relating to foreign petroleum supply,” dated August 10, 
1956, which has been prepared and submitted in accordance with the provisions 
of section 6 of the subject voluntary agreement. I agree with the Acting Sec- 
retary that the proposed plan of action is extremely important to the national 
defense under present circumstances and concur in his analysis of the defense 
considerations outlined in the attached copy of his letter to me of this date. 

Pursuant to section 708 of the Defense Production Act of 1950, as amended, 
I am asking you to approve the enclosed request to participate in the plan 
of action and to consider this letter as consultation with respect thereto. It 
is urgent that this matter be handled as expeditiously as possible and I trust 
that you will call on me immediately if any additional consultation is required. 

Sincerely yours, 
ARTHUR S. FLEMMING, Director. 


Exnutsir 4 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 10, 1956. 
Hon. ArgTueur 8. FLEMMING, 
Director,Office of Defense Mobitization. 

My Dear Mr. FLEMMING: You are fully aware of the crisis which has developed 
in the Middle East with respect to the Suez Canal. In view of this crisis which 
threatens serious interruption in the flow of petroleum in and from the Middle 
East, the Secretary of the Interior determined that a threatened emergency exists 
outside the Unted States which required immediate preparation of a plan of 
action under the voluntary agreement relating to foreign petroleum supply, as 
amended, dated May 8, 1956. 

As administrator under the voluntary agreement, the Secretary of the Interior 
requested the Foreign Petroleum Supply Committee to prepare and submit for 
use of Government a plan of action for prompt solution of the supply problems 
which would be inevitable if there were serious interruption in the flow of 
petroleum from or through the Middle East. In response to this request, on 
August 7, 1956, the Foreign Petroleum Supply Committee prepared and sub- 
mitted a plan of action designed to prevent, eliminate, or alleviate any shortage 
in petroleum supplies which would threaten to adversely affect the defense mobil- 
ization interests or programs of the United States. This plan has been reviewed 
and modified, and I am now submitting it to you. 

I request your approval of the plan of action which is enclosed. I request 
further that in accordance with the provisions of section 708 of the Defense 
Production Act of 1950, as amended, you consult with the Attorney General and 
the chairman of the Federal Trade Commission with respect to the plan of action 
and that you obtain the Attorney General’s approval of a request to the companies 
which it is contemplated will participate in the plan of action inviting them to 
participate in this plan of action and in the Middle East Emergency Committee 
provided for therein. A list of the companies is enclosed. 

To assist the Attorney General in his consideration of this plan of action, it 
would be well to call to his attention the following facts: 

There are present tanker movements of petroleum through the Suez Canal of 
approximately 1,500,000 barrels per day. The two pipeline systems delivering oil 
from the Iraq fields and the fields of Saudi Arabia to the eastern Mediterranean 
are transporting over 800,000 barrels per day. Of this total of 2,300,000 barrels 
per day, about 300,000 barrels per day are moved by tankers to the East Coast of 
the United States and approximately 2 million barrels per day go to refineries 
on the Mediterranean or to refineries in various countries in Western Europe. 
This constitutes a major portion of the petroleum supplies of Western Europe, 
including European country members of the North Atlantic Treaty Organization. 
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The economy of every country of the free world is now largely dependent upon 
an adequate supply of petroleum and its products. Any serious interruption in 
these supplies would be critical. 

If the Suez Canal movements are interfered with, prompt action would be 
necessary immediately to divert tankers now moving through the canal. There 
are insufficient tankers in the free world fleet today to move 1,500,000 barrels 
per day around the Cape of Good Hope. Therefore, the tankers available would 
have to be promptly transferred to shorter runs in order to maximize the deliver- 
ability of petroleum and its products from other sources. This would mean a 
shift in tanker movements from the Suez Canal trade to the gulf coast of the 
United States and other petroleum supply points in the Caribbean. Crude oil 
imports to the east coast of the United States from the Middle East would be cut 
off, immediately requiring the addition of tankers to he present United States 
gulf coast to Atlantic seaboard service. 

Crude oil production in the United States and in the producing countries of 
the Caribbean, principally Venezuela, would have to be greatly increased not only 
to supply additional crude oil for Europe but to offset the curtailment of imports 
from the Middle East. 

Interruption of the flow of oil through the pipelines to the Mediterranean 
would have a somewhat less impact unless it coincided with the stoppage of the 
Suez Canal. If both the canal and the pipeline movements were stopped, the 
result would be catastrophic. 

Under the plan of action, the Middle Bast Emergency Committee would be 
required to prepare a series of schedules, as set out under section 7 of the plan, 
under which companies might cooperatively take the necessary steps to prevent, 
eliminate, or alleviate the petroleum shortages which would result from the 
interruption in Middle East petroleum movements. The actual stoppage may 
come at any time. The preparation of schedules, however, is dependent upon 
the ability of the Middle East Emergency Committee to collect, analyze,: discuss 
pertinent information on worldwide petroleum operations. It takes time to 
collect the information and to prepare proposed schedules. It is, therefore, 
imperative that the proposed plan be promptly approved and placed in operation. 

Sincerely yours, 
CLARENCE A. DAVIS, 
Acting Secretary of the Interior. 


COMPANIES CONTEMPLATED TO PARTICIPATE IN PLAN OF ACTION 


Arabian American Oil Co., 505 Park Avenue, New York, N. Y. 

Caltex Oil Products Co., 380 Madison Avenue, New York, N. Y. 

Cities Service Co., 60 Wall Tower, New York, N. Y. 

Creole Petroleum Corp., 350 Fifth Avenue, New York, N. Y. 

Getty Oil Co., 1060 Terminal Subway Building, Los Angeles, Calif. 

Gulf Oil Corp., Gulf Building, Pittsburgh, Pa. 

Sinclair Oil Corp., 600 Fifth Avenue, New York, N. Y. 

Socony Mobil Oil Co., Inc., 26 Broadway, New York, N. Y. 

Standard Oil Company of California, 225.Bush Street, San Francisco, Calif. 
Standard Oil Co. (New Jersey), 30 Rockefeller Plaza, New York, N. Y. 
Standard1 Vacuum Oil Co., 1000 Westchester Avenue, White Plains, N. Y. 
The Texas Co., 135 East 42d Street, New York, N. Y. 

Venezuela Petroleum Co., 600 Fifth Avenue, New York, N. Y. 


Exnisit 5 


AveustT 10, 1956. 
Hon. ARTHUR 8. FLEMMING, 


Director, Office of Defense Mobilization, 
Washington, D. C. 


My Dear Dr. FLemMine: This acknowledges your letter of August 10, 1956, 
enclosing a plan of action also dated August 10, 1956, under the voluntary agree- 
ment relating to foreign petroleum supply, together with a request to present 
members of the Foreign Petroleum Supply Committee to participate therein, 
for which you request my approval under section 708 of the Defense Production 
Act of 1950, as amended. 

Attached to your letter is a letter of even date from the Acting Secretary of 
the Interior in which he emphasizes the urgent defense considerations which 
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make this plan of action necessary. You concur in this opinion and attach your 
finding that action taken in response to the proposed request is in the public 
interest as contributing to the national defense. The provisions of the plan 
have been fully discussed by representatives of your office, the Department of 
the Interior, and this Department and certain changes have been incorporated 
therein at our suggestion. As required by the 1955 amendments to section 708, 
after due consideration of the plan and consultations with other interested 
agencies, I have concluded that the benefits to the national defense outweigh its 
possible adverse effects upon the competitive free-enterprise system. 

I hereby approve the letter you propose to send to the participants in this 
voluntary agreement requesting their participation in this plan of action. I 
understand that you will furnish me with a list of the names of the companies 
accepting this request and will keep me advised of any additions to or deletions 
from this list. 

Sincerely yours, 
——- -——, Attorney General. 


Exureir 6 


PLAN oF ACTION UNDER VOLUNTARY AGREEMENT RELATING TO ForrEIGN PerRoLeuM 
Suppty—Aveust 10, 1956 


This is a plan of action submitted pursuant to section 6 of the Voluntary 
Agreement Relating to Foreign Petroleum Supply, as amended May 8, 1956, here- 
inafter called the voluntary agreement. It has been duly recommended to, and 
approved by, the Administrator and has been submitted to the appropriate 
Government agencies; all pursuant to section 708 of the Defense Production Act 
of 1950, as amended, and the voluntary agreement. 


1. Need for plan of action 


The defense and security programs of the United States and others of the 
United Nations have accelerated essential demands for petroleum. There may 
arise in the immediate future interference with the normal movements of 
petroleum adversely affecting the defense mobilization interests or programs 
of the United States and caused by loss or stoppage, in whole or in part and for 
whatever cause, of transportation through any pipeline system delivering pe- 
troleum to the eastern Mediterranean or through the Snez Canal or ‘both. 

In view of the foregoing, the Administrator has determined that an emergency 
exists outside the United States which requires the development of a plan of 
action pursuant to the voluntary agreement. It is believed that a committee 
composed of the American oil companies engaged in foreign petroleum operations 
can aid materially in meeting such problems as may arise because of the fore- 
going by considering such problems and making recommendations for action to 
be taken which will either compensate for or alleviate shortages which might 
otherwise arise. 


2. What this plan does 


This plan of action’s prime goal is to help formulate and carry out measures 
to meet petroleum shortages and dislocations in the event of any substantial 
Middle East petroleum transport stoppage. To most rapidly fulfill this function, 
should such stoppage occur, immediate planning is needed. To carry out this 
task, the plan authorizes creation now of a Middle East Emergency Committee, 
composed of certain American petroleum companies engaged in foreign petroleum 
operations. This Committee, upon written request of the administrator or 
director (a copy of which request shall be furnished the Attorney General at least 
72 hours before sent to the Committee) shall: 

(a) Make surveys and investigations of and obtain, analyze, and keep current 
pertinent information and data with respect to foreign petroleum operations. 

(b) Estimate the petroleum requirements (product by product) of each for- 
eign country or area to be supplied and the supplies available therefor and 
prepare and submit recommended schedules to the administrator for each such 
foreign country or area. 

(c) Make recommendations with respect to stocks of petroleum to be main- 
tained in friendly foreign nations, with primary consideration for the mainte- 
nance of adequate stocks of petroleum for military use. 

(d@) Make such other investigations, surveys and recommendations as may be 
requested by the director to fulfill the purpose of this plan. 
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If the administrator finds a substantial Middle East petroleum transport 
stoppage, this plan also authorizes cooperative action in foreign petroleum 
operations by some or all of the participants herein, and by such other persons 
engaged in foreign petroleum operations as are designated by the administrator, 
in schedules issued hereunder, as follows: 

(e) In order to assure the maximum transportation and distribution of crude 
oil and refined products to or from the countries and areas specified in section 8 
hereof, the participants herein may arrange, between and among themselves 
and with such other persons engaged in foreign petroleum operations as are 
designated by the administrator, in schedules issued hereunder, for the most 
efficient use, witheut regard to ownership, of terminal and storage facilities 
and tankers, pipeline capacities and other transportation facilities so as to 
minimize duplications, multiple loadings and discharging, split cargoes, long 
hauling, cross hauling and back hauling, and idle time in port. The details of 
the arrangements authorized by and made pursuant to this subparagraph shall 
be specified in schedules to be prepared, approved and issued from time to time 
pursuant to the provisions of section 7 of this plan. 

(f) Arrangements among the participants herein for the purchase, loan, sale, 
or exchange for distribution in, to or from foreign countries or areas, of crude 
oil, petroleum products and blending agents by and among themselves and such 
other persons engaged in foreign petroleum operations as are designated by the 
administrator in schedules issued hereunder, to the end that there shall be a 
maximum distribution of crude oil and refined products required in areas 
affected by the emergency above described. The details of the specific purchases, 
loans, sales or exchanges authorized by and made pursuant to this subparagraph 
shall be set forth in schedules to be prepared, approved and issued from time 
to time pursuant to section 7 of this plan. 

(g) Alterations in the rate of production of crude oil and the manufacture of 
refined petroleum products in such foreign areas as may be appropriate with the 
purpose of alleviating the emergency above described. Such alterations may 
be accomplished by any one or more appropriate methods including the follow- 
ing: increasing or decreasing drilling for or production of oil, transportation 
facilities, crude through-put facilities, adjustments in the through-put quality 
specifications or yields or conversion of equipment now installed from the man- 
ufacture of any one particular petroleum product to the manufacture of another 
petroleum product, the processing of selected crudes or the exchange of com- 
ponents between various refineries, processing agreements er exchange of re- 
finery capacity. The specific details of such alterations and particular operations 
pursuant to this plan of action by any one or more of the participants herein, 
acting either as principal or through a person named on a schedule to be issued 
hereunder, shall be set forth from time to time in schedules to be prepared, 
approved and issued pursuant to section 7 of this plan. 


$. Formation of committees 


(a) A Middle East Emergency Committee (referred to throughout this plan 
of action as the “Committee”) shall be appointed by the administrator. ‘At this 
time its sole functions shall be to investigate problems arising by reason of the 
considerations set forth in section 1 and to make recommendations. In the 
event the administrator finds a substantial Middle East petroleum transport 
stoppage, the Committee shall then be authorized to take, that additional, co- 
operative action described in subsections (e), (f), and (g) of section 2, ._The 
Committee members shall be those American petroleum companies engaged in 
foreign petroleum operations which. are participants in this plan of action. Each 
member shall have one representative sitting on the Committee and an alternate 
to sit in his absence or disability. Each representative of each member of the 
Committee shall be a senior official of the participating company he represents. 

(b) The administrator may appoint from the Committee membership an 
executive committee which shall perform all duties and functions of the Com- 
mittee when the latter is not in session, and may, from time to time, alter the 
membership thereof. Individuals appointed to serve on the executive committee 
shall be chosen by the administrator from among those individuals who are 
representatives or alternates of the members of the Committee. 

(c) The administrator may appoint subcommittees from the members of the 
Committee to assist the Committee in performing its duties and functions, and 
may, from time to time, alter the membership thereof. Representatives on sub- 


committees need not be the same individuals representing members on the 
Committee. 
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(d) The administrator shall designate, from the representatives of members 
and their alternates, the individuals who are to serve as chairmen of the 
Committee, the executive committee thereof and any subcommittee appointed 
pursuant to this plan of action. 

(e) Meetings of the Committee, the executive committee and all subcommittees 
shall be held upon the call of the administrator or director. Such calls shall 
designate the place of the meeting and shall be by letter or by telegram or 
telephone confirmed by letter. Meetings of subcommittees shall be held at such 
times as the administrator shall designate in the written notices of appointment 
of such subcommittees or upon the call of the director. 

(f) The agenda for meetings of all committees and subcommittees shall be 
initiated and formulated in advance of the meeting, and furnished in advance 
to the Attorney General, by the administrator or the director. With the consent 
of a representative of the administrator present at the meeting, matters may be 
added to such agenda by the chairman of such committees. 

(g) The Committee maintain such office and staff and appoint such persons 
as may be requisite to discharge the duties and functions conferred upon them 
pursuant to this plan of action. Operating expenses of the Committee and sub- 
committees shall be met from a fund to which voluntary contributions may be 
made by persons participating in this plan of action and such funds may be 
solicited by the Committee. 

(hk) All meetings of committees and subcommittees shall be attended by a 
full-time salaried Government employee who acts as a representative of the 
administrator. In addition, such meetings shall be open to any member of the 
Committee or any subcommittee, to representatives of any Government agency, 
and to any other individual designated by the director. Full and complete 
minutes of all meetings shall be kept and copies thereof, certified by him to be 
a full, complete, and accurate account of such meeting shall be sent to the 
administrator and made available to the Attorney General. Also to be made 
available to the Attorney General upon his request are all records, data gathered, 
and recommendations made by the Committee or any subcommittee. Finally, 
the Government representative, in his sole judgment, shall determine whether 
any question, topic, or discussion falls within the agenda set by terms of section 
3 (f) and limit discussions to the agenda. 


4. Coordination and cooperation 


In carrying out the provisions of this plan of action, the Committee, the sub- 
committees, and all participants shall endeavor to coordinate their activities 
with, and shall cooperate with such agencies, committees and other persons as 
may be designated in writing by the administrator or the director. 


5. Collection of information 


In carrying out its duties and functions, the committee and each subcommittee 
may, with the prior consent of the Government representative, direct such 
inquiries to, and request and obtain information from, persons engaged in foreign 
petroleum operations as may be neceSsary or appropriate. Such information, 
however, shall, so far as the administrator deems feasible, be collected under 
sn ae of the voluntary agreement for foreign petroleum supply,as amended 

y 8, 1956. 


6. Committee representation 


Any individual appointed to represent a member on the committee or any sub- 
committee, either as representative or alternate, shall, prior to acting thereon, 
advise the Administrator in writing either by letter or telegram of his accept- 
ance of such appointment. Such written acceptance shall be directed to the 
Administrator in the following form and shall obligate the individual as stated: 

“Dear Sire: I hereby agree to become a representative of (here insert name 
of company), a participant in the plan of action pursuant to the voluntary agree- 
ment relating to foreign petroleum supply, as amended May 8, 1956, and accept 
appointment as such representative on (here state name of committee or sub- 
committee) created pursuant to said plan of action. 

“T hereby agree.to use my best efforts to discharge the duties and functions 
incident to such representation adequately and expeditiously and in accordance 
with my individyal experience and judgment. 

“Sincerely, 


(Signature).” 
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7. Implementing schedules 


(a) This plan of action will be implemented by schedules setting forth in 
detail the operating procedures or actions which are to be taken hereunder. 
Schedules prepared by a subcommittee and recommended by the unanimous vote 
taken at a meeting thereof shall, after approval by the committee, be forwarded 
directly to the Administrator and a copy thereof furnished to the Attorney 
General. 

(b) All schedules authorized to be prepared and submitted pursuant to this 
plan of action shall, after such modification or revision, if any, as the Adminis- 
trator shall determine to be necessary, be issued by the Administrator, and no 
such schedules shall become effective until so issued. Upon issuance of any 
such schedule, copies thereof shall be forwarded to the committee and the appro- 
priate subcommittees and to all participants named therein and all participants 
who may be affected by such schedules (acting directly as principal or indirectly 
by agent, affiliate, or otherwise) shall carry it into effecting according to its 
terms, conditions, and intent. The Administrator may reject any schedule pre- 
pared and submitted to him and may, at any time, if in his judgment such 
action is necessary, terminate, modify, or cancel, in whole or in part, any schedule 
which he has issued. 

(c) Any participant affected by any schedule issued in accordance with the 
foregoing who considers that compliance therewith will work an exceptional 
and unreasonable hardship upon him may request the Administrator to review 
such schedule. Such request shall be in writing and shall set forth the perti- 
nent facts and the reasons why he considers himself entitled to relief, and the 
Administrator shall act promptly upon such request and render a decision thereon 
within a period of 15 days. 

(d) In cases of need for alterations in any schedule referred to in this plan 
of action which arise subsequent to the issuance thereof, the Administrator, if 
he deems such action necessary, may make specific changes in or modifications 
of any such schedule. Such changes or modifications shall be in writing and 
copies thereof shall be forwarded to the committee, any appropriate subcom- 
mittee, and to all participants affected thereby. 


8. Areas of operation 


The principal foreign areas directly affected by the emergency include United 
Kingdom, France, West Germany, Austria, Norway, Sweden, Denmark, Belgium, 
Netherlands, Luxembourg, Hire, Yugoslavia, Turkey, Jordan, Syria, Lebanon, 
Greece, Italy, Switzerland, Spain, Portugal, Africa, Aden, Iraq, Iran, Sandi 
Arabia, Kuwait, Zatar, Israel, India, Pakistan, Japan, Indonesia, Ceylon, South 
Korea, South Vietnam, Cambodia, Laos, Philippines, Formosa, Latin America, 
West Indies, Thailand, Burma, Malaya, Canada, Australia, and New Zealand. 
To overcome shortages of the magnitude involved, it will be necessary to make 
numerous alterations and adjustments in foreign petroleum operations, with 
assistance to one area necessarily involving adjustments in other areas, including 
not only the directly affected areas specified above but also remotely distant 
areas, including the Western Hemisphere. 


9. Companies participating in plan 
The companies which, it is contemplated, will participate in this plan of action 


are listed in exhibit A attached hereto and made a part hereof. Additional 


companies may participate when so requested by the appropriate Government 
officials. 


10. Procedure for and effect of becoming a participant 


(a) After approval of this plan of action by the appropriate Government official 
as being in accordance with section 6 of the voluntary agreement and section 
708 of the Defense Production Act of 1950, as amended, and after requests for 
participation in it have been approved by the Attorney General and have been 
made of persons engaged in foreign petroleum operations by such Government 
official, such persons may become participants under the voluntary agreement 
and this plan of action by advising such Government official in writing of accept- 
ance of such requests. Such requests will be effective for the purpose of granting 
certain immunity from the antitrust laws and the Federal Trade Commission 
Act as provided in section 708 (b) of the Defense Production Act of 1950, as 
amended, only with respect to such persons as notify such Government official 
in writing that they will comply with stich request. 
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(b) This plan of action shall not be construed as directing or requiring any 
participant to take any action to carry into effect any schedule which would 
conflict with any applicable law or regulation of any foreign country or area 
or with any obligation of such participant which existed on the date the director 


submitted to the Committee any request which results in the issuance of such 
schedules. 


11. Incorporation by reference 


(a) The provisions of the voluntary agreement are incorporated in this plan 
of action as if set forth fully. To the extent that this plan of action may be 
at variance with said voluntary agreement, the latter’s terms shall be deemed 
amended for the purpose of action taken under this plan of action. 

Limitations contained in section 11 of said voluntary agreement upon the 
disclosure or divulging of information or data to, or exchange of information 
or data between, members of the Committee or of subcommittees, or upon the 
circulation or discussion of country estimates, or upon consultation between 
the chairmen and their respective committees and subcommittees, are not to 
be construed to apply to information, data, or country estimates requested, 
furnished, derived, or prepared pursuant to this plan of action, provided, how- 
ever, that until the administrator finds a substantial Middle East petroleum 
transport stoppage, or until he determines, with the approval of the Attorney 
General, that the following limitations no longer serve the national interest, 
no one but the administrator or his Government representative may have access 
to any individual company estimates of its own future production and sales. 


And no such individual company future estimates shall be discussed by any 
committee or subcommittee. 


12. Effective date and duration 


This plan of action shall become effective upon the date of its approval by 
the Director, Office of Defense Mobilization. It shall cease to be effective at 
the termination of title VII of the Defense Production Act of 1950, as amended, 
unless the applicable time limitation now specified in said act is extended or 
otherwise changed by legislative action in a form which permits continuation 
of this plan of action. This plan of action may be terminated at any time as may 
be determined by the administrater upon notice by letter, telegram, or publica- 
tion in the Federal Register. 


13. Withdrawal from plan of action 


Any participant may withdraw from this plan of action subject to the fulfill- 
ment of obligations incurred under this plan of action prior to the date such 
withdrawal becomes effective by giving not less than 30 days’ written notice 


to the administrator. 
EXxHIsit 7 


PRESENT COMMITTEE MEMBERS 


FOREIGN PETROLEUM SUPPLY COMMITTEE 


Arabian American Oil Co. Socony Mobil Oil Co., Inc. 

Caltex Oil Products Co. Standard Oil Company of California 
Creole Petroleum Corp. Standard Oil Co. (N. J.) 

Getty Oil Co. Standard-Vacuum Oil Co. 

Gulf Oil Co. Superior Oil Co. 

Gulf Oil Corp. The Texas Co. 

Sinclair Oil Corp. Venezuelan Petroleum Co. 


MIDDLE EAST EMERGENCY COMMITTEE 


American Independent Oil Co. Sinclair Oil Corp. 

Arabian American Oil Co. Socony Mobil Oil Co., Inc. 

Caltex Oil Products Co. Standard Oil Company of California 
Cities Service Co. Standard Oil Co. (N. J.) 

Creole Petroleum Corp. Standard-Vacuum Oil Co. 

The Frontier Refining Co. The Texas Co. 

Getty Oil Co. Tidewater Oil Co. 


Gulf Oil Corp. Venezuelan Petroleum Co. 
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Exursit 8 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., August 14, 1956. 
Hon. HERBERT BROWNELL, 
The Attorney General, 
Department of Justice, Washington 25, D. C. 


My Dear Mr. ATTORNEY GENERAL: There is enclosed a copy of a written request 
which I propose to make of the Middle East Emergency Committee pursuant to 
the plan of action, approved August 10, 1956, under the voluntary agreement 
relating to foreign petroleum supply, as amended May 8, 1956. I am furnishing 
you with a copy of this request pursuant to section 2 of the plan of action, 

Sincerely yours, 
Ferttrx BE. WorRMSER, 
Assistant Secretary of the Interior. 


UNItED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C. 
‘CHAIRMAN, 
Middle East Emergency Committee. 


Sm: Pursuant to section 2 of the plan of action approved August 10, 1956, 
under the voluntary agreement relating to foreign petroleum supply, as amended 
May 8, 1956, I make the following request of the Middle East Emergency 
Committee. 

The committee is requested immediately to initiate such surveys and investi- 
gations.and, obtain, analyze, and keep current such information and data as are 
necessary to forecast the effect upon the supply of petroleum to any of the 
countries mentioned in, or lying within any area mentioned in, section 8 of the 
plan of action, of the stoppage of transportation of petroleum through the Suez 
persis or through any pipeline delivering petroleum to the eastern Mediterranean 
or both. 

The committee is requested immediately to initiate such surveys and investiga- 
tions and obtain, analyze, and keep current such information and data as. are 
necessary to estimate the petroleum requirements (product by product) of each 
country mentioned in, or lying within any area mentioned in, section 8 of the 
plan of action which the committee determines will suffer a shortage of petroleum 
upon the happening of one or more of the contingencies mentioned in the pre- 
ceding paragraph of this request, and the committee is requested to prepare esti- 
mates of the petroleum requirements (product by product) of each such country. 

‘The committee is requested immediately to initiate such surveys and investiga- 
tions, and obtain, analyze, and keep current such information and data as are 
necessary to estimate the supplies of petroleum which would be available to meet 
the requirements for petroleum of any of the countries mentioned in, or lying 
within any area mentioned in, section 8 of the plan of action which the committee 
determines would suffer a shortage upon the happening of any or all of the 
contingencies mentioned above, and the committee is requested to prepare esti- 
mates of the availability of such supplies. 

The committee is requested to prepare and submit to the Administrator sched- 
ules for arrangements and alterations in foreign petroleum operations as pro- 
vided for in subsections (e), (f), and (g) of section 2 of the plan of action 
designed to alleviate shortages of petroleum in any country mentioned in, or 
lying within an area mentioned in, section 8 of the plan of action which may 
arise from the happening of one or all of the contingencies mentioned above. 

The committee is requested to make recommendations to the Administrator 
with respect to stocks of petroleum to be maintained in friendly foreign nations, 
with primary consideration for the maintenance of adequate stocks of petroleum 
for military use. 

Sincerely yours, 
Fev_tx E. WoRMSER, 
Assistant Secretary of the Interior. 








584 EMERGENCY OIL LIFT PROGRAM 


Exursir 9 


UNtrep States DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., August 14, 1956. 
Hon. Hersrrt BROWNELL, 


The Attorney General. 


My Dear Mr. BrowneE.L: The plan of action, approved August 10, 1956, under 
the voluntary agreement relating to foreign petroleum supply, as amended May 
8, 1956, provides, in section 11 thereof, that until the Administrator determines 
with the approval of the Attorney General, that the limitations set forth in that 
section no longer serve the national interest, no one but the Administrator or his 
Government representative may have access to any individual company esti- 
mates of its own future production or sales furnished in accordance with the 
plan of action and no such individual company’s future estimates may be dis- 
cussed by any committee or subcommittee appointed under the plan. 

Current events in the Middle East upon which you are fully advised threaten 
at any moment to interfere with the normal movements of petroleum to the det- 
riment of the defense mobilization interests or programs of the United States. 
Information received from the Department of State during a conference held on 
August 13 indicated that conditions had become even more critical than when the 
plan of action was first submitted for approval. 

The interruption of transportation set out in section 1 of the plan of action 
would have a serious impact upon all of the nations of the free world and par- 
ticularly upon those countries in the North Atlantic Treaty Organization. To 
minimize the impact of a transportation stoppage and to permit prompt measures 
to prevent, eliminate, or alleviate petroleum shortages which would arise, it is 
necessary that the Middle East Emergency Committee prepare for submittal to 
the Administrator the schedules provided for in section 7 of the plan of action. 

It is imperative that the committee and the subcommittees must have compre- 
hensive and current information, including individual company future estimates 
of its own production and sales, without which analyses and evaluation of the 
information would be incomplete. 

Accordingly, as Administrator of the voluntary agreement, I hereby determine 
that the limitations set forth in section 11 no longer serve the national interest. 
Your approval of this determination is requested. 

Sincerely yours, 
Feirx E. WorMSER, 
Assistant Secretary of the Interior. 


Exurstit 10 


Unitep States DEPARTMENT OF THE INTERIOR, Orn AND GAs DrviIsIon, 
Washington, D. C., August 20, 1956. 
Hon. HERBERT BROWNELL, 
The Attorney General, Department of Justice, 
Washington, D.C. 

My Dear Mr. ATTORNEY GENERAL: This will supplement Secretary Wormser’s 
letter of August 14, 1956, requesting your approval of his determination that 
the limitations set forth in section 11 of the plan of action approved August -10, 
1956, no longer serve the national interest, and my telephone calls of August 17 to 
your Department. 

Information received from the Department of State during a conference held 
on August 13 indicated that conditions had become even more critical than when 
the plan of action was first submitted for approval. Since that conference there 
has been a series of incidents in the Middle East which indicate a still further 
deterioration in general conditions and which can develop into an abrupt and 
serious interruption in the normal flow of petroleum from the Middle East to the 
Mediterranean. 

These incidents were: (1) A 24-hour strike by Arab workers on August 16, 
called as a protest against the London Suez Conference, which interrupted the 
flow of oil through the Iraq Petroleum Co.’s pipelines from Kirkuk to the Medi- 
terranean because striking employees abandoned their jobs at the pump stations 
in Syria; (2) on the same day, the Lebanese Finance Minister reiterated the 
decision of his Government to seize the Iraq Petroleum Co.’s installations in Leb- 
anon unless the company agrees to pay 60 million Lebanese pounds, assessed 
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under recent legislation provided for retroactive taxes, which the company con- 
tends is contrary to its concession agreement; and (3) the Lebanese Finance 
Minister set September 2 as a deadline for the Trans-Arabian Pipeline Co. to 
conclude new financial agreements with the Lebanese Government or be subjected 
to retroactive taxes upon transit income, both of which the company claims are 
in contravention of its concession. 

Latest dispatches from London indicate a divergence of opinion among the 
Western Powers upon a solution of the canal crisis. Assuming that agreement 
can be reached, there is no assurance that the Government of Egypt will accept 
the recommendations of the conference. in other words, to date the London Con- 
ference has produced nothing that can be considered to be an immediate allevia- 
tion of the tense and critical conditions prevailing in the Middle East. 

It is vitally important that the Middle East Emergency Committee proceed 
forthwith to collect the data and information outlined in the proposed request 
forwarded to you pursuant to section 2 of the plan of action. The data itself 
is useless unless it can be discussed freely by the committee and its subcommittees 
for the purpose of recommending schedules to be put into effect immediately if, 
as, and when a stoppage or an interruption occurs in the normal supply of pe- 
troleum to Europe. 

In view of the urgency of the situation, it is of the greatest national interest 
to have a plan of action ready to be put into effect at the moment an emergency 
eccurs as opposed to formulating a plan after the event has taken place. This 
cannot be accomplished without the approval requested in the Secretary’s letter 
of August 14. 


Sincerely yours, 
H, A. Stewart, Director. 


ExHrsIT 11 


OFFICE OF THE ATTORNEY GENERAL, 


Washington, D. C., August 20, 1956. 
Hon, Fetrx E. WorMSER, 


Assistant Secretary of the Interior, 
Department of the Interior, Washington, D. C. 


My Dear Mr. WorMSER: This acknowledges your letter of August 14, 1956, 
enclosing a copy of a written request, which you propose to make of the Middle 
East Emergency Committee pursuant to the plan of action, approved August 10, 
1956, under the Voluntary Agreement Relating to Foreign Petroleum Supply. 

In another letter of the same date you have made a determination, as Admin- 
istrator of this voluntary agreement, that the limitations set forth in section 11 
of the above-mentioned plan no longer serve the public interest. These limita- 
tions are: (1) That no one but the Administrator or his Government representa- 
tive may have access to any individual company estimates of its own future 
production and sales, and (2) that no such individual company future estimates 
shall be discussed by any committee or subcommittee. You request my approval 
of this determination. 

You state that current events in the Middle East threaten at any moment to 
interfere with the normal movements of petroleum to the detriment of the defense 
mobilization interests of the United States, and that it is imperative that the 
Middle East Emergency Committee have comprehensive information, including 
individual company future estimates of its own production and sales. In view 
of these representations, I approve your determination that the limitations of 
section 11 above set out no longer serve the national interest. 

Sincerely yours, 
HERBERT BROWNELL, Jr., 
Attorney General. 


EXHIBIT 12 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., November 30, 1956. 
Hon. ARTHUR S. FLEMMING, 


Director, Office of Defense Mobilization, 
Washington, D.C. 
DEAR Mr. FLEMMING: The letter you have written to the Secretary of the 
Interior concerning the interruption of petroleum transportation in the Middle 
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Hast and the resulting effects on the oil supplies for the nations of the free world 
points up the necessity for immediate implementation of the plan of action ap- 
proved August 10, 1956, under the Voluntary Agreement Relating to Foreign 
Petroleum Supply, as amended May 8, 1956. 

As Administrator under the plan of action, I have prepared a letter to Mr. §. P. 
Coleman, Chairman, Middle East Emergency Committee, a copy of which is 
enclosed. This letter makes the formal finding necessary under the plan of 
action to authorize the further operation of the Middle East Emergency Com- 
mittee. 

A meeting of the committee will be called within a few days to present a spe- 
cific request for the preparation and submittal of schedules designed to alleviate 
the petroleum shortages and dislocations which have resulted from the stoppage. 

Sincerely yours, 
Feitx E. WorMSER, 
Acting Secretary of the Interior. 





Exnursit 13 


Tue SecRETARY OF DEFENSE, 
Washington, November 30, 1956. 
The honorable the ATTORNEY GENERAL. 

Dear Mr. AttroRNEY GENERAL: On several occasions the Department of Defense 
has recommended to the Director, Office of Defense Mobilization, the continuation 
of the Voluntary Agreement Relating to Foreign Petroleum Supply. 

In view of the present situation in the Middle Bast and the resulting short- 
age of oil to the friendly foreign nations, the Department of Defense wishes to 
reiterate its interest in the continuation of this agreement and the activation 
of the plan of action which will permit the Middle East Emergency Committee 
to carry out the provisions of the plan. 

The defense programs of the United States and other friendly foreign nations 
have increased essential demands for petroleum products. 

The activation of the Middle East Emergency Committee, while concerned 
primarily with supply of oil to the foreign civil economy, nevertheless, is of 
major importance to our Armed Forces. The Middle East Emergency Committee 
can aid materially in meeting the problems arising from the Middle East crisis 
by considering and making recommendations for action to be taken which will 
either compensate for or alleviate shortages which are now in being. 

It is urged that consideration be given to the Department of Defense interest 
in this matter. My reason for this recommendation are expressed in more detail 
in a classified letter to the Director, Office of Defense Mobilization, which I am 
dispatching today. 

Sincerely yours, 
REUBEN B. ROBERTSON, Jr., Deputy. 


ExHrsit 14 


DEPARTMENT OF STATE, 
Washington, November 30, 1956. 
Hon. HERBERT BROWNELL, Jr., 
Attorney General. 


Dear Hers: We have been following closely in the Department of State the 
oil-supply problems which the closing of the Suez Canal and some pipelines in the 
Middle East have created. It has become increasingly evident that these prob- 
lems are of serious dimensions, particularly in Western Europe. 

Restrictions on the use of oil have already been introduced in many countries. 
These restrictions will shortly result in reduced industria! output and increas- 
ing unemployment. They necessitate curtailment of transport and they result 
in discomfort and inconvenience affecting large numbers of people. Accompany- 
ing these effects we find a rising tide of criticism of the United States, par- 
ticularly in Europe, which is based on a misunderstanding of Unitd States policy 
and the belief that we are withholding assistance which would prevent the oil 
shortages which are already being felt. 

Our relationships with Western Europe are of fundamental importance to us. 
Our NATO associations are basic to our security. Both are likely to be seriously 
undermined unless the economic effects of the oil shortages in Western Europe 
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are mitigated and we reestablish with our allies the confidence and close rela- 
tionship which has been characteristic in the past. 

It is our view, based on the foregoing considerations, that we should do our 
utmost to meet the oil shortages which are now being felt. It is clear, especially 
from the experience of the past 3 weeks, that unless the efforts of oil com- 
panies are coordinated they will not suffice to meet the problem. A coordinated 
effort by our oil companies, even though it cannot entirely overcome the short- 
age, will increase the amount of oil available in world markets, primarily be- 
cause of a better coordination of transport. 

It is our view that the plan of action which the Department of Interior has 
sent to you is the best way of dealing with the problem. I have therefore writ- 
ten to the Director of the Office of Defense Mobilization to ask that he request 
the Secretary of the Interior to have the plan put into effect. 

It seemed to me that you would wish to know this and that you would find 


our appraisal of the situation of interest in your own consideration of the 
matter. 


Sincerely, 
HERBERT Hoover, Jr., Acting Secretary. 


Exurert 15 


UNITED STATES DEPARTMENT OF THE INTERIOR, 

OFFICE OF THE SECRETARY, 
Washington 25, D. C., November 29, 1956. 
Hon. HERBERT BROWNELL, 

Attorney General, Washington, D. C. 


My Dear Mr. ATTORNEY GENERAL: In view of your responsibility under the 
Defense Production Act in reference to the plan of action dated August 10, 1956, 
and in light of recent developments in connection with the plan, I, as adminis- 
trator, am writing this letter to summarize and confirm information previously 
given you and your staff by representatives of this Department concerning the 
serious petroleum crisis which has resulted because of recent events in the 
Middle East. I wish also to reiterate the necessity for the plan of action as a 
mechanism to minimize to the maximum extent possible the disastrous effects 
of this crisis on the defense mobilization efforts of the free world, including the 
United States. 

Under normal petroleum operations, tanker movements of petroleum through 
the Suez Canal approximated 1,500,000 barrels per day. The pipeline systems 
delivering oil from Iraq and Saudi Arabia fields to the eastern Mediterranean 
transported, under normal conditions, in excess of 800,000 barrels per day. Of 
this total of 2,300,000 barrels, 300,000 barrels per day went by tanker to the 
United States and 2 million barrels per day to refineries throughout Western 
Europe and the Mediterranean area. The latter quantity constitutes over two- 
thirds of the requirements of Western European countries, most of which are 
members of the North Atlantic Treaty Organization of which the United States 
is also a member. 

The economy of practically every one of our free world allies east and west 
of Suez is largely dependent on an adequate supply of petroleum. It must be 
observed that any major curtailment of this supply will have an adverse effect 
on our own defense mobilization efforts. 

Such curtailment has occurred. Since early this month the Suez Canal has been 
closed completely to traffic of all kinds, including petroleum. The pipelines from 
Iraq to the eastern Mediterranean, with a capacity of more than 500,000 barrels 
per day, have been damaged or otherwise rendered inoperative. As a result 
of these developments, petroleum from the Persian Gulf to Europe and the United 
States must now be moved by tanker around the Cape of Good Hope or replaced 
with supplies from other sources, principally from the Western Hemisphere. 
There is not sufficient tanker tonnage under free-world control to move the re- 
quired quantities from the Persian Gulf nor sufficient supplies immediately 
available in the Western Hemisphere. 

The effect of the above-described developments is that, at this moment, Europe 
is short a minimum of 750,000 barrels per day of petroleum and other areas east 
and west of Suez are threatened with critical crippling shortages. 

To minimize the existing shortages as well as to prevent them from becom- 
ing progressively worse, steps must be taken to bring about the best utilization 
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possible of available tanker tonnage, to develop additional sources of supplies 
and increase availability of existing supplies, to utilize spare refining capacity, 
and such other methods of petroleum operations as may prove to be helpful in 
the circumstances. 

These remedial steps will require the utmost cooperation among the nations 
affected, suppliers of petroleum, and the companies involved in foreign petroleum 
operations. In this effort, it is incumbent upon the Government to use all of the 
resources at its command. The plan of action was devised so that the Govern- 
ment could call upon the American companies operating abroad, with their 
expert knowledge, facilities, and experience, for assistance in ameliorating the 
effects of such a transport stoppage as now exists. It is the considered judgment 
of this Department that action by these companies pursuant to programs formu- 
lated under the plan of action and approved by the administrator is absolutely 
essential if the present situation is to be dealt with adequately. 

If the amendments to the plan of action which we are presently proposing 
are approved, operation under the plan will proceed, substantially, as follows: 

Upon the basis of reliable information collected and evaluated as above de- 
scribed, the Committee, at the request of the Government, will recommend to the 
Government comprehensive programs of corrective actions which in the expert 
judgment of the Committee will accomplish to the maximum extent possible 
the prevention of the economic impairment or collapse of friendly foreign nations 
because of the lack of essential petroleum. These programs, if acceptable to the 
Government, will be approved by the administrator as provided in the plan. 
The individual actions or transactions implementing these approved compre- 
hensive programs will be reported to and kept under the constant scrutiny of 
the Government to assure compliance with the schedules and the plan of action 
and the achievement of the objective desired. 

I trust the above information will aid you in carrying out your statutory 
responsibilities. 

Sincerely yours, 
Fe.rx BE. WorMSEr, 
Secretary of the Interior. 


ExuHir 16 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, D. 0., November 30, 1956. 
Hon. HerBert BROWNELL, Jr., 
Attorney General of the United States, 
Washington 25, D.C. 


Deak Mr. ATTroRNEY GENERAL: This has reference to the plan of action of 
August 10, 1956, under which the Middle East Emergency Committee is prepar- 
ing to act to reduce the impact of petroleum shortages resulting from the block- 
ing of the Suez Canal and the stoppage of some of the Middle East pipelines. 
I understand and am sympathetic with your concern that the use of this plan 
for voluntary action by competing oil companies should be limited to occasions 
justified by the needs of the national defense. It is patently important that 
departures from national policy as expressed in the antitrust laws should be 
reduced to the practical minimum. 

You are thoroughly familiar with the world situation created by the shipping 
stoppage at Suez, and you have received from the Departments of State, Defense, 
and Interior statements of the particulars of that situation as it affects petro- 
leum distribution and the mobilization readiness of this country and its NATO 
allies. There is no need for me to repeat those statements of fact. 

I believe it is also clear that a substantial reduction in the impact of the 
current petroleum shortage can be acomplished by a prompt and effective 
eoordination of production, refining, and distribution activities in the major 
oil producing and consuming countries with emphasis upon the coordination of 
transportation facilities, particularly ocean-going tankers. The elimination of 
cross hauling by exchanges between companies will in itself be a major factor 
in relieving the situation. There is no question of the need for the coordina- 
tion, nor is there any question of its difficulty and complexity. There does 
remain the question of how it may best be accomplished. 

Virtually all areas of the free world are affected by the current petroleum 
transportation stoppage, and almost every major oil company, American and 
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foreign, will be called upon to adjust to it in one fashion or another. In Europe 
the OEEC will undertake to determine country-by-country requirements and to 
assist in the determination of eyuitable sharing by the European countries of 
the available supply. British, Dutch, and French oil companies, sitting together 
as the Oil Emergency London Advisory Committee, will coordinate their part of 
the production and distribution system. At the same time the actions of those 
American companies whose foreign operation are affected by the stoppage must 
be coordinated with each other and with the actions of the foreign companies 
represented on OELAC and related to the requirements information furnished 
by OEEC. These American companies make up the Middle East Emergency 
Committee and, as you know, their foreign operations are a major factor in free 
world supply. 

Under existing statutory authority this Government may allocate materials 
in the interest of national defense without the consent of the industrial con- 
cerns involved and it would, therefore, be theoretically possible for the Gov- 
ernment to direct the movement of all oil subject to American jurisdiction with- 
out involving the companies in any joint action having antitrust implications. 
Such a procedure would, however, have several deficiencies, any of which would 
make it ineffective in the relief of the existing stoppage. Notably, the shipments 
of American oil which must be coordinated are less than one-half of the total of 
such shipments so that similar authority would have to be exercised by a number 
of other governments in order to make a mandatory system effective. This 
would certainly require an international body to integrate the actions of the var- 
ious governments into a single scheme of distribution. Further, it would require 
the creation of advisory bodies made up of oil-company representatives who 
would themselves be required to work out an interchange of information adequate 
to the preparation of considered advice to their governments. Since the net 
effect of this would be the working out of tentative programs by industry for im- 
plementation by governmental authority, it might serve only to delay action by 
the addition of substantial administrative machinery, with the resultant orders 
conforming substantially if not precisely with the recommendations of the in- 
dustry representatives. It is not entirely clear that even such an arrangement 
would avoid infringement of the antitrust laws in the necessary process of 
information gathering. 

Granting that the material from which an improved distribution system must 
be made is in the hands of the companies operating the present system, the pro- 
cedure must be such as to involve industry cooperations. The existing plan. of 
action is reoted in such cooperation, but includes the review by Government of 
each program before it is implemented. This method of Government supervision 
is, I believe, fully as effective a bar to the misuse of the plan as any that could be 
devised, and yet it will not so hamper operations as to defeat the plan’s purpose. 

In summary it is my conclusion, after carefully reviewing, first the effect upon 
petroleum distribution which the Middle East situation has had, second, the effect 
this maldistribution will have upon the defense readiness of the free world and, 
finally, the practicable measures to which this Government might resort in order 
to relieve the shortage situation, that the plan of action of August 10, 1956, 
continues to be in the public interest as contributing to the national defense. I 
urge upon you that the benefits of the plan to the national defense clearly out- 
weigh any adverse effects which it may have upon the competitive free-enterprise 
system. 

I believe it was with an understanding of the implications which I have out- 
lined and on the basis of a conclusion in accord with the one above stated, that 
the President today instruced me to take the steps necessary for the Middle Hast 
Emergency Committee’s full activation. 

Sincerely yours, 


ARTHUR 8. FLEMMING, Director. 


Exureit 17 


DECEMBER 3, 1956, 
Hon. Artuur S. FLEMMING, 


Director, Office of Defense Mobilization, 
Eaecutive Office of the President, Washington, D. C. 

Dear Dr. FLEMMING: I have your letter dated November 30, 1956. There you 
request my approval under Defense Production Act, section 708, of certain amend- 
ments to the plan of action dated August 10, 1956, under the voluntary agree- 
ment relating to foreign petroleum supply. 

90507—57—pt. 1——41 








590 EMERGENCY OIL LIFT PROGRAM 


Accompanying your request is a letter dated November 29, 1956, from Acting 
Secretary of Interior Wormser to you, explaining that: 

“At the time the plan of action was promulgated, it was not possible to fore- 
cast the specific consequences and problems that would eventuate from a Middle 
East petroleum transport stoppage, because it was not known at that time 
eee the canal would be closed, the pipelines affected, or some combination 
of both.” 

As a result of developments since then, Acting Secretary Wormser’s letter 
goes on: 

“Transportation facilities are not sufficient to move the required quantities 
of petroleum from the Persian Gulf. There are not sufficient supplies presently 
available in the Western Hemisphere to meet the requirements, nor can any 
combination of transportation facilities and available supplies be developed 
which will offset the shortage caused by the stoppage. There is, therefore, created 
a shortage of petroleum, particularly in Western Europe but also in other areas, 
that gravely and adversely affects the vital interests of the United States.” 

For these reasons, his letter concludes : 

“In order to enable the Government to attain to the greatest extent possible 
its objectives in the light of recent developments. I believe that these amend- 
ments are essential. They will provide the necessary flexibility and freedom of 
action that are essential to this end.” 

Regarding these conclusions, you state : 

“T agree with the Acting Secretary that the proposed amendment is extremely 
important to the national defense under present circumstances, and concur in 
his analysis of the defense considerations.” 

Since receiving your request, and a copy of Interior’s letter to you, Acting 
Secretary Wormser has written directly to me. In that letter, he reiterates 
Interior’s view of the need for cooperative action and details, so far as 
feasible, what action will be requested. Ashe putit: 

“To minimize the existing shortages as well as to prevent them from becoming 
progressively worse, steps must be taken to bring about the best utilization pos- 
sible of available tanker tonnage, to develop additional sources of supplies and 
increase availability of existing supplies, to utilize spare refining capacity, and 
such other methods of petroleum operations as may prove to be helpful in the 
circumstances. 

“These remedial steps will require the utmost cooperation among the nations 
affected, suppliers of petroleum, and the companies involved in foreign petroleum 
operations. In this effort, it is incumbent upon the Government to use all of 
the resources at its command. The plan of action was devised so that the 
Government could call upon the American companies operating abroad, with 
their expert knowledge, facilities, and experience, for assistance in ameliorating 
the effects of such a transport stoppage as now exists.” 

Against this background, the Acting Secretary of Interior coneluded : 

“It is the considered judgment of this Department that action by these com- 
panies, pursuant to programs formulated under the plan of action and approved 
by the Administrator, is absolutely essential if the present situation is to be 
dealt with adequately.” 

Concurring with Interior’s conclusion, the Acting Secretary of State, by letter 
to me dated November 30, 1956, has stated: 

“It is clear, especially from the experience of the past 3 weeks, that unless 
the efforts of oil companies are coordinated they will not suffice to meet the 
problem. A coordinated effort by our oil companies, even though it cannot en- 
tirely overcome the shortage, will increase the amount of oil available in world 
markets, primarily because of a better coordination of transport.” 

Accordingly, he concludes: 

“Tt is our view that the plan of action which the Department of Interior has 
sent to you is the best way of dealing with the problem.” 

Finally, reiterating the security need for this amended plan, the Deputy Secre- 
tary of Defense by letter to me dated November 30, 1956, emphasizes that: 

“In view of the present situation in the Middle East and the resulting shortage 
of oil to the friendly foreign nations, the Department of Defense wishes to reiter- 
ate its interest in the continuation of this agreement and the activation of the 
plan of action which will permit the Middle East Emergency Committee to carry 
out the provisions of the plan.” 

Fle continues with the Department of Defense’s view that: 

“The activation of the Middle East Emergency Committee, while concerned 
primarily with supply of oil to the foreign civil economy, nevertheless is of major 
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importance to our Armed Forces. The Middle East Emergency Committee can 
aid materially in meeting the problems arising from the Middle Hast crisis by 
considering and making recommendations for action to be taken which will either 
compensate for or alleviate shortages which are now in being.” 

In sum, then, interested defense agencies have unanimously emphasized the 


importance to our national security of the amended plan. Its value to our de- 


fense, therefore, must stand undisputed. 
The provisions of the amended plan of action have been fully discussed by 


representatives of your office, the Department of Interior, the Department of 


State, counsel for the Middle East Emergency Committee, and this Department. 
As required by section 708 of the Defense Production Act, as amended, after care- 
fal consideration of the plan of action, as amended, and after consultation with 
the Federal Trade Commission and other interested agencies, I have concluded 
that the benefits to the national defense of the plan of action, as amended, out- 
weigh its possible adverse effects upon the competitive free enterprise system. 
1 hereby approve the letter which you propose to send to the participants in the 


present plan of action requesting their participation in the plan of action, as 
amended. 


Sincerely yours, 





, Attorney General. 
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EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 


TUESDAY, FEBRUARY 19, 1957 


Untrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MoNnopoty, 
OF THE COMMITTEE ON THE JUDICIARY, AND 
SuBcoMMITTEE ON Pusiic Lanps oF THE 
CoMMITTEE ON INTERIOR AND INsuLAR AFFAIRS, 
Washington, D. C. 

The subcommittees met, pursuant to recess, at 11:01 a. m., in room 
224, Senate Office Building, Senator Joseph C. O’Mahoney, presiding. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney (presiding), and Dirksen, of 
the Subcommittee on Antitrust and Monopoly of the Committee on 
the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands) and Carroll, of the Subcommittee on Public Lands of the 
Committee on Interior and Insular Affairs. 

Also present : Senator Wm. A. Blakley. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; Peter Chumbris, counsel for minority, Anti- 
trust; Carlile Bolton-Smith, counsel to Senator Wiley; Louis Rosen- 
man, attorney, Antitrust; Paul Banner, economist, Antitrust. 

Senator O’Manoney. The committee will come to order. 

Mr. McHugh, are you ready to proceed ? 


STATEMENT OF FELIX E. WORMSER, ASSISTANT SECRETARY OF 
THE INTERIOR; ACCOMPANIED BY HUGH A. STEWART, DIREC- 
TOR OF THE OFFICE OF OIL AND GAS, DEPARTMENT OF THE 
INTERIOR, AND EDWIN G. MOLINE, OFFICER IN CHARGE, ECO- 
NOMIC ORGANIZATION SECTION, OFFICE OF EUROPEAN RE- 
GIONAL AFFAIRS, DEPARTMENT OF STATE 


Mr. McHuau. Mr. Wormser, in your previous testimony before this 
committee you stated that “to the extent desired by the Government 
to enable participants under the plan of action to take part in pro- 
or actions requested by the foreign governments or agencies of 

oreign governments.” 

This was one of your explanations concerning the amendments 
which were made to the plan of action. You recall there were three 
specific amendments dealing with various aspects of the plan of action. 

The one which I have just referred to you explains the reason be- 
hind making certain changes in the plan of action. This would sug- 
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t that it was intended by this amendment that the participants in 

e plan of action would be enabled to enter into some kind of arrange- 
ments with foreign governments or agencies of foreign governments. 

Now I wonder if you will explain for the subcommittee exactly 
what type of arrangements were entered into in fact by any of the 
participants in MEKC, and just what the purpose was behind that 
amendment to the plan of action? 

Mr. Wormser. Mr. McHugh, I do not recall, nor do I have any 
knowledge of, any arrangement that these committee members have 
or may have had with foreign governments. 

Mr. Moline of the State Department may be able to contribute some- 
thing to that, because as far as the external activities are concerned, 
that is, relationship with the oil interests abroad, that is, companies 
or countries, we have left that, as you know, to the State Department. 
So I would suggest that you invite Mr. Moline to perhaps give you 
something on that if it will help you. 

Mr. McHven. I do not know that Mr. Moline is here, Senator. It 
might be that it will be appropriate to have him give us the benefit 
of his views, but before he does, | would suggest the Department of 
Interior participated in the amendments of December 3 to the original 
plan of action. In the course of your previous testimony, Mr. Worm- 
ser, you explained the purposes behind these amendments, which were 
submitted to the Director of ODM on November 29. So I assume you 
meant this amendment which would enable MEEC to enter into ar- 
rangements with foreign governments was submitted by the Interior 
Department. 

Mr. Wormser. Now that I am getting my bearings, Mr. McHugh, 
this was designed to facilitate coordination and cooperation with 
OEEC in order to consumate the objective of the whole program, that 
we could get as much oil as possible to Europe with the cooperation 
of the interests abroad, governmental and private, and our own do- 
mestic facilities here. 

Mr. MoHveu. It says “with foreign governments.” Under this 
amendment, was it contemplated that any of the companies comprising 
MEEC would enter into some kind of arrangement with any foreign 
governments ? 

Mr. Stewart. Would you like to have me answer that ? 

Mr. Wormser. I think I would refer that to Mr. Stewart, if you 
don’t mind. 

Mr. Srewart. Under the plan of action set up on August 10, there 
was no provision by which the participants in the plan of action could 
have anything to do with, or have any recognition of, the Organization 
for European Economic Cooperation, which is that intergovernment 
agency in Europe, which during September was set up in Europe 
as the agency which, in the event of an emergency, would allocate oil 
as between countries. 

Now the members of the Middle East Committee, the American oil 
companies supplying oil in Europe, were almost bound to answer to 
OEEC in one way or another and to cooperate with OEEC in advis- 
ing what supplies might be available. And it was considered desir- 
able to expand the organization by inclusion of this amendment. 

Mr. McHvueu. Before this amendment was adopted, would not 
MEEC have had authority to cooperate with OEEC in connection 
with the matters which you have just described ? 
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Mr. Srewarr. I do not think so; not on a collective basis. The indi- 
vidual companies might, but not on a collective basis. 
Mr. McHuan. So that the purpose of this amendment, then, was 


to permit MEEC, on a collective basis, to enter into arrangements 
with OEEC as such ? 


Mr. Srewart. That is right. 

Mr. McHven. And do c understand from this that it was not an- 
ticipated that any action would be taken by any individual participant 
country with any of the foreign governments which might be involved 
in the Middle Eastern situation? 

Mr. Stewart. The individual companies could carry on the same 
arrangements that they previously had had and traditionally had had 
with foreign g governments, but they could not, under the plan of action, 
sit down with the foreign governments and advise as a group, advise 
on problems, or as a group agree that they would channel supplies the 
way OEEC wanted them channeled. 

And it was considered necessary, therefore, to give them the right 
to sit in with OEEC and assist in the supplying of the information 
to OEEC and do it on a joint basis, not on an individual company 
basis. 

Mr. McHueu. For the purposes of furthering the objectives of the 
plan of action, could any of the participant companies in MEEC 
enter into arrangements with Middle Eastern governments individu- 
ally, separately, for the purpose of getting oil over there, making any 
arrangements concerning rer outing? 

Mr. Srewart. With any Middle Eastern government ? 

Mr. McHueu. Any Middle Eastern gover rument. 

The amendment to the plan would seem to be broad enough to per- 
mit participant companies in MEEC to enter into some types of ar- 
rangements with actual governments located in the Middle East to 
accomplish some of these purposes. 

Mr. Stewart. It might be so construed, but if so, that would be a 
legal question beyond my knowledge. And the amendment was not 
designed for that purpose at all. It was designed strictly for the 
activities which might be required in connection ‘with OEEC. 

Mr. McHueu. Is it true that since the amendment of December 3 3, 
which we are referring to, was adopted, there was no action ever 

taken by any of the MEEC members with Middle Eastern govern- 
ments to carrry out any of the objectives of this plan ? 

Mr. Srewarrt. I do not know of 

Senator Dirksen. Mr. McHugh, will you let me inquire, just for 
clarity—there was nothing here, of course, to intrude upon the opera- 
tions of these companies in their private capacities with respect to 
producing oil or taking oil out of there. I suppose that they went 
ahead with their operations, and if they could get oil, put it in tank- 

ers, shipped it around the cape. That, of course, they would continue 
to do notwithstanding. I would assume those ‘operations would go 
forward ¢ 

Mr. Wormser. That is my understanding. 

Mr. McHuew. What we are trying to learn, Mr. Wormser, is 
whether or not, in adopting this voluntary plan, have not you dele- 
gated to some of these private international oil companies authority 
to make decisions affecting the relations of the United States with 
other foreign governments? 
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Mr. Wormser. Mr. McHugh, that goes so deep into legal matters, 
I certainly do not feel myself competent to answer that. I would 
certainly refer that to our solicitor, or somebody who has greater 
knowledge than I have of the implications. 

Mr. McHveun. It seems to me this is a serious question to be devel- 
oped in connection with the significance and the extent of the plan of 
action which has been edonball and possibly this is a question which 
is best addressed to the representative of the State Department, who 
is here. I am wondering if perhaps we can obtain his views on this. 

Mr. Moline is present. 

Senator Dmxsen. In case Mr. Moline does not have the exact lan- 
guage before him, I presume Mr. McHugh is referring to subsection 
3 of the statement which was made, which reads, with respect to the 
plan of action: 

To the extent desired by the Government to enable participants under the 
plan of action to take part in programs or actions requested by the foreign 
governments or agencies of foreign governments. 

So it sems to me that was hedged very considerably, if that was 
carried out. 

Mr. Mottne. The purpose of the amendment was, as Mr. Stewart 
said, primarily to provide a means whereby the American companies 
could cooperate with OEEC, which was getting very actively into the 
field, particularly in November when we were not starting up our 
MEEC and when Europe felt they could not do any meaningful plan- 
ning without participation of our companies, who have such a large 
role in the marketing of oil in Europe. 

But the amendment is designed, not to permit cooperation with for- 
eign governments, but rather with agencies or organizations desig- 
nated by foreign governments, or agencies of foreign governments, and 
they furthermore must be designated by the Administrator. The only 
one I understand he has ever designated has been OEEC and its asso- 
ciated Oil Committee, OPEG. 

We in State certainly have never felt that by this amendment we 
were delegating to any oil company the right to carry on our foreign 
relations for this country, or to be instruments of the evolution of 
foreign policy. And it has been this limited designation that I men- 
tioned, of just the OEEC complex which I have described in previous 
testimony. 

Mr. McHvueu. Mr. Moline, in your opinion, would not some of the 
authority which MEEC members have in making certain decisions 
involve such questions as the decision as to what type of a cutback 
production possibly would have to be made in certain foreign countries, 
and does not that, in fact, go to the heart of much of the Department’s 
policy in the Middle East ? 

Mr. Mo ine. I would not agree with that, Mr. McHugh. Certainly 
the decisions about increasing and cutting back production are the kind 
of decisions they have to make all the time in their normal relations. 
I think if there should be a coordinated decision, that one country 
would be cut disproportionately to another, or there would be some 
conscious decision of that sort, and that there would be then a basis for 
concern. 

But I have seen no indication of that sort. As it appears to me apart 
from the enforced cutback in Iraq by virtue of the disruption of a line 
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with no alternative outlet, other than that, the reductions in produc- 
tion in the Middle East have been by and large of the same order of 
magnitude across the board. And we have not had, either any repre- 
sentations from governments, or any suggestions that there is any lack 
of understanding about the present position. 

Mr. McHueu. A decision to substantially increase production from 
the gulf to Western Europe would necessarily affect the question of 
how much and in what countries crude oil is to flow from the Middle 
East ? 

Mr. Moin. No; but I have never understood that this committee 
had any right to increase production from the gulf. It is not their 
decision to say 

Senator O’Manonry. May I interrupt? Whenever you say “this 
committee”—— 

Mr. Mottne. The MEEC. 

Senator O’Manoney. Please identify it. 

Mr. Morine. There are too many committees. 

Senator O’Manonry. I do not want anybody to think that the Anti- 
trust and Monopoly Subcommittee is doing any of these things. 

Mr. Motine. I quite understand. 

The Middle East Emergency Committee, as I understood it, was, 
under the approved schedules, only rerouting tankers to make the 
maximum use of them. But it does not involve decisions to increase 
production one place in order to cut back elsewhere, or even, as a con- 
sequence, to bring about that cutback. 

So this issue has just not risen in this particular exercise, at least 
so far as the State Department has been aware. 

Mr. McHvueu. Mr. Moline, I direct your attention to minutes of 
meeting No. 4 of the Middle East Emergency Committee of September 
19, 1956, in which, on page 7 this statement appears: 

The third problem mentioned by the chairman concerned the distribution of 
the shut-back in production among the Middle East countries that might be nec- 
essary if a Suez stoppage occurs. He pointed out that the increase of 750,000 
barrels a day of United States gulf-Caribbean crude availability that had been 
estimated by the committee as necessary to meet Europe’s requirements if Suez 
were not available, would mean a shut-back of production in the Persian Gulf 
countries in equal amount. He pointed out that this 750,000 barrels a day would 
represent a shut-back of approximately 20 to 25 percent of the total Middle 
Eastern production. 

Now again, on page 18, these minutes indicated that this, among 
other problems, was considered—this is the meeting of September 19, 
that is, minutes of meeting No. 4. 

On page 18 it states: 





Dr. Flemming stated that the Government agencies concerned would give 
immediate attention to two problems—the probable increase in tanker rates and 
crude prices and the distribution of shut-backs in Middle East production. He 
also stated that he hoped to have a Government position on these problems to 
present to the committee in the near future. 

Mr. Morine. We were never asked to make such a judgment or to 
study that problem, and no guidance was ever given to the com- 
mittee on this particular problem. 

In the first place, you see, out of your 750,000-barrel shut-back that 
you mentioned, you had 560 of it automatically applied against Iraq 
just by virtue of a lack of alternative outlets. 
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There was, too, in November a period of dislocation due to the diffi- 
culty of getting tankers back into the Persian Gulf. But since that 
time there have been more tankers arriving there, deliveries have been 
larger than anticipated, and the cutbacks, while there have been some, 
are relatively small. And so far as I can see—thought I do not work 
with these figures as closely as I did at one time, concentrating on 
Europe as I do—my understanding is that it has been pretty well an 
equitable reduction in terms of the production they had just prior to 
the Suez shutdown. 

Mr. McHvuen. Do I understand that what you say is that the State 
Department, our Government, has not advised MEEC or its members 
concerning what action is to be taken with reference te this matter ? 

Mr. Morine. That is correct. 

Mr. McHuen. The decision as to what type of a cutback would be 
necessitated over there is made by the member companies ? 

Mr. Morrne. That. would be right, on this basis of the same con- 
siderations individually that would govern their actions in any case. 

You get the kind of variations that you are speaking of from time 
to time for a variety of reasons. But the issue of a calculated decision 
as to how you would do it has never arisen so far as I know, either in 
the Government or in the committee. 

Senator Dirksen. Well, I think there is a little more to that answer, 
Mr. Moline. 

It looks to me like the inherent circumstances dictate what you do. 

Let’s take, for instance, the refinery at Khorramshar at Abadam on 
the gulf. You are probably familiar with it. 

Now if your tankers do not come up, your pipeline is shut off, and 
you cannot get through, you see. What do you do? You do not need 
any committee or government to say, “Why, turn the valve, there is no 
place for the oil to go.” 

That looks to me like just an ordinary problem. 

Now you are an oil man, Mr. Stewart, you probably have ideas 
about that. 

Mr. Srewart. Well, that is very true—— 

Senator Dirksen. Certainly that is what would appeal to me. I 
would go out and turn the valve and say, “Look, there is no place to 
put it.” 

Mr. Srewart. We had another incident, or another situation, 
arising in the Middle East where King Saud prohibited the shipment 
of oil by the pipeline from Saudi Arabia, to the Bahrein refinery on 
the island of Bahrein. 

That pipeline had been moving in the neighborhood of 200,000 
barrels a day, as I rememeber. He cut that off by Government order. 
And that was a cutoff, there was nothing the company, the Arabian- 
American Oil Co., could do about that. That was just something 
that was imposed on them. 

There were other cutbacks of a similar type and other restrictions 
in the Middle East that the companies had to bow to, but in which 
they had no decisions. And I think there is no such thing as a deci- 
sion on any sharing of a cutback or where the cutback will be. Each 
cutback depends strictly upon the outlet for the oil, whether it could 
be moved and where it could be moved to. 

Senator Dirxsen. I have only one other comment to make. That 
is a problem that would have arisen long before the Suez crisis. 
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Now the shutdown of the refinery at Haifa in northern Israel— 
I do not recall just when that was shut down. 

Mr. Morrnz. 1948. 

Senator Dmxsen. Yes, I think so. I believe when I was there last 
they were certainly not operating. 

Now there was an outflow of oil that was simply shutoff. So I do 
not know what you would do. I am no oil man, but I would just 
think, all right, you just do not take it out of the ground if there is 
no place to put it. 

Mr. McHueu. But Mr. Moline, if some type of a cutback in pro- 
duction had to be decided upon by the companies involved, would 
not that decision of necessity involve the question of United States 
policy with the countries that are concerned ? 

Mr. Mottne. No; I cannot see that it does any more than the cir- 
cumstances normally dictating increases or reductions in their pro- 
duction in the area. 

I had forgotten the Bahrein case, but that, plus the Iraq shutdown, 
in effect takes care of most of the cutback in Middle East production. 

You speak of 750,000 barrels, you totaled up 860,000 in those 2 
instances. 

Mr. McHveun. There are various references in these minutes, Mr. 
Moline, to the necessity of calling these matters to the attention of 
the United States Government, presumably for the reason that these 
are problems which the State Department has a vital interest in. I 
am trying to determine just what action, if any, the State Department 
took on these matters. 

Mr. Mourne. No, they were problems that might have arisen, but 
which, wnder the circumstances as they developed, never did arise 
to the point where they called for any decisions by the Department, or 
guidance to the committee. 

Mr. McHveu. For instance, in the meeting of September 17, 1956, 
in connection with this question of reducing production in Middle 
Eastern countries, it was stated that after discussion there it was the 
concensus of the committee that the problem should be brought. to the 
attention of Government agencies, and particularly of the State De- 
partment, since any system of distributing that reduction would re- 
quire agreement between the United States Government and govern- 
ments of the various Middle East countries concerned. 

Mr. Morine. Yes. It never was brought from the committee to the 
State Department, and we never supphed any guidance to the com- 
mittee on this point. 

Mr. McHveu. I understand from this that the decisions with ref- 
erence to these matters were made by the companies involved ? 

Mr. Motine. No, that the decisions were forced on them in the two 
major cases in that in Iraq nothing could be done about it since there 
was not an outlet for over three-quarters of Iraq’s oil, and in the 
other major instance, which Mr. Stewart reminded me of, 200,000 
was cut off by virtue of a decree of the Government of Arabia that oil 
should not be supplied to Bahrein. 

Alternative measures then had to be set in train, of course, so that 
Bahrein, to a certain degree, was covered by oil from Iran. That 
factor necessitated keeping up exports from Iran, 

And as it turns out now, as I say, the little bit of additional reduc- 
tion, if there is any, and I am not sure of the recent figures, has not 
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borne so on these people in the area that they have led to any protest 
to us or any suggestion that there is a problem here. 

Senator Dirksen. More particularly, Mr. Moline, that pipeline 
from Kirkuk to Tripoli, crossing the Syrian Desert and across Leb- 
anon, was blown on the 5th of November, as I recall. 

Mr. Moutne. Yes. 

Senator Dirksen. Now that shut it off. All right, I would like 
to know what would be done under these circumstances. Who would 
act? Somebody would have to act if you did not have a pipeline, and 
you haven’t got one yet, as a matter of fact. 

Mr. Mottne. Yes, that was the biggest single piece of Middle East 
production that went out, and of the seven-hundred-some-odd-thou- 
sand, there is—— 

Senator Dirxsen. Well, now, the valves on the pipeline had to be 
closed at some place between the source of production and the place 
where it was dynamited. 

Mr. Mourne. Yes, there is 500 miles of territory across there with 
no sea outlet for it. Kirkuk is completely landlocked, and this 560 
was ruined by the destruction of the pumping stations, and it has 
not. been restored yet. 

Senator Dimxsen. So you could not put any more oil in the line? 

Mr. Mo.ine. No. 

Senator Dimxsen. Either somebody had to turn the valve and shut 
down at the well—somebody had to make a decision, whoever it was. 

Mr. Morine. I imagine that is taken care of fairly automatically, 
when you get a rupture in the line. But in any case, it is stopped. 

Mr. McHvaun. I assume from these references in the earlier minutes 
that the anticipation of a cutback was made upon the expectation that 
increased crude from the United States serving Western Europe would 
bring about the reduction in Middle Eastern countries. Is it a fact 
that the problem which you have referred to has never come about 
for the reason that crude production in the United States has never 
reached the goals which were set ? 

Mr. Mottne. No, in my judgment the United States exports, while 
they differ a little bit in the pattern we had anticipated, has required 
almost as many tankers on the United States gulf to Europe run as 
if the 500,000 had been all crude oil. But we have had a little better 
utilization of tankers from the Persian Gulf around the Cape of Good 
Hope than had been anticipated at the time. 

Also, in those early days there was still a large element of uncer- 
tainty as to what the total dimensions of this problem were going to 
be, whether you were going to continue to have access to all this oil, 
whether there would be more restrictions on its use. And while people 
were thinking out loud about what might turn out to be problems, 
fortunately some of them never developed, of which this is one. 

Mr. McHven. Senator, I would like to have these minutes of MEEC 
meeting No. 4, September 19, 1956, made a part of the record. 

Senator O’Manonry. Without objection, it is so ordered. 

Mr. McHveun. In connection with the same matter, Mr. Moline, the 
minutes of the meeting, No. 10, of January 4, 1957, on page 7: 

With the approval of Mr. Fowler, the chairman next reported that he, along 
with certain other persons connected with the operations of the committee, had 
been requested to meet with various Government officials in Washington on the 


previous day to discuss the relationshship of the Middle Hast Hmergency Com- 
mittee with the Office of Oil and Gas and other Government agencies. 
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He stated that there had been present at this discussion Dr. Arthur S&S. 
Flemming, Mr. E. G. Moline of the State Department, Mr. Felix E. Wormser, and 
representatives of various other Government agencies. He stated that Dr. 
Flemming had made it clear that the Middle East Emergency Committee and 
its subcommittees, particularly the Supply and Distribution Subcommittee and 
Tanker Transportation Subcommittee, had been considered a very significant 
part in the development of the Government’s Middle Hast policy. 


Again on page 8, the minutes read: 


The chairman then asekd Mr. Fowler if he had any additional comments to 
make concerning the conference in Washington. Mr. Fowler stated that the 
overall impression that had been given by Dr. Flemming was that the President 
and the Cabinet were relying on the Middle East Emergency Committee, and its 
Supply and Distribution Subcommittee and Tanker Transportation Subcom- 
mittee, to make the best showing possible in the development and carrying out of 
measures designed to alleviate petroleum shortages abroad, and that the Govern- 
ment was formulating a large part of its Middle East and foreign policy on 
the basis of this successful Government-industry cooperation. 


I would like also to have these minutes made a part of the record. 

Senator O’Manonery. They may be admitted in the record. 

Senator Krerauver. Mr. Chairman, one of the minutes Mr. McHugh 
read spoke of Mr. Moline and Dr. Flemming consulting with certain 
representatives of other Government agencies and spoke of the atti- 
tude, I believe, of the President in connection with some part of this 
matter. Just what was that with reference to, Mr. Moline? 

Mr. Morine. This was a quotation attributing remarks of Dr, Flem- 
ming, and I believe was covering a meeting which we attended which 
had been called in the Department of the Interior. I do not recall 
that particular exchange myself. I was not a party to it. 

Senator Kerauver. Does Mr. Stewart or Mr. Wormser know what 
that reference is about ? 

Senator Dirksen. Did you mention the President ? 

Senator Keravver. I think it said something about the President’s 
volicy. 

Mr. McHugh, would you read that particular notation again ? 

I think you said it was on page 10. 

Mr. McHueu. That is from page 7, Senator, of meeting No. 10 of 
January 4, 1957: 


With the approval of Mr. Fowler, the chairman next reported that he, along 
with certain other persons connected with the operations of the committee, had 
been requested to meet with various Government officials in Washington on the 
previous day to discuss the relationshship of the Middle East Emergency Com- 
mittee with the Office of Oil and Gas and other Government agencies. 

He stated that there had been present at this discussion Dr. Arthur S. 
Flemming, Mr. E. G. Moline of the State Department, Mr. Felix BE. Wormser, and 
representatives of various other Government agencies. He stated that Dr. 
Flemming had made it clear that the Middle East Emergency Committee and 
its subcommittees, particularly the Supply and Distribution Subcommittee and 
Tanker Transportation Subcommittee, had been considered a very significant 
part in the development of the Government’s Middle East policy. 


Senator Kerauver. What was that meeting about ? 
Mr. McHvueu. Now there is a further reference on page 8: 


The Chairman then asked Mr. Fowler if he had any additional comments to 
make concerning the conference in Washington. Mr. Fowler stated that the 
overall impression that had been given by Dr. Flemming was that the President 
and the Cabinet were relying on the Middle Bast Emergency Committee, and its 
Supply and Distribution Subcommittee and Tanker Transportation Subcommittee, 
to make the best showing possible in the development and carrying out of 
measures designed to alleviate petroleum shortages abroad, and that the Goy- 
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ernment was formulating a large part of its Middle East and foreign policy on 
the basis of this successful Government-industry cooperation. 

Senator Kerauver. Mr. Chairman, I think that is a very important 
statement, and I think we should explore it with these other gentlemen 
to see what the discussion was and what the meaning of this reference 
in the minutes of January 4 is. 

Can you tell us, Mr. Stewart ? 

Mr. Srewart. I can tell you a part of that meeting. It was called 
at Dr. Flemming’s request and held, if I remember, that particular 
one, in the conference room of the Secretary of the Interior. And it 
was a meeting designed to acquaint as many of the Government 
agencies in Washington as we could with just what the Middle East 
Emergency Committee was doing and how it was going about it. 
And it was in the course of that discussion that Dr. Flemming made 
the comments, on which he was quoted by the chairman, and at which 
Mr. Fowler made the comments where he stated the overall impression 
had been given that the Government in Washington was relying on 
the successful operation of this Committee activity to make the best 
showing it could in the oil lift to Europe. 

Senator O’Manonry. Mr. Stewart, in order that the meaning of 
these exhibits may be perfectly clear in the record, I desire to read 
from this particular exhibit the minutes of the meeting No. 10 of 
the Middle East Emergency Committee, January 4, 1957, skipping 
the first two paragraphs containing the notice by Mr. Fowler, calling 
the meeting at 60 East 42d Street, New York. 

I want to read this: 


The Chairman, Mr. 8. P. Coleman—— 


Now, Mr. Coleman, Chairman of MEEC, is vice president of Stand- 
ard Oil of New Jersey ; is that not so? 

Mr. Stewart. That is correct. 

Senator O’Manoney (reading) : 

The Chairman, Mr. 8S. P. Coleman, called the meeting to order at 2:40 p. m. 
A call of the roll determined that a quorum was present. 

The attendance was as follows: 

Then there are two columns. One column is headed by the word 
“Member,” and the other column is headed by the word “Representa- 
tive.” 

I will read straight across the page from “Member” to “Repre- 
sentative”: 


Member Representative 
Standard On Cov EN. J.) 22 a sl eek. 8S. P. Coleman, Chairman 
American-Arabian Oil Co_____-----.-----_-- . J.T. Duce 
Calter Oil Productd Oo... ok eke. W. F. Bramstedt 
eames Wray Ca Robert E. Roehl (Alternate) 
Creole: Petroleum Corp... 2.2... <L.....--. Herman A. Metzger 
ll eee ndeeeneigmetob-epatonpe C. W. Hurley, Jr. (Alternate) 
Se  iaeasahiepemeoeneneeeiins Carl G. Drescher (Alternate) 
Socony Mobil -O1l'Co., Inc... --... Paul V. Keyser, Jr. 
Standard Oil Company of California__..__-_-_. G. T. Ballou (Alternate) 
Standard Vacuum Oil Co __--...-----..---~--. John A. MceQuilkin (Alternate) 
NI Oh se cect Seepangnaet Similan eemegapinaray. ot A. N. Lilley 
Venezuelan Petroleum Co_.--------------~--. H. M. Russell 


And then follows the list of those who were present by designation 
of the administrator of the program. That would be the Secretary 
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of the Interior, or the Director. That would mean Mr. Stewart, 
would it not? 

Mr. Stewart. Mr. Fowler. 

Senator O’Manoney. Mr. Fowler. 

And here we have Mr. L. A. Astley-Bell, Mr. A. G. Gregory, Mr. W. 
Fraser, Mr. J. E. Davidson, Mr. Roger van den Perre, Mr. George S. 
Collins, Mr. R. G. Sprague, Mr. S. J. Kennedy, Mr. James E. O’Brien, 
and Mr. A. E. Van Dusen. 

Following we have a list of four names, pursuant to section 3 (h) 
of plan of action; the Middle East Emergency Committee staff, and 
so forth, Government representatives, and Department of the Interior. 
It is not necessary to read those. 

But it is clear now that the Middle East Emergency Committee is 
a committee not of individuals, but of corporations. 

Is that not a fact? 

Mr. Srewarr. Yes. 

Senator O’Manoney. Those corporations are represented by one 
individual and an alternate? 

Mr. Srewart. That is right. 

Senator O’Manonry. So that if the chief cannot be present, the 
alternate will attend, when a quorum is needed. 


BASIC PROBLEM 


Now we turn to the significance of the basic problem in the creation 
of MEEC. That basic problem is simply this: That in order to 
allow this MEEC to operate it was necessary for the Government to 
get approval of the Attorney General to grant an immunity from 
prosecution under the antitrust laws for the things the committee 
was to do. 

Is that not correct, Mr. Wormser ? 

Mr. Wormser. That is correct, sir. 

Senator O’Manonery. Because we are granting immunity from the 
antitrust laws under an interpretation of the Defense Production 
Act of 1955, which I have challenged as not being a correct interpre- 
tation, but which, of course, I do not raise here; it is important for 
this committee to know, not because it would want to prosecute any- 
body—we don’t—we are interested only in the welfare of the people 
of the United States, and with the question of whether or not a group 
of corporations engaged in foreign oil production who are accused 
in the pending antitrust action in the southern district of New York 
of violating the antitrust law, are proper persons to carry out a 
program of the Government of the United States. 

It is just as simple as that. This is a question of possible conflict of 
interest between the corporations whose business it is for a profit to 
transport oil around the world. Are they appropriate agents to carry 
out a program of the Government of the United States which must 
operate under the Constitution with the power of Congress to estab- 
lish the legislative authority. Without legislation the Government 
agencies can do nothing. Without legislation properly interpre.ed, 
the Government cannot set up immunity from the antitrust laws of 
the United States. 
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Now in this document, on page 6—by the way, the document was 
first labelled “Confidential,” and after this committee began to look 
into the matter, it was declassified at our request. 

Mr. Srewarr. Classified, Senator, to make it available to you so 
that you could make full use of it and put it in the record to the extent 
that you saw fit. 

Senator O’Manoney. That is right. And again I want to say, Mr. 
Stewart, and Mr. Wormser, that as acting chairman of this committee 
conducting this investigation, I have only words of the greatest com- 
mendation for the cooperation we have received at your hands. You 
have not attempted to hold back anything, that I know of. 

Mr. Wormser. That is true, we have not. 

Senator O’Manoney. We are dealing here only with an interpreta- 
tion of a most complex and important problem. 

Mr. Wormser. I agree with you. 

Senator O’Manoner. Now, on page 8, I find this paragraph: 


The chairman 
that is Mr. Coleman of the Standard Oil of New Jersey— 


then asked Mr. Fowler if ne had any additional comments to make concerning 
the conference in Washington. Mr. Fowler stated that the overall impression 
that had been given by Dr. Flemming was that the President and the Cabinet 
were relying on the Middle East Emergency Committee, and its Supply and 
Distribution Subcommittee and Tanker Transportation Subcommittee, to make 
the best showing possible in the development and carrying out of measures de- 
signed to alleviate petroleum shortages abroad, and that the Government was 
formulating a large part of its Middle East and foreign policy on the basis of 
this successful Government-industry cooperation. 

Is there any doubt in the minds of any one of you three gentlemen 
that this was not influential upon the formulation of the Middle East 
political policy of the Government of the United States? 

Senator Dirksen. Yes, Mr. Chairman, there is great doubt in my 
mind about that. 

Mr. Morne. Yes 

Senator O’Manoney. I hand to the Senator the exhibit—— 

Senator Dmxsen. I listened very carefully —— 

Senator O’Manoney. Of course. 

Senator DmxkseEn (continuing). And I am just trying to get what 
I think is a commonsense view of the matter. Because, when men are 
sitting around a table, the errors in semantics, failure to choose precise 
words, can often get on paper and indicate something that probably 
is not there. 

Now had the word “economic” been used, and it was not used, then 
that would have dispelled the whole thing. Because, obviously, they 
have to know about what is going on over there in order to develop 
some kind of economic policy with respect to procuring oil for Europe 
at the rate of 2 million barrels a day from some source or other, and 
if we cannot get it from there, we get it elsewhere. 

But I do not believe that you can nail down words that are used 
freely around a conference table, especially where they use the phrase 
that has given the overall impression, because that is conversation. 

And I am frank to say, I would hate ofttimes to be judged entirely 
by all the words I use in a given situation, because if you take it down 
very precisely, they will rise up to haunt you many times. 
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Senator O’Manoney. Let me echo the words of the Senator from 
Illinois. I am equally desirous of not being held responsible for every 
chance word I may utter. 

Senator Kerauver. Mr. Chairman, in the language on page 8, where 
it says that— 


Government was formulating a large part of its Middle East and foreign policy 
on the basis of this successful Government-industry cooperation— 


it refers back, I take it, to the meeting that is described on page 7 in 
which Mr. Fowler stated, or the chairman stated that— 
There had been present at this,discussion Dr. Arthur §. Flemming, Mr. DB. G. 


Moline of the State Department, Mr. Felix E. Wormser, and representatives of 
various other Government agencies. 


Then it goes on to state that: 


He stated that Dr. Flemming had made it clear that the Middle Hast Emer- 
gency Committee and its subcommittees, particularly the Supply and Distribution 
Subcommittee and Tanker Transportation Subcommittee, had been considered 
a very significant part’ in the development of the Government’s Middle Hast 


policy. 

So it refers to the same thing again. 

Now, Mr. Moline, whom I was questioning a few minutes ago, was 
a little hazy in his recollection of the meeting. I wonder if Mr. 
Wormser might remember the meeting better and just what that is 
about, what foreign policy is being talked about? 

Senator O’Manoney. Senator, may I interrupt? 

If you want the answer from Mr. Fowler, I have no objection. 

Senator Kerauver. I said Mr. Wormser. 

Senator O’MaHonery. Mr. Wormser. I have Fowler on my mind. 

Senator Dirksen. Mr. Moline, I have no notion that you were ever 
peetgrne a that meeting. You do not want the record to stand that 
way 

Mr. Morine. No. My thought is that this is an inaccurate record- 
ing of what was said. It is a summary record of somebody’s impres- 
sion of what Dr. Flemming had meant to convey when he addressed 
this meeting, and I do not recall any references to Middle East policy. 

Certainly Dr. Flemming talked to the point, and I did, on numer- 
ous occasions, that we had a very large stake in seeing to it that Europe 
had sufficient oil. We had too many interests, NATO, military, 
paca, a lot of obvious ones, which could not be jeopardized by a 

ack of oil if it was within our power to do anything about it. 

And it had been our judgment that this particular mechanism was 
the one that was going to get the maximum amount of oil to Europe. 
But I do not recall the Middle East coming into this discussion at any 
stage wherever I was present. 

Senator Krerauver. Mr. Moline, you said the meeting was held at 
the Interior Department; is that correct? 

Mr. Mourne. That is right, sir. 

Senator Kerauver. What room in the Interior Department? 

Mr. Mo.tne. The Secretary’s conference room, as I am reminded 


by 





Senator Kerauver. What was the date of the meeting? 

Mr. Mourne. I would rely on your record, the January 4—— 

Senator Krerauver. It does not say here, you see. The January 4 
MEEC meeting refers back to this previous meeting. 


90507 —57—pt. 1———-42 
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Mr. Morrne. It would have been within a day or two before, but 
I do not have the exact date in mind. 

Senator Keravuver. Since Mr. Moline does not remember it so 
clearly, Mr. Wormser, can you enlighten us about the date of the 
meeting ? 

Mr. Wormser. As I recall, Senator, it was a few days before the— 
on the previous day, it says so in the paragraph on page 7, Senator. 

Senator Keravuver. Just who was there and what agencies were 
represented, Mr. Wormser ? 

Mr. Wormser. And besides, those that were represented there—— 

Senator Kerauver. Representatives of various other Government 
agencies ¢ 

Mr. Wormser. Yes. 

Senator Kerauver. Who were they and what agencies were they 
representing? You must have some notes about it, Mr. Wormser. 

r. Wormser. I haven’t them here, sir. 

Senator Kerauver. Do some of your aids have them here? 

Mr. Stewart. Senator, we have a record of the individuals present 
at that hearing, at that meeting. 

Senator Kerauver. That is what I was asking about. 

Mr. Stewart. But that is not a part of these minutes. 

Senator Keravuver. I see it is not a part of the minutes. But where 
is the record of who was there? 

Mr. Srewart. We will have to supply that for the record, I have 
not got it. Ido not have it here, and I would not try to recall it from 
memory. 

Senator Kerauver. Do some of your aids have it? This is an 
important meeting. 

Mr. Stewart. Not with us; no, sir. 

Senator Keravuver. Mr. Chairman, are they coming back sometime 
so they can bring the minutes? 

Senator O’Manoney. Yes, we are going through with this. 

Senator Keravuver. Could we get it clear then that they will bring 
the minutes of this meeting? 

Senator O’Manoney. I think we have the evidence right here. 

Senator Keravuver. I would like to have the minutes of the meeting. 

Senator O’Manoney. I have them here if you will permit me to put 
them in the record. 

I have here before me confidential minutes of the meeting No. 6 
on the Middle East Emergency Committee, October 18, 1956. 

Senator Keravver. Mr. Chairman 

Senator O’Manonry. Pardon me, won’t you, Senator? I want to 
get this letter addressed to Mr. Wormser by the Chairman of the Mid- 
dle East Emergency Committee, Mr. S. P. Coleman, vice president of 
the Standard Oil of New Jersey, in the record, because I think it an- 
swers your question, and answers it very specifically. 

I hand you, Mr. Wormser, this copy of the minutes of meeting No. 
6, which you were kind enough to make available to this committee. 
Tt is a letter addressed to you by Mr. Coleman under the date of Octo- 
ber 18, 1956. Do you recognize that as a copy of a letter that. you 
received ? 

Mr. Wormser. I do, sir. 

Senator O’Manoney. Now let me call your attention to this state- 
ment in Mr. Coleman’s letter, and we get the interpretation of those 
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who were on the committee, or witnesses at the table. This was in 
response to a letter from you. It opens with this sentence: 


In your letter of August 22, 1956, as Administrator under the plan of action, 
dated August 10, 1956, you requested the Middle East Emergency Committee 
immediately to obtain, analyze, and keep current information and data in respect 
of various phases of foreign petroleum operations necessary to forecast the effect 
upon friendly foreign nations of a stoppage of transportation of petroleum 
through the Suez Canal or through the Middle East pipelines, or both; * * * 


Do you recall that ? 

Mr. Wormser. Yes, sir. 

Senator O’Manonry. Now Mr. Coleman writes: 

The third part of your request, concerning the preparation of schedules, poses 
many difficult practical problems. As you will recall, some of these problems were 
brought to your attention, as well as to the attention of other Government repre- 
sentatives present, at the meeting of the Middle East Emergency Committee, in 
Washington, on September 19, 1956, but the committee feels that it might be 
helpful to refer to them again here. 


Now this, of course, is a reference to the converations recorded in 
the minutes of September 19. 


First, as you will recall, the committee pointed out that any redistribution 
of petroleum supplies to meet European requirements in the event of a stoppage 
of petroleum movements through the Suez Canal would involve serious economic 
problems beyond the power of the Middle East Emergency Committee to deal 
with, including the economic impact on European countries of the increased costs 
of transporting petroleum and possible increased cost of crude oil at sources 
close to Europe, the economic impact even within the United States of a discon- 
tinuance of Middle East imports into the United States and the substitution 
of other crude possibly moved by abnormal and expensive means, and the eco- 
nomic impact on middle-eastern countries of the reduction in their production 
that would result from a redistribution of petroleum movements to meet Europe’s 
requirements. 

The committee stated its view that these economic problems were of such 
significance that they would require for their solution action by the United 
States Government, as well as, and in conjunction with, action by various foreign 
governments. The committee also pointed out that a reduction in middle-eastern 
production posed serious political problems which would require the attention 
of the United States Government. There is, of course, a further difficulty that 
a redistribution of petroleum supplies to meet Europe’s requirements in the event 
of a Suez stoppage would affect many persons not represented on the Middle East 
Emergency Committee, and even persons who are not engaged in foreign 
petroleum operations, such as United States domestic producers and refiners. 
Finally, it should be noted that the preparation and submission of schedules 
‘requires the negotiation of binding arrangements on a voluntary basis which 
cannot be. made until a stoppage occurs, the character thereof is identified, and 
the nature of the action required to meet the crisis can be more clearly determined. 


Do you recall that letter, Mr. Wormser ? 

Mr. Wormser. Yes, sir. 

Senator O’Manonry. Now does that not carry out precisely the 
statement which was read from the minutes of the meeting of January 
4, the meeting at which, it was stated, Dr. Arthur S. Flemming and 
Mr. E. G. Moline of the State Department, as well as you, Mr. ee 
tary, were present—that is page 7—and the statement, I will read it 
again: 

The chairman— 
that is Mr. Colman— 


then asked Mr. Fowler if he had any additional comments to make concerning 
the conference in Washington. Mr. Fowler stated that the overall impression 
that had been given by Dr. Flemming was that the President and the Cabinet 
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were relying on the Middle Hast Emergency Committee, and its Supply and 
Distribution Subcommittee and Tanker Transportation Subcommittee, to make 
the best showing possible in the development and carrying out of measures 
designed to alleviate petroleum shortages abroad, and that the Government was 
formulating a large part of its Middle East and foreign policy on the basis of 
this successful Government-industry cooperation. 

Now could it be otherwise, Mr. Moline? 

Mr. Motane. Well, with the explanation that I have made that our 
prime emphasis at this stage was not letting Europe go short of oil 
if it was within our power to prevent that, and to the extent that so 
much of our foreign policy is tied to an economically sound, polit- 
ically healthy and sound Europe, then success in this operation was 
in fact supporting our foreign policy. 

Senator O’Manoney. Isn’t it a fact that the problem of handling 
this Middle East oil is absolutely and irrevocably bound to the whole 
Middle East policy ? 

Mr. Motinez. No; this was oil in toto, it was not oil from the Middle 
East only. 

Senator O’Manonry. All right, oil in toto. Isn’t that bound to the 
question ¢ 

Mr. Morine. We have a very large interest in Europe continuing 
to get oil. 

enator O’Manonery. As you say, it is oil from wherever it may be 
found ? 

Mr. Motine. Yes. 

Senator O’Manonry. And the Emergency Committee was com- 
posed, at the time it was created, of companies that were concerned 
primarily in Middle East oil alone? 

Mr. Motrne. Well, no; that is not right. 

Senator O’Manoney. Well, 1 or 2 from Latin America. 

Mr. Moraine. Even those who had the Middle East oil have very 
substantial holdings elsewhere. 

Senator O’Manoney. Would you be surprised if I were to tell you 
that there is in the paene of this committee, delivered under 
subpena served upon the Standard Oil of New Jersey, a memorandum 
dated January 19, 1957, to Mr. T. W. Moore from Mr. A. C. Reiners, 
entitled “MEEC-S and D Subcommittee Meeting, January 4, 1957,” 
in which appears, under paragraph 3, No. 3: 

Mr. Coleman very briefly reviewed discussions that were held with Mr. 
Flemming of ODM the previous day. Two main points concerned: First, the 
importance with which Government views the methods and activities of MEEC, 
indicating that the work of our committees have had its impact on the formu- 
lation of the new Mideast policy of our Government. 

Mr. Moraine. That is the first I have heard of that statement— 
again attributed to Dr. Flemming, who I think would have to explain 
what he meant by it. 

Senator O’Manonery. You were there? 


OIL AND MIDDLE EAST POLICY 


Mr. Motine. Not that I am aware of. 

Senator O’Manoney. Isn’t it a matter of common public knowl- 
edge that the Middle East policy is tied to oil ? 

Mr. Morane. I would not concede that, sir. And it is a point on 
which I would believe you should have the views of people who deal 
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with Middle Eastern and Near Eastern affairs, rather than someone 
from my office who has been concerned with the European side of 
these questions. 

As I say, I can appreciate the foreign-policy interests in oil supply 
to Western Europe, but I am certain that our Middle East policy is a 
lot wider than oil. 

Senator O’Manoney. Oh, of course, I did not mean to imply that 
it was not wider than oil. I concede that this policy which we are 
now seriously engaged in trying to formulate is one of the most im- 
portant policies that this Government has ever been called upon to 
formulate. 

The thing that has puzzled me from the very beginning has been 
why the solution of it, in such a great degree, was turned over to cor- 
porations which had a vital profit interest in the matter and in the 
solution. This Congress, this Senate, without regard to partisan 
labels at all, has insisted that individuals appointed to important posi- 
tions in the Government disassociate themselves from financial or 
business interests that might bring up a conflict of interest. The 
Secretary of Defense himself made a great sacrifice by disassociating 
himself from ownership in General Motors in order to take over this 
position. These men can and do make great patriotic contributions 
to the policy of the Government. 

But throughout all these periods of crisis, in World War I, World 
War II, and the Korean war, we have been most careful to try to 
eliminate every person serving the Government from the threat of 
being accused of being influenced by private motives. 

An Assistant Secretary of Defense voluntarily resigned just. the 
other day because of the possible conflict of interest. 

That is the question we have got to answer, and on the record that 
is presented here it seems to be presented in a manner that cannot 
be denied. 

Mr. Mourne. Well, Mr. Chairman, I have always regarded this as 
a much smaller point than the very large issues which you are de- 
scribing there, the totality of which I concede. But I have regarded 
this Middle Kast Emergency Committee operation as a very re- 
stricted sort of operation working under very clearly defined directives 
which, at the moment, have concerned themselves only with the trans- 
port of oil to the extent that they have added to Europe’s oil supply, 
and I think the record on that is a good one. 

It has obviously left us in a better position in terms of foreign re- 
lations than we would have been in if Europe were economically dis- 
tressed for lack of oil. 

That may be a marked oversimplification of the issue, but it is cer- 
tainly in those dimensions that I have been working on this problem, 
and as we have seen this particular issue. We have been very careful 
to be as specific as that in defining the limitations within which the 
companies would work. 

Senator O’Manonry. Have you finished? 

Mr. Morrne. That is right, sir. 

Senator O’Manoney. Off the record. 

(Discussion off the record.) 

Senator Keravver. Mr. Chairman, before we recess, will Mr. Worm- 
ser bring up the minutes about which I was asking? 
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Mr. Wormser. I think Dr. Flemming has it. 

Senator Kerauver. The meeting was held under your auspices and 
in the Interior Department, and I understood you had minutes which 
showed who was there and what took place, and that is what I want 
to know about. 

Mr. Srewarr. We will supply what we have. 

Senator Keravuver. I understand Mr. Kendall, General Counsel for 
Dr. Flemming, is here. So if Dr. Flemming has some of them, maybe 
Mr. Kendall can get them. 

Between the Interior Department and Mr. Kendall, can we have 
the minutes of that meeting? 

Mr. Srewarr. There are no minutes. We will give you the list of 
who was there and the subject that was covered, but we did not pre- 
pare any minutes. 

Senator Krerauver. There must have been some notes made of what 
took place. Will you examine and see what records and minutes, mem- 
orandums, may be available? 

Mr. Srewarr. We will see what is available and provide you with 
anything we can. 

Senator Keravuver. And collaborate with Mr. Kendall, so we can 
get them all together. Will you do that? 

Senator O’Manoney. Off the record. 

(Discussion off the record. ) 

(Senator O’Mahoney left the hearing room and thereupon Senator 
Kefauver assumed the chair.) 

Senator Kerauver. The meeting will come to order. 

Mr. Wormeer, before we leave the question brought up by the nota- 
tions in the MEEC meeting of January 4, which refers to a previous 
meeting in the Department of the Interior, at which representatives 
of other Government agencies and you and Mr. Moline and Dr. Flem- 
ming were apparently present, were there other similar meetings in 
addition, from time to time, on which occasion you or Dr. Flemming or 
Mr. Moline met with officials of other Government agencies to keep 
them advised of what is happening in the MEEC operation, or to 
discuss general matters with them ? 

Mr. Wormser. We had several meetings, as I recall, in Dr. Flem- 
ming’s office. 

Senator Keravver. Can you tell us how frequently those meetings 
were ? 

Mr. Stewart. The meetings ranged from one a day to once a month; 
very irregular, based upon Dr. Flemimng’s call. 

Senator Krerauver. The meetings ranged from 1 a day to 1 a month 
and based upon Dr. Flemming’s call. Were any of them also called 
by you, Mr. Stewart, or you, Mr. Wormser, or Secretary Seaton ? 

Mr. Wormser. No, sir; none of those meetings were. 

Senator Keravuver. How did they happen to be held in the Interior 
Department rather than Dr. Flemming’s office ? 

Mr. Stewart. Some of them were held in his office and some of 
them were held in the conference room of Interior. It depended upon 
the size of the gathering. 

Senator Krerauver. What was the purpose of those various inter- 
governmental agency meetings ? 
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Mr. Srewarr. To acquaint all of the branches of the Government 
with all of the problems and all of the developments that had taken 
place since the prior meeting. 

Senator Kerauver. Was the counsel:and advice of other agencies 
of Government also requested to—— 

Mr, Srewarr. As I remember, each represented themselves very 
fully. 

Reais Kerrauver. What problems, for instance, would be posed in 
these meetings? Just list some of the problems that would be brought 
up for consideration. 

Mr. Stewart. You have had several of them mentioned here. 

Senator Keravuver. Enumerate them, Mr. Stewart. 

Mr. Stewart. One of the big problems was the problem of alloca- 
tion of oil in Europe, once it got there, particularly the allocation of 
that oil that was supplied by the American oil companies. That ques- 
tion got several discussions. 

Senator Krravuver. What was some of the other subject matter 
brought up in these meetings? 

Mr. Stewart. We had one on the problem of the possible cutbacks 
in the Midle East and what should be done about it. 

Senator Kerauver. Let’s see if I understand that. The possible cut- 
backs in the Middle East 

Mr. Stewart. In the Middle East production of crude oil. 

Senator Kerauver. And what could be done about it ? 

Mr. Stewart. Yes, sir. 

Senator Kerauver. By cutbacks, are you talking about the cutbacks 
of the oil companies operating in the Middle East? 

Mr. Stewart. The reductions in production in one or another coun- 
try in the Middle East. 

Senator Krerauver. And what could, or should, be done about it? 
What was the determination reached on that subject? 

Mr. Stewart. I cannot tell you offhand. Those were matters dis- 
cussed from time to time in this Government committee, in this Gov- 
ernment group. 

Senator Keravuver. Any way, that was discussed in the interagency 
meetings ? 

Mr. Srewarr. Yes. 

Senator Krerauver. And Dr. Flemming insisted, according to the 
minutes, that the cutbacks should be at a termination, or should be 
in conformity with State Department policies; didn’t he? 

Mr. Stewart. I did not understand that he ever made that state- 
ment. 

Senator Kreravuver. That it should be worked out in cooperation 
with the State Department policy ? 

Mr. Stewart. The State Department wanted to be fully aware of 
any possible cutbacks that might arise, so that if there was some action 
that they should take, they would know in advance that it would 
come in. 

Senator Krravuver. I heard your discussion about the various cut- 
backs, but the minutes of the MEEC indicate that there was a differ- 
ence of opinion between Dr. Flemming and the companies as to who 
would be the decisive force in determining those cutbacks; that is, 


whether the oil companies or whether the Government of the United 
States would be. 
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Wasn’t that one of the questions discussed, as you say ? 

Mr. Srewart. I do not think that question ever arose. 

Senator Keravuver. What do you mean by the discussion of cut- 
backs and how they would be handled and who would determine them? 

Mr. Stewart. The State Department was keenly interested—and I 
will speak for State, now—the State Department was keenly interested 
that if there were any cutbacks coming up that had to be imposed by 
shortage of transportation or any other actions over which the com- 
panies had no control, that the State Department might want to make 
representation or take other action that they saw fit in support of our 
Middle East policy. 

Senator Keravuver. Who said that, Mr. Stewart? Who said that? 

Mr. Srewarr. That is the summary of all the discussions that we 
had from last August through until—I cannot tell you even the last 
one. 

Senator Keravver. I know, but who said that on behalf of the State 
Department? Who was there to speak for the State Department ? 

Mr. Stewart. I cannot tell you. I cannot relate who said it, because 
it came through from a variety of the officials of the State Department. 

Senator Kerauver. Let’s name the variety of the officials. 

Mr. Motrnz. I was—— 

Senator Kerauver. I am asking Mr. Stewart, now, please. 

Who were the officials who made these representations ? 

Mr. Srewarr. From time to time the representations were made by 
various people. 

Senator Keravuver. Who were they ? 

Mr. Stewart. Who made which, I do not know. 

Senator Kerravuver. Who were the various people there, Mr. 
Stewart? 

Mr. Srewarr. At one time we would have Under Secretary Hoover; 
at another time we would have Assistant Secretary Kalijarvi; at an- 
other time 

Senator Kreravver. Assistant Secretary who? 

Mr. Srewart. Kalijarvi. Another time we would have Mr. Moline. 

Senator Kerauver. How many of these meetings did Mr. Hoover 
attend ? 

Mr. Stewart. I cannot tell you. 

Senator Kerauver. Several? 

Mr. Stewart. Several, I would say. 

Senator Kerauver. And were they held in his office, or would he 
come to the Interior office ¢ 

Mr. Srewart. The meetings he attended, most of them, were held 
in Mr. Flemming’s office. 

Senator Kerauver. Did you have any meetings in Mr. Hoover’s 
office in the State Department ? 

Mr. Stewart. I did not. 

Senator Keravcver. Do you know whether any were 

Mr. Stewart. I do not know. I was not there. 

Senator Kerauver. Let’s see if I get clearly what that was about: 
That if there was going to be any cutback, that the State Department 
and the Government was extremely interested in how it was going to 
be handled and how it was going to be allocated. Is that what you 
said ? 

Mr. Stewart. No, sir; that is not what I said. 
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Senator KerAauver. What did you say then? 

Mr. Stewart. That if cutbacks on production in any Middle East 
country became a probability, the State Department was very much 
interested in knowing where it was and when it might happen, because 
that was one of their basic problems. 

Senator Keravuver. Cutbacks did occur in some of the Middle East 
countries. What did the State Department do about it ? 

Mr. Srewart. The State Department did nothing, because there 
was no occasion, because the cutbacks were brought about by condi- 
— that could not be attributed to the companies or to the United 

tates. 

Senator Kerauver. There were some cutbacks other than the dyna- 
miting of the Iraq pipeline, and also the action by King Saud in 
stopping the shipment of 200,000 barrels a day; weren’t there? There 
were some other cutbacks? 

Mr. Stewart. There were no other cutbacks in quantities that I can 
point to, but there was from some time in November when King Saud 
prohibited the movement of any Saudi Arabian oil for a period of 
time, prohibited it in any French- or English-flag tanker. That may 
be now relaxed, but it still holds that Saudi Arabian oil cannot go to 
England or France. 

Senator Kerauver. What did the State Department do about that 
in these meetings? 

Mr. Stewart. The State Department did nothing about that; that 
was—— 

Senator Kerauver. What was the purpose of Mr. Hoover attending 
these meetings ? 

Mr. Srewart. So that he would be fully informed on all of the 
practical problems that had to do with the problem, and that he 
would have the benefit of the information coming from others. 

Senator Keravver. Who acted as chairman of these meetings ? 

Mr. Stewart. Dr. Flemming, in general. 

Senator Kerauver. Who in particular? 

Mr. Stewart. As far as I can remember, Dr. Flemming chaired 
the meetings all the time. 

Senator Krerauver. Who acted as secretary of the meetings? 

Mr. Stewart. I would not know. 

Senator Kerauver. Who kept notes of the meetings? 

Mr. Stewart. Some one of Dr. Flemming’s staff, I presume. 

Senator Kerauver. You ought to know, you were there, weren’t 

ou? 
F Mr. Stewart. Yes, but who was keeping notes—I was there in part, 
but not at all of them, and who kept notes I do not know. 

Senator Kerauver. Where are the notes? 

Mr. Srewart. I presume they are in Dr. Flemming’s office—I would 
not know. 

Senator Kreravuver. Did you make any notes? 

Mr. Srewarrt. No. 

Senator Kerauver. After these meetings were held, were the actions 
of the meetings reported back by you, Mr. Fowler here, or Mr. Worm- 
ser, to the MEEC meetings? 

Mr. Stewart. No. 

Senator Kerauver. They were not? 
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Mr. Stewart. No. 

Senator Keravuver. They apparently were in this case on January 4, 
were they not? 

Mr. Srewart. That was a special meeting at which both people 
were called in to explain the operation under the conditions as at- 
tained 1 month after the plan of action was activated. 

Senator Keracver. On page 7, Dr. Flemming was telling what 
transpired at this interagency United States meeting, so that appar- 
ently from time to time there must have been an explanation to the 
MEEC of what the policy or program of the United States was; 
wasn’t there ? 

Mr. Stewart. Dr. Flemming attended several meetings of the Mid- 
dle East Emergency Committee in New York and 

Senator Keravuver. This is not the Middle East Emergency Com- 
mittee meeting. This refers to intergovernmental agency meetings 

Mr. Srewart. Special meeting. 

Senator Keravuver. Special meeting. And then Dr. Flemming or 
somebody would report from time to time the result of the interagency 
governmental meeting to the MEEC, wouldn’t they ? 

Mr. Stewart. I do not think so. There would be no occasion to. 

Senator Kreravuver. If there was no occasion to, then what was the 
interagency governmental meeting held for ? 

Mr. Srewarr. Held on the call of and to serve the purpose of 
Dr. Flemming. 

Senator Kerauver. Mr. Wormser, Mr. Moline does not remember 
too distinctly what took place. 
ne Dirksen. Mr. Chairman, I do not think you ought to say 
that. 

Senator Krerauver. That is what he said. 

Senator Dirksen. He remembers. He did not say it. You put the 
word “hazy” in his mouth, and he had a pretty distinct recollection. 

Senator Krrauver. The record will speak for itself. 

Senator Dmxsern. Let the record speak, and let’s hear from Mr. 
Moline. 

Senator Keravuver. I wanted to ask Mr. Wormser what his recollec- 
tion of this meeting was, the meeting prior to the meeting of January 
4, the interagency governmental meeting which was held at the Inte- 
rior Department. Will you tell us about it, Mr. Wormser ? 

Mr. Wormser. If I recollect correctly, 1t was a meeting to review 
what had been done and what problems we faced in the future in carry- 
ing out the desire of the Government to get as much oil as possible 
moving to Europe, and as quickly as possible. 

Senator Kerravuver. More specifically, who was there? Do you 
remember that ? 

Mr. Wormser. No, sir. 

Senator Kerauver. At how many meetings were you present when 
Mr. Hoover attended ? 

Mr. Wormser. I would say 2 or 3. 

Senator Keravuver. What was the purpose of his attendance ? 

Mr. Wormser. To represent the State Department. After all, this 
was a program of the Government marked by very close cooperation 
between State, Justice, Defense, Interior, and ODM, and we worked 
shoulder to shoulder from the very start of this program. 
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Senator Kerauver. Mr. Wormser, can you remember particularly 
the specific subject matter and who brought up the subject matter in 
this intergovernmental agency meeting ? 

Mr. Wormser. No, sir, I do not recall. 

Senator Keravuver. If the matter of the foreign policy was dis- 
cussed, who discussed that part of it? 

Mr. Wormser. That would be the State Department’s prerogative. 
We had nothing to do with that. 

Senator Kerauver. What was said about foreign policy? 

Mr. Wormser. I do not recall—if anything, as a matter of fact. I 
am not sure that is a correct report of what actually transpired. 

Senator Krerauver. That seems to have been made on two pages 
here. You saw these minutes from time to time; didn’t you? 

Mr. Wormser. No, sir. As a matter of fact, this is the first time I 
have seen these minutes. 

Senator Keravver. Mr. Wormser, what is your recollection about 
this matter of allocating production in the Mideast in the event there 
should be a shutdown or reduction of production growing out of the 
blocking of the Suez Canal? 

Mr. Wormser. I have no recollection of any allocation being made 
of production in the Middle East. 

Senator Kerauver. I know, but was any decision made about how 
it would be handled, or what would be done about it? 

Mr. Wormser. As a matter of fact, the problem was to get as much 
oil as possible out of the Middle East and get it moving as quickly as 
possible. 1 do not think the question of allocation was germane at 
that point to progress. So far as allocating available supply to 
Europe, that is something else. 

I understand your question to refer to allocation of production. We 
wanted to get all the production possible. 

Senator Krrauver. The Government cartel suit charges an agree- 
ment between the international oil companies on production of foreign 
oil; does it not ? 

Mr. Wormser. I believe so. 

Senator Keravuver. Aren’t these arrangements by the companies 
themselves on cutting back production something the Government 
would be interested in by virtue of this suit ? 

Mr. Wormser. Senator, I know nothing about any arrangements be- 
tween companies to cut back production or to allocate production. 

Senator Kerauver. There were some cutbacks put into effect by 
virtue of the exigency of the situation out there? 

Mr. Wormser. There was a forced cutback by the interruption of 
the Iraq pipeline, and also a forced cutback, as Mr. Stewart explained 
a moment ago, by the fact that King Saud would not allow any oil 
to be transferred to Bahrein. 

Senator Krrauver. And there was not enough tanker space for full 
production of some of the other companies around the cape? 

Mr. Wormser. Around the cape. That is right. 

Senator Krrauver. Then who decided about who would furnish 
how much in that situation? 

Mr. Wormser. The companies individually made whatever ar- 
rangement they could. In fact, they started moving oil to Europe 
before the MEEC was formed. 
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Senator Kurauver. Was it decided in the MEEC or decided outside 
of the MEEC? 

Mr. Wormser. All the MEEC does, Mr. Chairman, is provide facts 
and figures with which the companies themselves could use their best 
talents to provide the most efficient use of the tanker facilities that 
they have because, in the last analysis, this was a transportation prob- 
lem of getting as much oil to Europe with the available tankers. 

Senator Kreravuver. You do not recall, then, that these decisions, 
about how much was made in the MEEC—and if they were made, they 
were made by the companies outside of the MEEC? 

Mr. Wormser. If there was anything of that nature, Mr. Chairman, 
it did not take place in my presence or any meeting that I attended, 
nor do I have any knowledge of it. 

Senator Dirxsen. Mr. Chairman, we have a policy luncheon at 
12: 30. 

Senator Kerauver. Senator O'Mahoney just called and said we had 
permission to sit this afternoon. 

We will stand in recess until 2: 30. 

(Thereupon, at 12:30 p. m., the subcommittee took a recess to 
reconvene at 2: 30 p. m. of the same day.) 


AFTERNOON SESSION 


Senator O’Manonry. The committee will come to order. You may 
proceed, Mr. McHugh. 


STATEMENT OF FELIX E. WORMSER, ASSISTANT SECRETARY OF 
THE INTERIOR ; ACCOMPANIED BY HUGH A. STEWART, DIRECTOR, 
OFFICE OF OIL AND GAS, DEPARTMENT OF THE INTERIOR, AND 
EDWIN G. MOLINE, OFFICER IN CHARGE, ECONOMIC ORGANIZA- 
TION SECTION, OFFICE OF EUROPEAN REGIONAL AFFAIRS, DE- 
PARTMENT OF STATE—Resumed 


Senator Keravuver. Mr. Chairman, may I ask: Have you found any 
notes or minutes of this meeting we referred to this morning? 

Mr. Srewart. We identified the meeting and we found a list of 
those present, and that particular meeting was not the one I had in 
mind before lunch; that was the first big meeting of our consultant 
group which we held in the Department of the Interior. 
aaa Keravuver. What was the date of the meeting that you had 
in mind? 

Mr. Srewart. Senator, I haven’t any idea; I can’t identify it from 
memory, any one of these meetings; we have had so many of them I 
cannot identify any from memory. 

Senator Keravuver. What was the meeting, Mr. Stewart, in which 
you have the names of those present ? 

Mr. Srewart. That was a meeting of the consultants, including cer- 
tain 0 ep acne from the Middle East Emergency Committee, that 
was called by us to brief the consultants on the overall problems as we 
saw them at that time. 

Senator Kerauver. What was the date of that meeting? 

Mr. Srewart. January 3. 

Senator Keravuver. You said you had a list of who was there? 
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Mr. Srewarr. We have a list of—just a signature list, and we will 
furnish you the list of names, typed, as soon as we can get it done. 

Senator Kerauver. Can you not submit it now? Can we not get it 
now ¢ 

Mr. Srewarr. I can read it. 

Senator Kerauver. Do you have any notes of that meeting, or are 
there any ? 

Mr. Stewart. There are no notes on those meetings; we don’t keep 
minutes. 

Senator O’Manonry. When you speak of those meetings, you mean 
conferences held in Washington as between representatives of the 
Government and representatives of MEEC? 

Mr. Srewart. No, sir; conferences held in Washington, interde- 
partmental, and with the consultants whom we call in. 

Senator O’Manonery. Consultants representing the petroleum 
industry ? 

Mr. Srewart. Yes, sir. 

Senator O’Manonry. Do you want the committee to understand 
that no members of MEEC were at those conferences ? 

Mr. Stewart. From time to time there are representatives from the 
Middle East Emergency Committee at those conferences. 

Senator O’Manonry. Do you keep records of those meetings? 

Mr. Srewart. Simply the list of those present and ordinarily the 
agenda. 

Senator O’Manoney. Formal minutes are kept of the meetings of 
the MEEC in New York? 

Mr. Stewart. Yes, sir. 

Senator O’Manonery. I think perhaps it might be a good plan for 
you to have those minutes—— 

Mr. Stewart. Well, Senator, we have so many meetings day by day 
that we have a terrible job trying to set up any minutes on what these 
are. I can read a list of names by groups, if you wish. 

Senator Keravuver. I would like, if it is all right with the chairman, 
to know who was at this meeting. 
ean Srewart. They are listed here by name: Argyle, W. R.; Case, 
N. 

Senator Krrauver. Now, you say by groups. What groups? 

Mr. Srewart. The first group is the te and representatives 
from the Middle East Emergency Committee. 

Senator Kerauver. Would you mind telling who these people are 
as you read their names? You said Argyle—— 

Mr. Stewart. Argyle was one of our consultants, a domestic refiner. 

C. N. Case is chairman of one of the subcommittees of the Middle 
East Emergency Committee. 

Senator Kerauver. Was he with some oil company ? 

Mr. Stewart. Yes; Socony Mobil. 

Senator Karauver. As you read, telle us the company that they are 
with. 

Mr. Srewart. I will try to give you that: 

Clardy, Bruce C., an tndeapendibnn producer; Coleman, S. P., 
Middle East.Committee Chairman and Standard Oil Company of 
New Jersey; Cogan, J. A., Vice Chairman of the Middle East Emer- 
gency Cormmittee and of Standard Oil of New Jersey; Furcht, C. 
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M., Standard Oil of New Jersey; Jamison, Minor, he is economist 
and assistant to the president of the Independent Petroleum Associ- 
ation of America; Nielson, Glenn, independent refiner from Wyo- 
ming; Simon, William, an attorney 

Senator Kerauver. Attorney for whom ? 

Mr. Srewart. He is an independent attorney whom we have as a 
consultant to the Solicitor. 

Senator Ker,uver. He is a Government employee ? 

Mr. Srewart. No; he is a consultant without compensation on spe- 
cial jobs for the Solicitor in connection with the overall Middle East 
operation. 

Senator Kerauver. You are talking about a consultant for the 
Solicitor of the Interior Department ? 

Mr. Stewart. Yes, sir. 

Senator Kerauver. What is he? Is he a dollar-a-year-man? Is 
he paid ? 

Mr. Srewarr. He works without compensation when he is called. 

Senator Keravuver. What is his object in working without com- 
pensation ? 

Mr. Stewart. Responding to the call we have made on him for as- 
sistance, the same as these other men who are working without com- 
pensation. 

Senator Kerauver. Is it your custom to call in lawyers without 
compensation ? 

Mr. Srewarr. On occasion. 

Senator Kerauver. What particular qualifications does Mr. Simon 
have? 

Mr. Stewart. I think, Senator Kefauver, I would defer that ques- 
tion to the lawyers who know him and his qualifications much better 
than I do. 

Senator Kerauver. Who called him in’ Who suggested that he 
be the consultant for the Interior Department ? 

Mr. Srewarr. I would be unable to identify who, specifically, 
called him in. He was one of the number of men who was consid- 
ered:and whom we,tried to get to come and give us some guidance, 
and he was one of the men who was introduced to Secretary Worm- 
ser and whom the Solicitor knew. That is the closest I would care 
to try to identify him. 

Senator Keravuver. Just a minute. Mr. Wormser, did you call in 
Mr. Simon ? 

Mr. Wormser. I don’t think I specifically called him in. I was 
quite agreeable to having him appointed because I had known of his 
background; he had the background, or experience at least in oil liti- 
gation and also in PAD or PAW, and in the earlier efforts of in- 
dustry-Government cooperation. 

Senator Kerauver. Does he take an oath of office as a consultant 
of the Federal Government ? 

Mr. Stewart. Yes, sir. 

Senator Keravuver. So he is considered, as a consultant, an em- 
ployee of the Federal Government ? 

Mr. Stewart. Yes, sir; employee without compensation. 

Senator Kerauver. How much time did he give to this matter? 
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Mr. Srewart. Oh, I cannot tell you. We have a record of all the 
consultants services, but I cannot quote it offhand, a day or two at a 
time. 

Senator Kerauver. Is he still a consultant with the Department ? 

Mr. Srewart. Yes, sir. 

Senator Kurauver. How long has he been a consultant ? 

Mr. Stewart. I cannot give you the exact date. It was toward the 
end of December or about the first of January. 

Senator Krerauver. Had he previously been a consultant for Mr. 
Wormser / 

Mr. Srewarr. No, sir; he had previously been, in Government 
service, as far as we were concerned, he had previously been Associate 
Counsel and then Chief Counsel of the Petroleum Administration for 
Defense. 

Senator Keravuver. You said he had experience with some previous 
oil litigation. Was that as a consultant or what? What was that 
in connection with ? 

Mr. Srewarr. That was in connection with the Associate Chief 
Counsel and the Chief Counsel of the Petroleum Administration for 
Defense. He had 2 or 3 years’ experience in the type of legal problems 
involved between the carrying on of Government-industry coopera- 
tive effort, and he was intimately involved in the actions on the part 
of the Government with respect to the original voluntary agreement 
relating to foreign petroleum supplies. 

Senator Krerauver. Does he represent any of these oil companies ? 

Mr. Srewarr. I would not know. 

Senator Keravver. Do you know, Mr. Wormser ? 

Mr. Wormser. No. 

Senator Krerauver. You say he does not or just that you don’t 
know ? 

Mr. Wormssr. I don’t know, sir. 

Senator Kreravuver. Do you have any other attorneys as consultants 
of this nature? 

Mr. Stewart. We do not, in the Oil and Gas Office or in connection 
with this operation. 

Senator Keravver. All right, sir, read on. 

Mr. Srewarr. The next is J.E. Warren. Warren is an independent 
producer and is vice president of the National City Bank of New York. 

Now, the State Department on that particular time: Mr. E. G. 
Moline was the only State Department representative present. 

From the Office of Defense Mobilization: Dr. A. S. Flemming, 
Director; and C. H. Kendall, who is General Counsel. 

From the Office of the Secretary, we had Secretary Wormser; FE. R. 
Nicholai, one of our public information men; J. Reuel Armstrong, 
Solicitor. 

In addition to that group, we had most of our own technical men 
in the Office of Oil and Gas, and I will mention those if you wish. 

Senator Krrauver. Would you read those rapidly ? 

Mr. Srewart. Mark A. Eken, assistant director; C. D. Frentress; 
R, S. Fowler, director of the voluntary agreement; Frank X. Jordan; 
Walter L. Keefe; Frederick S. Lott, another assistant director; 
William McEldowney ; R. J. Miller, Russell W. Slight; H. A. Stewart; 
Ben Tafoya; Forrest Trantham; and P. B. Whitney. That is the list. 
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Senator Keravuver. Did you make up the list, Mr. Stewart? Who 
wrote down the list? 

Mr. Srewart. This list was worked up from the signature page of 
the individuals who attended. 

Senator Keravuver. What are those other pages you have there? 

Mr. Stewart. These are miscellaneous notes leading up to the meet- 
ing and it listed the consultants whom we expected to be there and 
some notes concerning J. Ed. Warren. 

Senator Kerauver. And who is J. Ed. Warren? 

Mr. Stewart. He is one of our consultants. 

Senator Kerauver. Do you have the agenda there for the meeting? 

Mr. Srewart. Well, this meeting, apparently, did not have an 
agenda. It was the very first meeting and it apparently did not have 
an agenda ee 

Senator Keravuver. You had not had a previous meeting to this one? 

Mr. Stewart. No, this was the first meeting of this consultant 


oup. 

Senatar Keravver. On January 3? 

Mr. Srewarr. January 3. 

Senator Krerauver. And what are the other pages you have? 

Mr. Stewart. This is a note from Mr. Warren concerning some of 
the efforts he had made to try to find another employee; and the efforts 
he had been making in that respect. 

This is a typewritten list; this is a signed list and this is the table 
seating; and this is some notes of what I had said to the session. 

Senator Kerauver. Would you let me examine what you said to the 
session ? 

(Document was handed to Senator Kefauver.) 

Eenator Kerauver. Can this be filed, Mr. Chairman, what he said 
to the session ? 

Senator O’Manoney. This is the first inquiry, to my knowledge, 
about this particular—— 

Senator Kerauver. I would ask if Mr. Stewart has no objection to 
what he said to the session, that it be filed as part of the record. 

Senator O’Manoney. I am sure he has no objection. 

Mr. Srewarrt. I would have no objection. There is one qualifica- 
tion, Senator. Those are notes from which I undertook to talk. Now, 
they were basically a guideline for me in making my comments before 
the group. 

= Keravver. Do you object to them being made part of the 
record ¢ 

Mr. Srewart. No; it is all right, with that understanding. 

Senator Keravver. How did it happen that there were no minutes; 
no notes, made at this meeting ? 

Mr. Stewart. We keep no minutes of any meetings of this type. 

Senator Kerauver. You mean at these consultant mioutinaiol 

Mr. Stewart. No, consultant meetings—meetings of that particular 
description. 

Senator Keravver. How about inter-departmental meetings, where 
you have the State Department and the Interior Department and you 
call in people in the oil business such as you referred to earlier today ? 

Mr. Stewart. Those meetings have almost exclusively been called 
by Dr. Flemming and whether or not minutes are kept, I do not know. | 
I never have seen any. 
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Senator Kerauver. Mr. Kendall was going to tell us if he could 
find minutes of those meetings. 

Mr. Kenpauu. There are no minutes. 

Senator Kerauver. No memorandums or notes of any kind ? 

Mr. Kenpatx. Only where individual members made notes, Sen- 
ator Kefauver, no official notes of what went on; no. 

Senator Kerauver. You have searched and made inquiry and that 
is the case? 

Mr. Kenpatu. Yes, sir; that is right. 

Senator Krrauver. Mr. Stewart, this seemed to be a rather im- 
portant meeting, with everybody marked exactly where they were 
around the table. There were some important people there. 
Wouldn’t you think that would be a meeting at which you would take 
minutes? 

Mr. Stewarr. Well, at that meeting, Senator—we were talking to 
the consultants and undertaking to give these men who had come in 
there at our request, give them the best possible briefing of the overall 
situation and there was no point in making any notes of anything 
that went on. 

Senator O’Manonery. Were any decisions reached ? 

Mr. Stewart. No, not at that meeting, we were telling them 

Senator Kerauver. How many of these interdepartmental meetings 
did Mr. Hoover attend ? 

Mr. Srewart. I would not have any idea. 

Senator Kerauver. What would you say, 2, 5? 

Mr. Stewart. I would not guess; these meetings he never attended; 
these are consultant group meetings. 

Senator Keravuver. I am not talking about your consultant groups. 
I am getting back to the meetings of the representatives of the various 
departments. You and Mr. Wormser this morning said he attended 
some meetings, and I just wonder if you know how many. 

Mr. Stewart. I would not hazard a guess, because those meetings 
were called by Dr. Flemming, and I would not guess how many times 
he attended. 

Senator Kerauver. Mr. Wormser, can you tell us? 

Mr. Wormser. I would guess, Senator, about 2 or 3. 

Senator Kerauver. What was the purpose of Mr. Hoover being 
there ? 

Mr. Wormser. Well, after all, the State Department has a great 
interest in this whole project from the foreign standpoint and some 
officer of the State Department was quite justified in attending the 
meeting in Dr. Flemming’s office. 

Senator Kerauver. Did he have any advice to give, or did you have 
any advice to give him? Did he state the position of the Government 
on anv matters? 

Mr. Wormser. Well, I would defer to the State Department on 
that. 

Senator Kerauver. Mr. Moline, can you tell us? 

Mr. Mourne. I did not accompany Mr. Hoover to all of the meetings 
he went to, but I was with him at two of these meetings. If I am 
right in my recollection, he attended meetings only in the month of 
November, which was a period ae which the Government was 
tryine to make the decisions about whether to activate the Middle 
East Emergency Committee. 

90507—57—pt. 1-43 
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And if you will recall, there were a great many matters pressing on 
the State Department in those days, the matter of our U. N. position 
in which Mr. Hoover was very deeply involved, the question of trying 
to assess the repercussions in the Middle East of an action that might 
be wrongly interpreted as support of the British and the French ac- 
tion in Egypt. Mr. Hoover participated in an oral discussion of the 
pros and cons of this issue with other people who were there at Dr. 
Flemming’s invitation, as the result of which, they did decide at that 
particular meeting that that was still not the time to activate the 
Middle East Emergency Committee. 

Eventually, as the result of one of these meetings, and time having 
passed and some of these matters pressing less urgently for considera- 
tion, the decision was taken late in November to activate the com- 
mittee and to my recollection, although I might be wrong on this, I 
don’t recall that Mr. Hoover participated in meetings after that. 

Senator O’Manonry. When you speak of activating the committee, 
what committee do you mean ? 

Mr. Motte. I am sorry, Senator, the Middle East Emergency Com- 
mittee, which was reactivated as the record shows as the result of a 
decision taken at the behest of the President on November 30, if I 
remember the date correctly. 

Senator O’Manoney. So that prior to November 30 the Middle East 
Emergency Committee had not been activated, had not been estab- 
lished ? 

Mr. Srewarr. The Middle East Committee had been established. 
It was set up August 22 following the approval of the plan of action 
on August 10. 

The committee had some work going on all the time, particularly 
the supply—studies on availability of petroleum and the petroleum 
demand. 

Senator O’Manoney. You see, what I am trying to get at, there is 
an inference drawn from what Mr. Moline has said, that on November 
30, in response to a decision by the President, the committee was 
activated. 

Mr. Srewart. Yes, sir. 

Senator O’Manonry. Which would seem to indicate that prior to 
November 30 it had no official recognition by the Government. 

Mr. Mourne. Senator, I certainly did not mean to convey that im- 
pression. What I meant was, it was in being, but it was not actively 
engaged in the kind of activities which it has subsequently been author- 
ized to engage in. 

Senator O’Manoney. I see. 

Mr. Mourne. There was 1 of its committees, I believe, and possibly 
2, collecting statistics but not engaged in the free exchange of infor- 
mation as is now 

Senator O’Manonery. Was there anything being done under the 
voluntary plan prior to November 30, with respect to the actual oil 
lift? No decisions with respect to the oil lift were made prior to 
November 30 ? 

Mr. Stewart. That is correct. 

Senator O’Manoney. No transportation of oil took place before 
November 30? 

Mr. Stewart. No transportation of oil under the plan of action. 

Senator O’Manonry. Yes. Is that your understanding? 
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Mr. Mouine. That is my understanding; yes, sir. 

Senator O’Manonry. Of course, the companies themselves were 
engaged in their work. 

Mr. Stewart. Yes, sir. 

Senator O’Manoney. Their private work, but on the Government 
enterprise, nothing was done prior to November 30? 

Mr. Stewart. That is right. 

Senator Kerauver. Now, did I understand you, that finally in No- 
vember, when the decision was made to reactivate the MEEC, that it 
was made at the suggestion, partially, at least, of Mr. Hoover of the 
State Department ? 

Mr. Morne. I think that would be a fair statement. Senator, 
there was always a very frank exchange among the departments con- 
cerned, as Mr. Wormser said this morning. The decisions were al- 
ways agreed to unanimously, and as the result of the give-and-take, 
at this time, it was felt it was possible to start it up without having 
the same concern that worried us earlier in the month, 

Senator Keravuver. That was the recommendation of the State De- 
partment as well as other agencies? 

Mr. Motrnez. As well as other agencies, yes, sir. 

Senator Keravuver. You said, sir, that matters came up that the 
State Department was particularly interested in, and that that was 
the reason you and Mr. Hoover were there. 

What were the other matters that the State Department had a par- 
ticular interest in? 

Mr. Moxtne. Well, I think it is fair to say that our major preoc- 
cupation at the time was to see that the maximum amounts of oil 
could be gotten to Europe in order to avoid these consequences which 
I mentioned this morning of oil shortages on the economic, military, 
and political relationships there; and at the same time not to have 
this action misunderstood in the Middle East; conversely, also to as- 
sure as best we could the maximum lift of Middle East oil consonant 
with the supply problem we had in Europe, so that there were obvious 
difficulties in the foreign relations sense, if there should be very sharp 
cutbacks in Middle East output generally that were possible to obviate, 
and these would apply, I am certain, with greater force if there 
should have been disproportionate cutbacks as the result of measures 
which were controllable. 

This is the reason that I am sure Mr. Stewart had in mind this 
morning when he spoke of our wishing the maximum amount of ad- 
vance information that we might get in the Department if there 
seemed likely to be any disproportionate cutback of production in 
the Middle East beyond what was necessitated by physical factors 
over which we have no control. 

Senator Kreravver. Mr. Moline, a statement was made in the min- 
utes of the report of Mr. Flemming at the MEEC, that the operation 
of the MEEC would have a very close connection with the foreign 
policy of the United States. 

Mr. Morne. Certainly, in the sense of these two important fields of 
minimizing shortages in the one and maximizing the output of oil 
in the other place, they were matters of very great concern to us. 

Senator Kerauver. One of the concerns was that you wanted the 
oil produced and transported as rapidly as possible out of the Middle 
East ? 
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Mr. Morin. The first concern was to get the most oil that we could 
into Europe and with that a minimum cutback in the Middle East. 
Now, the two were necessarily somewhat at variance one with the 
other. As it turned out, we have been able to maintain a very large 


production of oil in the Middle East. 


Vovember was a very difficult month in our European relations. 
Senator Kerauver. So that the State Department and our foreign 
policy should have a stake in the successful operation of the MEEC 
and the fullest production of these oil companies operating in the 


Middle East ? 
Mr. Motrneg. That is right, sir. 


Senator Kerauver. Was that explained at these meetings? I mean, 


that was discussed at the meeting ? 


Mr. Mouine. You are speaking now of the interdepartmental meet- 


sag thet Mr. Hoover attended ? 
enatro Krerauver. Yes, sir; interdepartmental meetings; yes,sir. 


Mr. Mottne. I do not recall that ever came into the conversation, 
the meetings I attended—it was, I think, taken for granted that in the 
short run the coordination of transport, which was the key to both of 
the things I mentioned, was a matter that could be best sorted out by 
people who had knowledge of shipping schedules and control of the 
tankers, and we were starting, really, with the premise that the MEEC 


would be an effective instrument. 


The question was whether you could forego the benefits of that 
coordination in the interest of other political considerations without 


at tlie same time damaging your position in Europe. 


Senator Kerauver. Mr. Moline, then, I take it that you feel that 
these minutes of the MEEC are a correct interpretation of what Dr. 
Flemming said here, as reported by Mr. Fowler, that the Government 
was formulating a large part of this Middle East and foreign policy 


on the basis of successful Government-industry cooperation ? 


Mr. Morine. No; I think that is a bad choice of verbs in there, to ) 


speak of formulating our policy on the basis of this. Certainly we 
felt that the success of it was an important factor in the totality of our 
E 


relationships in both areas and conceivably if Europe had been weak- 
ened ersonneny by lack of oil, it could have had a very marked impact 


on foreign relations. 


sense of supporting our foreign policy, that the success of the com- 
mittee was important; but to say that the success was a factor in the 
formulation of our policy, I think, is overstating the case considerably. 


I would expect that Dr. Flemming would have meant that in this | 
£ 


Senator Kerauver. Mr. Moline, in these meetings like those Mr. 
Hoover attended, wasn’t the question of the cutback discussed and 
how the cutback would be handled and its repercussions upon the posi- 


tino of the United States with various Middle East countries? 


Mr. Moutne. If that was, it was not at the two meetings I attended. 
It is a question that I know we considered in the Department in the 


sense that I mentioned to you. . 
Senator Keravuver. You talked about it in the Department ? 
Mr. Morning. Yes; State. 
Senator Kerauver. Where was it considered in the Department? 


Mr. Mourne. Well, in our Near East Office, our Fuels Office, and 
IT have—I was brought into it by virtue of my previous connections 
with the oil work of the Department in London and previously in the 
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Petroleum Staff; but it was more a recognition that there would be 
problems if there should be a eee cutback, 

Fortunately, it never developed. We never had to pass any advice 
out on the subject. 

Senator Keravver. I know, but what policy was formulated for 
handling the problem if it did develop ? 

Mr. Mottne. None. 

Senator Keravver. There never was any ? 

Mr. Motine. No. Our thought was that ideally it would be best 
if the resultant deficits of this shortage of transportation were to turn 
out to be fairly equitably spread across the Middle East, and this, in 
fact, is what has happened, but there was never any specific guidance 
asked for in the Department on this, nor, as far as I am aware, any 
ever offered in the interdepartmental circle, and I am certain none was 
ever passed on to the companies. 

Senator Krravver. It was contemplated there would be a 20 or 25 
percent cutback, wasn’t that so? 

Mr. Motte. In Europe’s supplies of oil. 

Senator Keravver. And Middle East production ¢ 

Mr. Moxtne. I don’t recall. I don’t recall ever saying that, though 
it would have been evident that with the shortage of transport, 
with a deficit of this amount in Europe’s consumption and the fact 
we were supplying some from the Western Hemisphere, there would 
be a setback. As it turned out, it was absorbed by these other fac- 
tors we mentioned this morning, the pipeline interdiction, the political 
directives forbidding shipments to certain destinations which were 
imposed by some of the governments in the area. 

Senator Keravver. You said something about the position of the 
State Department being an even cut across the board, if there had 
to be one, Was that the policy you evolved, whether you put it into 
effect or not ? 

Mr. Mottne. No, I think that would have been the judgment we 
would come to, because there were obvious difficulties, if this were to 
fall disproportionately on the particular producing countries in the 
Middle East beyond what circumstances forced on them. 

Senator Krvauver. What were those difficulties? 

Mr. Mottne. This is not the sort of question I would care to put 
into the open meeting, Senator. They are matters that have very 
large political import which primarily concern our Near East Divi- 
sion and on which I would not feel competent to speak even if it 
were proper matter for an open hearing. 

Senator Kerauver. Who would be competent to speak about it? 

Mr, Motrne. I would say one of our officers in the Near East area. 

Senator Keravuver. So, by your saying here that it should be in 
executive session, I take it there is some position about the matter in 
the State Department? © 

Mr. Mourne. No, it is a kind of a question on which I think it is 
unwise to be speculating publicly, about what might have been done 
or what the situation was thought to be in those very difficult times 
when relationships with the Middle East are, I think, improving, 
compared with what they had been, where we were very, very much 
aware of how delicate were the positions that we found ourselves in. 

Senator Kerauver. Answer this question if you wish: You said 
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that the handling of possible cutbacks had deep political significance 
upon the nations of the Middle East and that you would rather not 
discuss them here ? 

Mr. Motrnz. I don’t know if I said “would have.” I should have 
said “could have had.” And I would not consider myself competent 
to discuss them and I doubt that those who are would feel that they 
were proper matters for public discussion. This merely exemplifies 
the kind of foresight the Government tries to have on some of these 
matters. It is in this sense that we would try to appraise the con- 
sequences of oil shortages in Western Europe: That is, you hope you 
don’t have to bring any of these plans into being, you hope you are 
never faced with the decision, but you try and get at least some pre- 
liminary thinking on them, not crystallized or formal positions. 

Senator Keravuver. These meetings with Mr. Hoover, you think were 
in November, December—— 

Mr. Motine. They would have been November because they fol- 
lowed the blocking of the canal and the disruption of the pipelines, 
when Dr. Flemming was then faced with the question of whether or 
not it was time to activate the Middle East Committee which was in 
being, just in anticipation of a stoppage of Middle East transport, 
but the stoppage came about in different circumstances than had 
originally been thought likely and that necessitated a reappraisal of 
the whole situation. 

Senator Kerauver. What part do you contemplate, Mr. Moline, 
that all of these consultations and the problems with respect to the 
operation of the MEEC and getting the oil out of these Middle East 
countries played in bringing about the Eisenhower doctrine? 

Mr. Mottne. That would be well beyond my field, but I doubt if 
it had any. That is sheer surmise, and I would not like that to be 
held as any State Department view. 

Senator Keravver. Don’t you think it is rather a coincidence that 
as of the 1st of November, according to Mr. Dulles, everything was 
all right and improving in the Middle East yet all of these oil meet- 
ings were held relative to MEEC and problems that would affect the 
Nation if there was a cutback, and a close relationship between MEEC 
and the policy of the country has been shown. Don’t you think that | 


a 


is rather strong evidence that the MEEC operation would have con- 
siderable to do with the final evolution of the Eisenhower Middle 
East foreign policy ? 

Mr. Morrne. I would rather those who are working on that aspect 
of it would answer for the Department, but I should think they are 
both facets of the same problem; that the circumstances that necessi- 
tated the joint action in support of Europe’s oil supply is just one 
other little part of the total Mideast sreilens which the Eisenhower 
doctrine is designed to try to do something with. But to say there 
is some connection between MEEC and the Eisenhower doctrine— 
I would doubt it. 

Senator Kreravuver. Dr. Flemming said, according to the minutes, 
that the Government was formulating a large part of its Middle East 
and foreign policy on the basis of this successful Government-indus- 
try cooperation; so is it true that the successful Government-industry 
cooperation was one of the key points in considering how the Middle 
East problem would be handled, foreign policywise ? 
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Mr. Mourne. I would have thought that Dr. Flemming was talk- 
ing in the narrow sense that I have tried to speak to a moment ago. 
He, of course, is in higher circles of Government than I, and I would 
think that he would be the best one to explain what he meant by that; 
but certainly I have never heard him speak about Middle East in the 
broad sense, something like the Eisenhower doctrine. 

Senator Keravuver. Mr. Stewart, I notice on the minutes it is sug- 

ested you prepare an agenda for future meetings of the consultants. 
Did you prepare such agenda? 

Mr. Stewart. For the future ones we did. 

Senator Krerauver. Do you have those agenda for the future meet- 
ings? 

Mr. Stewart. With us here? 

Senator Kerauver. Yes, sir. 

Mr. Stewart. No, sir. 

Senator Kerauver. Will you supply copies for the committee? 

Mr. Stewart. All right. Incidentally, Senator, these are our only 
notes, and I would be glad to submit those for the record but I prefer 
to have these sheets back so that we can type them and give you typed 
documents. 

Senator Keravuver. I think Mr. McHugh said that they would be 
returned. 

eens O’Manoney. I think without objection we can return 
these. 

Senator Kerauver. The top penciled sheets, but the bottom sheets 
made exhibits in the record, unless you will send us copies. 

Mr. Stewart. I will be glad to send you copies. I would like to 
have these back. 

Senator Kerauver. Well, all right. 

Senator O’Manongy. Without objection, copies of these will be 
submitted and I would like here, Mr. Stewart, to hand to you this 
exhibit and ask you to identify it. 

Mr. Stewart. This isa list of all of the consultants—— 

Senator O’Manoney. Isn’t it the list you presented to me when you 
were up here with Secretary Seaton and Mr. Flemming the other day ? 

Mr, Stewart. Yes, sir. 

Senator O’Manonery. In response to my inquiry of the day before? 

Mr, Stewart. Yes, sir. 

Senator O’Manoney. This purports to contain the names of all of 
the persons who are on the WOC list, is that not correct ? 

Mr. Srewart. Yes. 

Senator O’Manoney. I think perhaps we did not put it in the record 
at that time but it was intended to be part of the record. 

Senator Kerauver. I would like to have you see this list. It is 
the complete list furnished by Mr. Wormser of the WOC employees, 
Gas and Oil Division of the Interior Department. Some of these 
were present at the meetings concerning which Senator Kefauver 
inquired—but this list gives the identification of each person. 

Senator O’Manoney. Mr. McHugh, have you anything else? 

Mr. McHueu. Mr. Wormser, you testified earlier before the sub- 
committee concerning schedule No. 4 under the plan of action which 
provided for the rearrangement of pipelines in the United States. 
Can you tell us whether any action has been taken pursuant to 
schedule No. 4? 
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Mr. Wormser. As a matter of fact, none has been taken since De- 
cember, Mr. McHugh. It was suspended, as I think I explained to 
the committee in earlier testimony. 

Mr. McHvueu. It was not clear from the testimony whether it was 
suspended or merely an order put into effect that no action could be 
taken without 72 hours’ notice. 

Mr. Wormser. That is correct, there was 72 hours’ notice, but in 
effect it has been suspended pending further studies. 

Mr. McHvseu. So that to your knowledge no action at all has been 
taken under it? 

Mr. Wormser. That is right. I would like to verify that. Mr. 
Stewart ? 

Mr. Stewart. That is correct. 

Mr. McHveu. Can you tell us why it has been suspended ? 

Mr. Wormser. I discovered there was some feeling that putting this 
schedule into operation would spill over into the domestic area to the 
detriment of the domestic independents, and I thought if there were 
any such situation developed, we should not use the schedule, and I 
was quite prepared to, shall I say, expunge it from the record or do 
away with it altogether if that should eventuate, so I am hopeful that 
we can have a full and complete investigation whether anything like 
that should eventuate and Fineans you we have no desire to put it 
into effect. 

Mr. McHvueu. I wonder if for the benefit of the subcommittee you 
can explain to us what action it is that is contemplated under that 
schedule that has an adverse effect on some of the independents? 

Mr. Wormser. Mr. McHugh, it was designed, as I see it, to give 
further protection to those companies with domestic interests who 
wanted rearrange their lines so that they could increase the flow of 
oil to the Government. That was the explanation given to me, and 
they felt they could not engage in conversations with their competi- 
tors with immunity, so that was designed to give them the protection 
they needed so they could go ahead with their deliberations. 

Mr. McHven. Therefore, what was involved in the schedule No. 4 
meant arrangements among competitors in connection with the trans- 
mission of petroleum over pipelines? 

Mr. Wormser. That is right. 

Mr. McHueu. And that would probably be in violation of the anti- 
trust laws? 

Mr. Wormser. Yes, sir. 

Mr. McHven. And that type of activity, therefore, could not be 
carried on unless pursuant to a schedule which clothed the transactions 
with immunity ? 

Mr. Wormser. That was my understanding. 

Mr. McHveu. Did you know there had previously been some action 
taken by these companies of the nature that was contemplated by 
schedule 4? 

Mr. Wormser. I believe there were all kinds of efforts made by the 
various companies producing crude oil to get as much oil down to the 
gulf as possible and I do not doubt that some of them that were north 
used barges to get it south, and all kinds of expedients to move it to 
the gulf coast; but as far as the specific details, I am not familiar 
with it. 
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Mr. McHvuen. These arrangements you are speaking of are ar- 
rangements entered into by these companies without benefit of a sched- 
ule which gives them immunity under the antitrust laws! 

Mr. Wormser. Precisely. 

Mr. McHveu. So that as far as action taken previously to this time 
before the schedule was adopted, it was illegal ! 

Mr. Wormser. I would not say so. 

Mr. McHueu. Now, I direct your attention to the meeting of Janu- 
ary 4, 1957, of the Middle East Emergency Committee and the minutes 
there on page 5 state: 


Mr. Fowler stated that it had been reported that action already undertaken 
of the kind described in schedule No. 4 had made available approximately 
100,000 barrels a day of crude oil at the United States gulf for movement to Bu- 


rope or to the east coast in substitution for Middle East supplies diverted to 
Europe. 


Mr. Wormser. Yes; those were individual company actions, Mr. 
McHugh. 

Mr. McHvucu. When I asked you previously about the type of action 
which was contemplated by you, you suggested to me this involved ar- 
rangements among competitors. 

Mr. Wormser. The way I visualize it, Mr. McHugh, this was an 
opportunity to increase the flow still further. They were making 
certain progress but, to give greater progress, it was necessary to give 
immunity so that they could confer with each other and, if possible, 
devise other expedients to increase the flow. 

Mr. McHvuex. But without this immunity, they could not confer, 
isn’t that correct ? 

Mr. Wormser. That is correct. 

Mr. McHueu. Doesn’t this suggest they did that before this sched- 
ule went into effect ? 

Mr. Wormser. That I don’t know. I think I will ask Mr. 
Stewart—— 

Mr. McHvueu. You want someone else to answer that question ? 

Mr. Wormser. Well, it is going into legal questions. 

Senator O’Marionry. Mr. Armstrong, do you care to answer that 
question? Identify yourself for the reporter. 

Mr. Armstrong. I am the Solicitor for the Department of the In- 
terior. 

As I understand it, there were no concerted actions taken, nor have 
there been, even, up to now, never have been any concerted actions 
between certain companies to effect the type of an operation that 
Mr. Wormser has just talked about. 

In other words, the reversing of the flow of certain pipelines so 
that more crude could be taken into the port from the gulf. 

Of course, I am not so sure as Secretary Wormser is that even if 
there were concerted action between competitors for such an action, 
that it would be in violation of the antitrust laws. 

Mr. McHueu. Do you have any information concerning the situ- 
ation that is referred to here specifically? Can you tell us anything 
about the companies involved and precisely what kind of rearrange- 
ments were made and where and who might be affected thereby? 

Mr. Armstrone. No; I cannot give you any of the details, Mr. 
McHugh. I asked a few general questions on it to find out the pur- 
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pose for the amendment and that was the answer I was given, but 
the details were never given to me. They just say some of the com- 

anies that were transporting their own product were already revers- 
ing their flow and, as a consequence, bringing more crude into the 
gulf. 

Mr. McHven. Is it possible some of these arrangements you are 
speaking of were arrangements among competitive pipelines? 

Mr. Armstrone. Between competitive pipelines? 

Mr. McHven. Between competitive pipeline companies? 

Mr. Armstrone. Well, I don’t know. As I say, I don’t know who 
was involved in any of these actions. Details I don’t have. 

Senator O’Manonry. Mr. Armstrong, did you have anything to do 
with the formulation of this amendment ? 

Mr. Armstrona. I approved it; yes. 

Senator O’Manoney. It was prepared before it came to you for 
approval ? 

fr. Armstrone. Yes; I think that one of my lawyers helped 

draft it. 


INTERIOR CONSULTANTS 


Senator O’Manoney. On the list of WOC consultants we find the 
names of Howrey and Simon, not Simon alone but also Howrey. 
They are well known in Washington as experts on antitrust laws. 

Mr. Howrey was formerly Chairman of the Federal Trade Com- 
mission, where he gained a great. deal of official experience in admin- 
istering the antitrust laws under the jurisdiction of the Federal 
Trade Commission and prior to that time he was a Washington lawyer 
practicing before the Federal Trade Commission. 

Mr. Simon is well known to the committees of the Congress. He 
has served as adviser, I remember very well, of the Banking and 
Currency Committee of the Senate at one time and he has been ad- 
viser, I think, to some members of the Interstate and Foreign Com- 
merce Committee. 

In any event he, like Mr. Howrey, is a well-known legal expert in 
the antitrust laws. 

Now, can you testify as to whether or not these consultants ever gave 
the Department of the Interior, or its Oil and Gas Division, any in- 
dication of what sort of antitrust complications might develop 

Mr. Armsrrone. Yes, sir. Senator O’Mahoney, first, let me say 
that Ed Howrey has never been a consultant of this Department. 

Senator O’Manoney. His name is on this list. 

Mr. Armstrona. It makes no difference, he has never been a con- 
sultant, he has never attended any of these meetings. I don’t know 
how his name is on this list, how it got there is beyond me, certainly it 
is by inadvertence, because he was not and never was considered as 
a consultant. 

Senator O’Manoney. Let us get this straight, now. Mr. Stewart, 
that is the list you handed me? 

Mr. Srewart. Yes, sir. 

Senator O’Manonry. And Mr. Howrey’s name is there? 

Mr. Stewart. That is his address which is there, and in the case 


of Mr. Warren, for example, his address is the First City National 
Bank of New York 
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Senator O’Manonry. Yes, you are right, it is his address, But Mr. 
Simon gave advice? 


Armstrone. That is right, I presume 4 or 5 days, Senator, that 
is all. 


Senator O’Manonry. Can you tell the committee what subjects he 
covered ¢ 

Mr. Armstrona. Yes, I will be glad to. He was the Chief Counsel 
for Petroleum Administration for Defense and he is well acquainted 
with what was the voluntary agreement at that time and the plan of 
action and I thought he would be very handy to have around for pur- 
poets of the legal field and that and that alone motivated me in asking 


im as a consultant. He gave us advice and since then we have not 
had him. 


Senator O’Manonery. Thank you very much. 

Mr. Armstrone. He did not help us on anything concerning 
antitrust. 

Mr. McHven. Mr. Armstrong, do you happen to know whether 
or not Gulf or Standard Oil of California or Standard Oil of New 
Jersey entered into any arrangements with reference to any rearrang- 
ing of the pipelines previous to this schedule ? 

Ir. Anmstrone. Mr. McHugh, I really meant what I said a while 
ago I would not know what companies were involved in these arrange- 
ments, if there were any. 

Mr. McHvueu. But it was referred to in the meetings? 

Mr. Armstrxona. Yes. 

Mr. McHveu. You would not know anything about that. 

Mr. Armsrrone. I would not know anything, nota thing. _ 

Mr. McHvew. Now, Mr. Wormser, can you tell us what is the 
authority under this plan of action for the MEEC taking action which 
would involve or affect production or distribution of petroleum in the 
United States? What is the authority for that type of action? 

Schedule No. 4 was specifically designed to make provisions for 
arrangements with reference to redistribution of petroleum in the 
United States, was it not? 

Mr. Srewarr. Are you referring there, Mr. McHugh, to Schedule 
4? 

Mr. McHveu. I am referring to Schedule No. 4. Schedule No. 4 
involves redistribution of petroleum in the pipe-lines of the United 
States, does it not? 

Mr. Stewart. No, redistribution of facilities. 

Mr. McHuceu. In the United States? 

Mr. Stewart. Yes. 

Mr. McHueu. Now, what is the authority ? 

Senator O’Manoney. Well, now, wait a minute, he says “No.” 

, Mr. McHvueu. He says redistribution of facilities in the United 
tates. 

Senator O’Manoney. That involves transportation of oil, doesn’t 

it ? 

Mr. Stewart. They are almost all together. 

Mr. ArmstronG. May I answer the question, Mr. McHugh, and per- 
haps save time? 

You are asking for the authority of that portion of Schedule 4 hav- 
ing to do with the possible rearrangement of transportation facilities 
as it affects domestic production ? 
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Mr. McHveu. Yes. 

Mr. Armstrone. All right. The plan of action dated December 3, 
in section 83—no, section 2 (B) (iv) reads as follows: 

Such actions within continental United States as result in making petroleum 
or petroleum facilities available to foreign areas affected by the emergency above 
described. 

Mr. McHveu. Isn’t this an amendment? 

Mr. Armstronc. This is the plan of action. 

Mr. McHveu. Isn’t this an amendment to the plan of action ? 

Mr. Armstrona. This is the December 3 plan of action. 

Mr. McHveu. Isn’t that a specific amendment of December 3 to the 
original August 

Mr. Armstrone. That is right, it was. 

Mr. McHueu. So it was not until December 3 that a specific pro- 
vision was made which would enable MEEC to make arrangements 
which would have involved production or distribution in the United 
States / 

Mr. Armstronc. That is one of the amendments, that is right. 

Senator O’Manonry. As I get the picture, the original plan of 
action was approved by the Attorney General on August 10, 1956. 
That plan of action did not contain any reference to the use of pipe- 
line facilities within continental United States. That reference came 
by way of the amendments which were announced by Dr. Flemming 
to the public in a press conference on December 4, 1956, and schedule 4, 
which is the order by which the MEEC and the Department, the Oil 
and Gas Division, undertakes to operate the voluntary plan contain- 
ing a plan for the utilization of these facilities in continental United 
States—am I right? 

Mr. Srewart. Yes, sir. 

Senator O’Manonety. That is exactly what the situation was? 

Mr. Stewart. As provided, sir, in the language: 

The measures that constitute the program * * * and the arrangements for 
operations of pipelines and other transportation facilities within the United 
States to increase the volume of deliveries of domestic crude oil to the United 
States gulf coast for delivery to Europe and other foreign areas affected by 
the Middle East petroleum transport stoppage or for shipment to the United 
States east coast and Canada east coast in substitution for petroleum supplies 
diverted to Europe and other affected areas in accordance with schedules No. 1 
and No. 2. 

Senator O’Manoney. Nothing had been done under this schedule? 

Mr. Stewart. Nothing had been done. 

Senator O’Manoney. Is it not a fact that you had come to the 
conclusion that you better avoid that? 

Mr. Srewarr. I don’t think that is a warranted conclusion, Senator, 
that we better avoid it. 

Senator O’Manoney. I do not want to give any invidious accent 
to the word. I am merely referring to the fact that apparently since 
you have done nothing about the rearranging of these facilities, that 
maybe there is some doubt in the minds of your legal advisers as to 
whether or not the immunity from the antitrust laws which was given 
by the Attorney General applied anywhere in continental United 
States. 

Mr. Stewart. I am not competent to comment on that, Mr. Chair- 
man; that is legal. 
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Senator O’Manoney. Mr. Armstrong. 

Mr. Armstrong. Senator O’Mahoney, I would not say that the 
conclusion went as far as you did; no. 

Senator O’Manonry. How far did it go? 

Mr. Armstrong. Well, as I indicated to Mr. McHugh a little while 
ago, I am not ready to say that arrangements between competitive 
enterprises in Texas for the use of facilities jointly would violate any 
antitrust law, with or without the amendments or the schedule. 

Senator O’Manoney. There is a basic difference of legal opinion 
here. 

Mr. Armstrone. Maybe so. 

Senator O’Manoney. I indicated the other day and it might be 
well to repeat it, that I do not believe that the amendment to the 
Defense Production Act of 1955 authorized the Government to estab- 
lish the MEEC and grant the members thereof immunity from the 
antitrust laws because the obvious intent of Congress when the amend- 
ments of 1955 to the Defense Production Act were passed was to limit 
strictly the field in which exemptions from the antitrust law could 
be granted. It became therefore necessary for the Government, when 
it seemed to come to the conclusion that immunity was necessary, to 
read into that law section 708 and the second clause, 708 (b) in the 
second clause, an interpretation that justified the Government in 
holding that the voluntary agreement relating to foreign petroleum 
supply could be broadened by amendment long after the amendments 
to the Defense Production Act were passed and thereby bring about 
the authority without an act of Congress to grant immunity. 

I do not want you to answer that; there is no sense in starting 
a legal argument before the committee. I know you are a competent 
lawyer; I helped confirm you when you were nominated. 

Mr. Armstrone. That is right, and thank you very much. Of 
course, I don’t think the record should be barren of a statement of our 
position, though—— 

Senator O’Manoney. You may. 

Mr. Armsrrone (continuing). With respect to this, because I think 
our position is quite adequate, Senator, and of course 

Senator O’Manoney. And I remember the Attorney General was 
reluctant 

Mr. Armstrrona. Oh, but that was a long time before the emergency. 

Senator O’Manonry. Emergencies don’t make laws; they make 
evasions of laws. 

Mr. Armstrona. Nevertheless the amended voluntary agreement 
was still true, and it was under that, that the plan of action was de- 
vised, under section 6, which was read into the record the other day 
by Mr. Kendall, and that section says: 








Whenever the Administrator determines an emergency exists outside the 
United States which requires action designed to prevent, eliminate, or alleviate 
shortages of petroleum supplies, which threaten to adversely affect the defense 
mobilization interests or programs of the United States, the Director shall sub- 
mit to the Committee a request in writing to prepare one or more plans of action 
to meet that emergency. 


And that is what he did. 

Now, the thing that seems to be confusing is that we gave the Com- 
mittee designated by the plan of action a new name—but that has. 
an explanation, too, 
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Senator O’Manoney. The facts show it was a different Committee. 

Mr. Armstrone. True. 

Senator O’Manoney. Superior Oil Co. was omitted from this 

Mr. Armsrronec. That is right, but section 6 permits us to handle it 
in any way we see fit, the time the emergency is declared to exist, we 
did not go outside the confines of section 6. Now, the reason that we 
called the active Committee the MEEC was so that when the emer- 
gency ceased to exist, the whole thing could be eliminated, and we 
would then revert to the same status we were in prior to the emer- 
gency, and the Foreign Supply Committee would continue to exist 
under and by virtue of the voluntary agreement. 

Now, another facet of the argument is answered, I think, on the 
very first page of the voluntary agreement which I think should be 


read into the record, paragraph 1, entitled, “Need for an Agree- 
ment” : 





Current worldwide sunply and demand for petroleum products— 

Senator O’Manoney. What date is that? 

Mr. Armsrrone. This is the May 8, 1956, voluntary agreement, 
which, of course, was an amendment of the April 15, 1954, voluntary 
agreement which, in turn, was an amendment of the May 1, 1953, 
voluntary agreement. 

Senator O’Manoney. The 1953 and 1954 antedated 1955? 

Mr. Armstrone. True. Incidentally, I think that this first page 
is almost verbatim of both of those earlier voluntary agreements. 
am not going to read the entire thing, although I think specific refer- 
ence should S made to that first page in its entirety, because it points 
out that it should be emphasized that the petroleum supply is a world- 
wide matter and that shortages in one location necessitate adjustments 
in remotely different areas and that this interreliance is sharply 
pointed up in times of emergency. 

Now, that is only one section of the entire page. Would you like 
me to read the page ? 

Senator O’Manonry. I would like to have you answer the question, 
though. 

Mr. Armstrone. All right. 

Senator O’Manoney. This is the question, sir: Since the oil emer- 
gency at Suez did not take place until long after these foreign-supply 
agreements of 1953 and 1954 were made, do you think immunity from 
the antitrust laws can be given to domestic arrangements and combi- 
nations of facilities which were written into this agreement long after 
the Defense Production Act was amended in 1955? 

Mr. Armstrone. Of course, if I recollect properly, the question is 
hypothetical for the reason we have not engaged in any domestic 
operations. 

Senator O’Manoney. I know you have not, but—— 

Mr. Armstrone. It is hypothetical. 

Senator O’Manonry. What about schedule 4, then? 

Mr. Armstrone. We have not had any operations under schedule 4. 

Senator O’Manonry. That is why I thought you did not have, 
because maybe you had some doubts on that point. 

Mr. Armstrrone. Well, at least we have not had any operations. 

Senator O’Manoney. All right. 

Mr. Armstrrone. Schedule No. 3 involved authority on refinery 
runs, and the key sentence in schedule 3 reads as follows: 
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The rearranging of movements of supplies of petroleum in or between ports in 
the Eastern Hemisphere east of Suez so as to eliminate multiple ports or other- 
wise to conserve or to use in the most efficient manner the petroleum transporta- 
tion facilities available in that area— 
so it was pointed to the Eastern Hemisphere, and certainly could not 
have any impact, as far as I could see, on the domestic production or 
any operation in continental United States. 

Mr. McHveu. Can you tell us whether or not under the old volun- 
tary agreement, relating to foreign petroleum supply, anything had 
ever been done which affected production in the United States previous 
to the Defense Production Act as amended ? 

Mr. Armstrone. Mr. McHugh, I was not in my present position or 
a member of the Government at the time of Abadan, which was the 
only time when there was an emergency existing under any of the vol- 
untary agreements. Asa result, I am unable to answer your question. 
I can provide it for you from the Archives, if you wish. 

Senator O’Manonry. Let me intervene. As I recall the testimony 
of Mr. Wormser a little while ago, you expressed concern about the 
domestic industry. 

Mr. Wormser. Yes, sir. 

Senator O’Manonry. You would not want to see any domestic in- 
dustry, domestic producer, or domestic refinery a victim of a practice 
prohibited by the antitrust laws as the result of any part of this agree- 
ment, would you? 

Mr. Wormser. Absolutely right. 

Senator O’Manonry. So that if schedule 4 should affect adversely 
any domestic producer or refiner, it would be your opinion that nothing 
should be done under schedule 4? 

Mr. Wormser. I would issue an order to countermand it. 

Senator O’Manonry. And nothing has been done to date? 

Mr. Wormser. Nothing has been done to date. 

Senator O’Mauonery. The time is ripe for such an order to repeal 
schedule 4. 

All right, Mr. McHugh. 

Mr. McHvuen. Mr. Wormser, reading now from a memorandum ob- 
tained by the committee under subpena from the files of Standard of 
New Jersey dated January 8, 195/—this is a letter from Mr. J. A. 
Cogan to Mr. H. W. Fisher, of London, England, which is a brief 
summary of MEEC activities during the past 10-day period. 

And among other things, the letter says: 

Thursday, January 3: Visit of MEEC representatives to Washington. The 


Chairman and Vice Chairman of the MEEC and Chairman and Secretary of 
the S. & D. Subecommittee”— 


that is the Supply and Direction Subcommittee— 


met with representatives of the Oil and Gas Division and other Government 
agencies in Washington on January 3. 

Do you have any specific recollection of the meeting on January 3% 

Mr. Wormser. I think that is the meeting that Mr. Stewart has 
already delineated for the record. Is that right? 

Mr. Stewart. Yes. 

Mr. McHveu. This is the same meeting? 

Mr. Wormser. Yes. 
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Mr. McHveu. This reads further in part: 


The main purpose of the meeting was to review with Dr. Flemming a memo- 
randum which had been prepared to stress the urgent need for additional crude 
supplies from Texas. Preliminary information indicates that additional sup- 
plies to assist the emergency were made available from United States guif and 
Caribbean sources to the extent of 730,000 barrels a day average, November and 
December. Unfortunately, the majority of these supplies came as the result of 
stock withdrawals. For January, on the basis of 16-day allowables in Texas, 
individual company estimates show a sharp reduction from the November and 
December volumes. For example, crude oil from the United States gulf for 
export is shown as only about 150,000 barrels a day, compared with an average 
of about 300,000 barrels a day during November and December. 

Mr. Wormser, this was suggested to you, and I wanted to confirm 
it with you, whether the sense of that meeting, based upon this in- 
formation at that time, January 3, whether there was a critical 
situation with reference to the failure of the United States to ship 
sufficient volume of crude to Western Europe ? 

Mr. Wormser. I should say, Mr. McHugh, we were getting appre- 
hensive as to our ability to achieve our objective of sending as much oil 
as possible to Europe, especially crude oil. 

Mr. McHvuen. At that time? 

Mr. Wormser. At that time; yes, sir. 

Mr. McHuen. I understand from the testimony that was presented 
here last week, however, that now the Government is meeting 75 or 80 
percent of the pre-Suez demand, or about 100 percent of the goals or 
targets which you have set; is that correct? 

Mr. Wormser. We are coming surprisingly close. As a matter of 
fact, we are getting closer than I thought we would be able to do, 
particularly at that time, Mr. McHugh. And I think we made excel- 
lent progress in the last few weeks. And I would like to see it 
maintained. 

Mr. McHvueu. Based upon this, Mr. Wormser, is it possible that, 
back on January 3, when these representations were being made to 
you, that in fact there didn’t exist this crisis which seemed to be 
implied ? 

Mr. Wormser. No. There certainly was a crisis, sir. And there 
still is—perhaps “crisis” is too strong a word now, but there certainly 
is an emergency abroad that indicates that we must carry on the work 
that we are doing so as to make sure that Europe gets through the 
winter season without too much impairment not only in its industrial 
capacity, but also in assisting NATO with the defense. 

Mr. McHucu. Yet, we know that Texas did not up its allowables 
following this time. Nevertheless, today, as of the present time, we 
seem to be meeting the demand; is that correct ? 

Mr. Wormserr. I wiil have to ask Mr. Stewart how close we are 
currently on meeting demands. 

How close would you say, Mr. Stewart? 

Mr. Stewart. We are tc date meeting—that oil from the United 
States to Europe still hinges on the shipment of stored crude, of in- 
ventories—the inventories up until this past week have continued 
to decline. 

Mr. McHveun. Mr. Stewart, is it possible that on January 3 the 
MEEC might have been furnishing information to you, on which 
you were relying, which might have been false? 

Mr. Stewart. Not at all. 
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Mr. McHveu. You are satisfied that the statistical information 
that was furnished to you at that time concerning the gravity of the 
situation was in fact correct ? 

Mr. Srewarr. That it was correct to the extent of the information 
they had. 

Mr. McHvueu. Despite the fact that Texas hasn’t increased its 
allowables since, and as of the present time you are presently meeting 
substantially the goals which were originally set 

Mr. Stewart. By continuous drawdown of stocks. 

It might be of interest, Mr. McHugh—we got word here at noon that 
Texas had increased its allowables for March some 210,000 barrels. 

Mr. McHvueu. Mr. Stewart, do you attach any significance to the 
the fact that, when MEEC was making these representations to you 
on January 3, the industry, on the same date, was putting into effect 
the price increase ? 

Mr. Srewart. We knew nothing about the price increase. We heard 
nothing about that on that date. Now, I think, Mr. McHugh, that 
I can straighten some of your thinking out, there. 

Most of what you have read here is a briefing which we gave the 
group, not what the Middle East Committee said. It was a briefing 
we gave the group on our overall assessment of the problem. 

Mr. McHuen. When you say “we,” you mean the Interior Depart- 
ment ? 

Mr. Srewarr. I mean the Interior Department; my office. 

Mr. McHven. Isn’t your information, though, largely obtained 
from MEEC, from its subcommittees ? 

Mr. Stewart. The foreign information, yes; domestic, no. 

Mr. McHven. Do you think it is possible that representations were 
being made, at that time, by MEEC to the Government for the purpose 
of providing a kind of justification for the price increase that went 
into effect on the same day ? 

Mr. Stewart. No. 

Mr. McHven. Isn’t it a fact that Humble announced as one of the 
reasons for the price increase the great demand and the high price 
that it was thought would bring out more supplies? 

Mr. Srewarr. So I read in the paper. 

Mr. McHvuen. Yet you don’t think that there was any effort at 
that time by MEEC members to represent to you that that was nec- 
essary in order to provide a justification for the price rise? 

Mr. Srewart. No, sir. 

Senator Carroti. Mr. Chairman. 

Senator O’Manoney. Senator Carroll. 

Senator Carrouu. First, before I get into this line of questioning, 
Mr. Stewart, what do you mean that your inventory has been de- 
pleted ¢ 

Mr. Srewarr. In the United States the oil industry carries a work- 
ing stock of crude oil. It is the accumulation of crude oil that. is 
maintained in the country by the industry. On November 1 those 
crude oil stocks were approximately 286 million barrels. As of last 
week, the crude oil stocks were down to 250 million barrels, in round 
figures. 

Now, there was a depletion or a drawdown in stocks of nearly 36 
million barrels between November 1 and the date of that last report, 
which I presume was about the 14th or 15th of February. 

90507—57—pt. 1-44 
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Senator Carroti. Secretary Wormser, as I recall your testimony, 
you expressed some apprehension—as a matter of fact, you issued 
the letter on January 27, didn’t you, where you expressed serious 
alarm ¢ 

Mr. Wormsrer. As a matter of fact, it was January 27. 

Senator Carroti. You thought it was serious? 

Mr. Wormser. Yes, indeed, at that time—at the time that bulletin 
was released, Senator, we were of a mind that it was a serious situation. 

Senator Carroti. That is why I was a little bit shocked when I 
heard the testimony the other day. Mr. Fowler came back from 
Europe—I got the impression, perhaps I am wrong, I would like to 
think I am wrong—but he brought back the impression that this is 
really your criticism, that your testimony, Mr. Stewart’s testimony, 
really was not very important, because the thing had sort of disap- 
peared, like a mirage, in that intervening period, although the testi- 
mony was given the 5th or 6th or 7th of February, it was serious when 
you issued your statement. 

Mr. Wormser. We wouldn’t have issued it, Senator, if we hadn’t 
felt it was a serious situation. 

Senator Carroti. Mr. Chairman, I would like to go back to a state- 
ment here—I will identify it for the record—this is the minutes of the 
National Petroleum Council meeting held in the Secretary’s confer- 
ence room, Department of Interior, on September 28, 1956. 

Senator O’Manoney. Is this a new subject, Senator ? 

Senator Carroiu. No, it pertains to the one that has been pursued 
at some length this afternoon—and I will not pursue it at too great 
a length further. 

Senator O’Manonry. I thought that perhaps you wouldn’t object 
to a moment’s session off the record. 

(Discussion off the record.) 

Senator O’Manonry. You may proceed. 

Senator Carrot. I want my friend from Denver to correct the 
record if he cares to, because I asked some questions here some days 
ago—I used the expression chronological sequence of events—about 
the Director of Defense Mobilization issuing a letter on July 31. It 
is my impression that your testimony was that you went to New York 
on August 7, and there you conferred with some lawyers and oil 
officials. You returned to Washington on the 8th, and on the 10th 
this plan of action was formalized. 

Certainly I wouldn’t embarrass you in any way, but I have here a 
statement which I previously identified, I think made to this group 
on Tuesday, and I am going to read your words so you will know I 
have no ulterior purpose : 


On July 31 you called Stewart Coleman, who had been Chairman of the 
Foreign Petroleum Suply Committee. On Wednesday, October 1— 
I should go back to Coleman, because I don’t want to skip anything 
that is pertinent, and draw out of context here in the questioning I 
am going to put to you. Referring to Stewart Coleman— 


I asked him if he could get a group of attorneys together in New York to meet 
with me on the following day to discuss with them a plan of action which would 
permit the solution of any problem that might arise in the foreign field. 


And this is where I think there is some discrepancy : 
On Wednesday, August 1— 
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I make that statement, August 1— 
I brought back from New York a rough working draft— 


now, your testimony previously, is that you talked about your going 
to New York on the 7th. Did you go to New York on July 31? 

Mr. Srewart. Yes, for that preliminary discussion. 

Senator Carrot. You were then in New York ? 

Mr. Srewart. In New York. 

Senator Carrotu. Your record before, I think, showed the 7th, and 
I wanted to correct that for you. 

Now, will you tell me, on August 1 with whom did you meet in New 
York ? 

Mr. Stewart. I met with a group of oil company lawyers who had 
had the most experience with the plan of action. 

Senator Carrot. Were they the lawyers of MEEC? 

Mr. Srewart. The lawyers of some of the companies who are in- 
cluded in the Foreign Petroleum Supply Committee. 

Senator Carrott. Were there other lawyers? Were there oil offi- 
cials there ? 

Mr. Srewart. I don’t remember. I had one of my own men there, 
but I don’t remember whether we had any company oflicials there at all. 

Senator Carrott. Were there any other members of Government 
agencies there ? 

Mr. Stewart. No. 

Senator Carroty. Was there anybody from the State Department? 

Mr. Stewart. No. 

Senator Carroti. You came back to Washington from New York. 
And whom did you submit that rough draft to ? 

Mr. Srewart. That particular rough draft was submitted to the 
Solicitor’s office—we had done some work on it, it was submitted to 
Dr. Flemming, submitted to representatives of the Department of 
Justice for their study and comment. 

Senator Carroiu. Did you then go back to New York again ? 

Mr. Srewarrt. I went back to New York for the formal meeting of 
the Foreign Petroleum Supply Committee, which was held on 
August 7. 

Senator Carroty. Was that tentative draft submitted to them for 
their consideration at that time ? 

Mr. Srewarr. After we had the modifications prepared that we 
here in Washington figured necessary or desirable, I took that draft 
back to New York for the consideration of the committee in a formal 
Foreign Petroleum Supply Committee meeting. 

Senator Carroti. And the members of the Foreign Supply Com- 
mittee are also oil officials ? 

Mr. Srewart. The Foreign Petroleum Supply Committee is made 
up of the representatives of the oil companies. And in that particular 
meeting there were executives present, but probably every executive 
had his attorney with him. 

I know there were lots of attorneys. 

Senator Carroti. Was anybody from the State Department with 
you on that occasion ? 

Mr. Srewarr. I can’t remember; I would have to refresh—I would 
have to go back and check the minutes. 
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Senator Carrott. Mr. Chairman, this was the point I wanted to 
make in the record. I think it is rather important here, and it is the 
reason I laid this foundation. 

Mr. Stewart, you state here in the speech you are making to the 
National Petroleum Council, you are presenting to this group which 
I have identified on this date—your statement is: 

You know that the President of Egypt, Gamal Abdel Nasser, nationalized 
the Suez Canal. The announcement was made July 26. Some 4 months before 
that, in the Office of Oil and Gas, we had a feeling that there was enough unrest 
in the Middle East that we should have some appraiSal of what an interruption 
in the flow of oil from the Middle East might mean in our overall national 
defense problems. 

In other words, way back in the spring you folks were doing some 
planning because you were concerned. By your own statement— 
there was enough unrest in the Middle East to cause you to do some 
thinking about it. 

Mr. Srewarrt. Yes, sir. 

Senator Carroti. Now, at that particular time, in that 4-month 
period, with whom did you confer at the very beginning? Perhaps 
1 ought to put the question this way: Where did you get your infor- 
mation about the unrest early in March ? 

Mr. Srewarr. From Government circles, Government reports. 

Senator Carrott. What Government circles? 

Mr. Srewarr. Largely from the State Department. 

Senator Carrot. From the State Department. That is what I 
was leading up to. 

Now, with whom did you confer in the State Department? Frank- 
ly, I heard the story this morning—and it was a little bit surprising 
to me, because as you know, I am new here in the Senate, and I haven't 
been following these things as carefully as some of the others—I 
heard the name of Secretary Hoover. Did that information come 4 
months previous to this from Secretary Hoover? 

Mr. Stewart. No, because these were staff groups. 

Senator Carrotu. With whom from the State Department did you 
confer 4 months prior to the seizure of the Suez Canal? 

Mr. Srewarr. In March of 1956 the members of my staff had dis- 
cussions with Mr. Earl Beckner, who is in—what do you call that? 

Mr. Morrtne. The Fuel Division. 

Mr. Srewarr. The Fuel Division of the Department of State. And 
he had certain information, and we had some. And we started our 
initial discussions at that time. And from then on, we were in re- 
peated sessions and repeated studies in an attempt to assess the oil 
impact that might occur if anyone of the great number of interrup- 
tions might occur in the Middle East. 

Senator Carrot. Were any minutes ever made of any of those staff 
meetings ¢ 

Mr. Srewarrt. No. 

Senator Carroty. Outside of Mr. Beckner, can you think of anyone 
else with whom the Department of the Interior had been in communi- 
cation in the State Department, to your knowledge? 

Mr. Stewart. No, not in that period. 

Senator Carrott. Not in that period. 

Mr. Moline, were you active in the consideration of this problem 
as early as March? 
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Mr. Mottne. No, sir; I was still stationed in London until I joined 
9 Department on the 7th of May, and I left London on the 3d of 

ay. 

Senator Carroty. Thank you. 

From May on, were you present at those meetings and those delib- 
erations ! 

Mr. Motineg. Yes, sir. 

Senator Carroty. I am referring now to May and June. 

Mr. Motrnz. That is right, sir. 

Senator Carroitu. Before the seizure of the Suez Canal? 

Mr. Morrne. Yes. I think Mr. Stewart has properly described the 
situation as an awareness of unrest which, coupled with an equal 
awareness of Europe’s dependence on oil, had led the responsible 
agencies of the Government to try and appraise the situation on a 
contingency basis, as we do many studies of this sort, not only in oil, 
but in other fields, as well. 

Senator Carrout. If this is a fair question to you, in the State 
Department you certainly have knowledge, I know from listening to 
your testimony, about oil, at least in Europe. Who did you look to 
for guidance in the State Department for oil? Who handled oil at 
the high level ? 

Mr. Mortne. Well, at the high level, I think probably the Secre- 
tary was as much concerned with this particular problem as anybody. 

Mr. Hoover, as the Under Secretary, and with a known competence 
in the field, was certainly deeply concerned. The actual direction 
of our interest in it in those days was left to the counselor, Mr. 
MacArthur. 

Senator Carrotu. That is why I am seeking information. You say 
— Secretary Hoover is a person of known competence in the oil 

eld ‘ 

Mr. Moxtne. He has a reputation of many years’ standing, based 
on his engineering background and long association with oil matters. 

Senator Carrott. He had had a previous association before becom- 
ing Under Secretary of State? 

Mr. Mouinz. He was head of his own company at one time in the 
geophysical field. He has been an adviser to many governments in 

ast years. He was used as an adviser to the President and the 
Ghelbteie on the Iranian problem, which was, I think, his last major 
assignment before he joined the Department as Under Secretary. 

But he knows oil probably better than anyone else in the Depart- 
ment that we have had. 

Senator Carroiu. Then he was active in the formulation of these oil 
policies, and the discussion of them ? 

Mr. Morin. No. 

That would say too much for the amount of time that the Under 
Secretary would have to give to this kind of thing in a preliminary 
state. 

Senator Carrott. Were you present at the staff conferences with the 
Department of State? 

Mr. Morrnez. After I got back. 

Senator Carrotu. That is my point; after you were there. 

Mr. Motrne. After I was there, I was asked by the counselor, 
Mr. MacArthur, to keep in touch with what was going on. 
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Senator Carroty. You attended the staff conferences ? 

Mr. Morrie. Well, they weren’t all that numerous; there were one 
or two that we had with the counselor. But the work was in hand as a 
result of the sequence of events that Mr. Stewart has described. 

Uniformly in State, we would rely on Interior for the facts that 
would be basic to any appreciation of this kind of a problem. The 
normal contact with Interior on oil matters is through our Fuels 
Division. 

Senator Carrotu. But the best contact in the Department of State, 
the most informed contact, I think, as you have indicated, would be the 
Under Secretary of State ? 

Mr. Morrne. I would say the most authoritative man in the field we 
had, but not the man most intimately concerned with this at this stage. 

Senator Carrot. Who would be that most intimately concerned 
man ? 

Mr. Motrne. Well, I think at the staff level study stage, Mr. Beckner 
was probably following the work as closely as anybody. And after I 
got back, I was asked to participate in it also. 

Senator Carroitzu. That would be at the staff level stage ? 

Mr. Moire. That is right. 

Senator Carrot. At the policymaking stage? 

Mr. Motive. We had no question of policy at this stage; it was just 
to try to get an appreciation of what the problem would be in a supply 
sense, if 1, 2, or 3 contingencies happened—the canal closed, or the 
os shut down, or both of them. 

enator Carrotu. I think it is very revealing, Mr. Chairman, that 
in March, prior to July, 4 months before the seizure, that these plans 
were being considered, and were eventually activated, and it was under 
consideration by various agencies of the Government. I draw no 
improper conclusion about the fine work that you were trying to do, to 
activate such a program, except that through that period in 1956, when 
there had been so much talk of peace—that there were some agencies 
of the Government, at least on the staff level, who were giving serious 
considerations to a problem which did arise. 

Senator O’Manoney. Senator, I might appropriately make this 
comment at this juncture: that as long as I have had anything to do 
with the study of the oil problem on behalf of the Senate, I have found 
that the oil companies operating in the Middle East have maintained 
the closest possible contact with the Department of State. 

The original Red Line agreement, which was made at the time that 
the Iranian Petroleum Co. was first organized, was made by the oil 
companies after they had obtained clearance from the Secretary of 
State, who at that time, as I recall it, was Charles Evans Hughes— 
correct me if I am wrong in my history, Mr. Moline. : 

Mr. Motrne. You have only mentioned Iran, where you meant Iraq, 
but with that exception it was fine. 

Senator O’Manonry. Iraq. Thank you very much. 

This was not the first time that the Government of the United 
States has made subsidies of one kind or another to the King of Saudi 
Arabia. Prior to King Saud, there were subsidies through what is 
now called the ICA. I remember at the investigations of the 80th 
Congress by the Defense Committee of the House, under the chair- 
manship at that time of Congressman Dewey Short, of Missouri, it was 
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revealed that Aramco, which is one of the members of the MEEC, 
and is a company operating in the production of oil in Saudi Arabia 
which is owned by four American companies, urged, I think, a con- 
tribution of about $90 million to Saudi Arabia. 

King Saud came to the United States recently, and some of his 
followers had bags of watches that they distributed to people in the 
Government, and the Secretary of State promptly ordered that these 
tips be returned. 

We are now debating on the floor of the Senate the Middle East 
doctrine, which involves, again, some highly expensive operations. 
The doctrine itself provides for the authority of the President to ex- 
pend some $200 million in mutual security aid for the Middle East. 

But the information that is circulated among the press in very 
high-level conferences is that King Saud will receive some $50 million 
out of this $200 million of supposedly economic aid, but which will 
be used strictly for military purposes. 

It is all very complex. It is very serious. And I am the last one 
to say that it is not serious. But what disturbs me about it is this: 
That, in the Middle East resolution, embodying what is called the 
Eisenhower doctrine, the legislative power of Congress is bypassed, 
and, in my judgment, in the establishment of MEEC and its opera- 
tions, the legislative power of Congress was also bypassed. 

We are face to face with the fundamental issue of whether Congress 
is going to form the policy of the Government or whether it is going 
to be formed in the executive department. 

Again, I must compliment these gentlemen who sit around the 
table, and Secretary Seaton, who is absent, and Dr. Flemming, who 
is also absent, on the complete freedom with which they have answered 
the questions that we have propounded to them. 

I know that it has been a tough session for all of you gentlemen. 
But I assure you again, just as I did when I was Chairman of TNEC, 
T am not looking for any victims to pillory. I am not looking to set 
up any antitrust actions. I am only trying to lay all the facts on 
the table, so everybody in the Government and the people of the 
United States may know how international corporations come pretty 
close to governing the United States. 

Senator Carroiit. Mr. Chairman, I also observe here—and this is, 
as I say, new to me—there was a similar voluntary agreement during 
the Iranian crisis, according to Mr. Stewart’s testimony, and that 
agreement was designed and set up to meet the crisis in the Iran Gov- 
ernment. It had to do with a certain refinery, the Abadan refinery. 
So, we had 19 oil companies functioning on a voluntary basis in that 
crisis. 

You could very well raise the question as to who really sets the 
foreign policy, when we get into difficulty with this great source of oil 
that is needed not only to energize Europe but our own country, and 
as a war potential. 

And I might ask this one further question, and then I will depart 
from the supply and policy phases of this. This is why I have been 
pressing the question of the price increase that is spread throughout 
America. 

I understand Mr. Stewart testified that when the oil is delivered to 
the east coast it is stored, or tanked, until ordered, we will say, for ex- 
ample, by Great Britain or France. How do they pay for it? What is 
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the system of payment? Is there a cable or order? How does it 
flow over there by order ¢ 

Mr. Mourne. I am not sure I know the mechanics of it, but the end 
result of it is that oil from America gets paid for in dollars. Oil 
from other sources gets paid for either in dollars or a combination 
of dollars and local currency, sterling or francs, or, if it is supplied 
entirely from nondollar sources by a nondollar’ company, such as a 
British company selling in France, it would be paid for in sterling. 

Senator Saati If I may interrupt, let’s talk about American 
companies. The oil that is shipped there is paid for in dollars; is 
that right? 

Mr. Moutne. That is right, sir. 

Senator Carroxu. Is it not true that some of the dollars they have 
been getting, they have been getting on a loan from this country? 
What is the situation with reference to the Export-Import Bank and 
Great Britain? Did we not loan them $200 million recently ? 

Mr. Moutne. Yes; that is right. I don’t know whether there have 
been any actual drawings against it or not. As I testified earlier, 
the main purpose of those two drawing rights that were set up—one 
of them was based on an IMF drawing right, and the other on the 

{xport-Import Bank—was to create or restore confidence in sterling, 
which was then under considerable pressure. And it was quite suc- 
cessful. 

Senator Carrotit. We have been making loans to Europe, and we 
have been aiding them in ECA and the Marshall plan. 

Mr. Motryx. That is right. 

Senator Carrott. I don’t know whether you were present to hear 
about them, but, as I understand it, there-have been 3 suits filed for 
price overcharges of over $200 million. We have given money to 
some of those countries of Europe, and I understand the overcharge 
goes into Europe. 

My point is that, as we get paid in dollars, we have furnished the 
dollars, and then, ‘on the other hand, we have got this problem of 
permitting a voluntary agreement and I think Secretary Wormser 
and the rest of them are right; there is no real price-contol mechanism 
that we can impose upon them, except to use, as we used to say in 
the early days of OPA, “ jawbone enforcement”—so we are caught 
in this vicious circle of een money on the one hand and applying 
it in the Middle East on the other, and then having a sort of inflation- 
ary wave sweep over the country that will cost our own domestic 
economy, it has been estimated, over a billion dollars. 

I think that is ali I have to say. 

Senator O’Manonry. Thank you very much, Senator Carroll. 

Thank you, Secretary Wormser, and Mr. Stewart and Mr. Moline; 
you have been very kind. 

Mr. Wormserr. It is a pleasure to help you, sir. 

Senator O’Manonry. Thank you very much. 

T he committee will meet tomorrow morning in the caucus room at 
10 o’clock. The witness will be Mr. Victor Hansen, Assistant Attor- 
ney General and the head of the Antitrust Division. The committee 
will stand in recess until tomorrow morning at 10:30. 

(Mr. Moline subsequently submitted the following material :) 
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DEPARTMENT OF STATE, 
Washington, February 7, 1957. 
Mr. DonaLp McHveu, 
Cocounsel, Antitrust and Monopoly Subcommitiee, 
United States Senate. 


Dear Mr. McHvucH: Enclosed is a copy of the brief remarks which Mr. Kali- 
jarvi would have made had State made a more formal appearance than we did 
yesterday. It can be used, however, attributed to me, at the point in the pro- 
ceedings where I began my testimony. I leave it to you to decide how it should 
be used. 

Sincerely, 
EpwWIn G. MOLINE, 
Officer-in-Charge, Economic Organization Affairs, 
Office of Buropean Regional Affairs. 


My statement is a short one. It relates to some general aspects of the present 
oil situation in Europe where the oil shortage has tended to localize. In particu- 
lar it concerns the organizational arrangements within which Europe has been 
seeking to deal with its oil supply problem. It is with these aspects that the 
Department of State has been most directly concerned and on which we have 
understood you wished us to speak. Questions of domestic law and domestic 
arrangements relating to oil production have not been the responsibility of the 
State Department. 

As Mr. Wormser has stated, the postwar increase in petroleum use in Europe 
has been very substantial. Most of the additional requirements for energy have 
been met by petroleum which Europe has received principally from Irag and the 
Persian Gulf area. Not only has Europe become increasingly dependent on oil 
and on the Middle East as a source of supply, but it has also grown increasingly 
aware of this dependence. Consequently when Europe’s supply of oil was inter- 
rupted by the closing of the Suez Canal and the rupture of some of the Middle 
East pipelines, many European governments quickly expressed their concern to 
the Department. They inquired at the same time regarding the prospects of 
increased exports from the United States. There was a fairly widespread belief 
abroad that supplies from the Western Hemisphere would take care of Europe’s 
shortage of oil entirely. There was also a fairly general belief that the activa- 
tion of the Middle Kast Emergency Committee, which was known to be in exist- 
ence, would somehow solve the problem completely. Criticism was leveled at the 
United States Government, therefore, particularly in the foreign press, because 
the MEEC was not cailed into action earlier than it was. 

However, United States Government estimates at the time indicated that the 
shortages in Europe created by the disruption of the Middle East transport 
facilities could not be completely overcome by the rearrangement of tanker 
transport, which was the main function of the MEEC even with the additional 
oil which it Was thought possible to export from the United States. A shortage of 
some 20 percent in Europe’s normal supplies seemed likely to continue until the 
canal was opened or the pipelines repaired. 

The foreign press criticism died down for a short time after the MEEC was 
called into action on November 30, 1956. It revived again in December and has 
continued in January as a result of the decision by Texas authorities not to 
increase substantially the production of crude oil. While we have not had as 
numerous inquiries and expressions of concern from governments in the past 
2 months as we had in November, the concern has been expressed by some gov- 
ernments individually. It has also been registered by the Organization for Eu- 
ropean Economic Cooperation. Unless there is a marked improvement in 
Europe’s supplies of fuel oil in the near future we would anticipate adverse 
economic consequences in Western Europe beyond what has been experienced 
to date. We would also anticipate a sharp revival in criticism of the United 
States Government regarding what would be termed a failure to supply Europe 
with oil which the United States could produce. 

As has been noted at this point that United States Government estimates indi- 
cated the possibility of being able to export roughly 500,000 barrels of crude oil 
per day from the United States after replacing imports of Middle East oil on the 
east coast. Since November 1 our exports have averaged about 475,000 barrels 
per day of crude oil and products slightly over half of which is crude oil. 

Europe’s efforts to deal with the petroleum supply situation are being con- 
ducted primarily through the OEEC. I have brought along a description of the 
OEEC and the organizational structure it has for dealing with the oil ques- 
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tion. In brief, the OEEC has agreed that oil supplies available to the mem- 
ber countries will be shared equitably and that decisions regarding the alloca- 
tions of oil will be made by its Oil Committee subject to the approval of the 
Council. Both of these committees consist of government representatives. 
The Oil Committee is being assisted by an advisory group from industry de- 
signated as the OEKEC petroleum industry emergency group and known as OPEG. 
OPEG is responsible for informing the Oil Committee regarding the prospective 
supplies of oil available to member countries and for implementing OEKEC de- 
cisions on allocations. It is assisted in this determination by information from 
the MEEC and from industry groups which have been established in most 
member countries. With a knowledge of the prospective supply position and 
of the probable demand in member countries the OEEC Oil Committee has de- 
cided on a system for allocation of the oil, part of which determination is made 
every 10 days. Basically the Oil Commitee has asked the members of OPEG 
to see to it that the bulk of the oil available for Europe is divided evenly among 
the countries, by product, in proportion to normal needs. A small additional 
quantity of about a million and half barrels for each 10-day period is reserved 
for special allocations by the Oil Committee to meet particularly pressing re- 
quirements of various member governments. The allocation responsibility is 
clearly a responsibility of governments at the OEEC level. Within any given 
country it is the responsibility of the national government to decide how to use 
the oil availabe to it. 

At the moment this OEEC system seems to be working satisfactorily in al- 
locating oil available to Europe. Gasoline is in relatively easy supply though 
its use continues to be restricted. The distillate position is better than ex- 
pected though perhaps 20 percent short of normal needs. The immediate re- 
quirement of Europe is mainly for fuel oil which is in seriously short supply. 
This shortage should ease in a relatively short time as the winter heating 
demands ease and if the canal should be opened at least for limited amounts 
of traffic. The requirement can be satisfied in the meantime by increased avail- 
abilities of crude oil which can only be obtained from the Western Hemi- 
sphere or by increased exports of fuel oil which in turn will depend in part 
on a change in the refinery yield in the United States. 


(Whereupon, at 4:25 p. m., the committee adjourned to reconvene 
at 10 a. m., Wednesday, February 20, 1957.) 
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EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 


WEDNESDAY, FEBRUARY 20, 1957 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopoly 
OF THE COMMITTEE ON THE JUDICIARY AND 
SuBcOMMITTEE ON Pusiic LANDS OF THE 
CoMMITTEE ON INTERIOR AND INsuLAR AFFaIRs, 
Washington, D. C. 


The subcommittees met, pursuant to recess, at 10:25 a. m., in the 

eaucus room, Senate Office Building, Senator Joseph C. O’Mahoney 
residing. 

. Smee Senators Kefauver (chairman of the Subcommittee on 

Antitrust and Monopoly), and O’Mahoney (presiding) of the Sub- 

committee on Antitrust and Monopoly of the Committee on the 

Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands) and Carroll, of the Subcommittee on Public Lands, of the 
Committee on Interior and Insular Affairs. 

Also present : Senator Wm. A. Blakley. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; H. B. Watson Snyder, consultant, Antitrust; 
Peter Chumbris, counsel for minority, Antitrust; Carlile Bolton- 
Smith, counsel to Senator Wiley; Louis Rosenman, attorney, Anti- 
trust; Paul Banner, economist, Antitrust. 

Senator O’Manoney. The committee will come to order. I may 
say off the record— - 

(Discussion off the record.) 

Senator O’Manonry. Now back on the record. 

I would like to begin the proceedings this morning by reading from 
the report of the Senate Committee on Banking and Currency, which 
was filed on June 30, 1955, explaining the Defense Production Act 
Amendments of 1955. 

The report begins with S. 2391, and then it proceeds in the general 
way. The significant part of this report, so far as this committee is 
concerned, appears on page 6. There apparently has been a great 
demand for this report, because I have been able to get only two copies 
from the Document Room. I shall try to have a reprint, of one kind 
or another, but I am having a copy of the text that I am about to read 
prepared for the members of this committee and for the press. I have 
no doubt that the Department of Justice has copies of the report, but 
I will make copies available also to you, Judge Hansen, and to Mr. 
Bicks. 

Let me read: 

647 
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Exemption from the antitrust laws for voluntary agreements. 


Now, you must bear in mind that this is the explanation of the Sen- 
ate Banking and Currency Committee of the reasons for the amend- 
ments that were made to the Defense Production Act in 1955 with 


respect to the power of the Attorney General to grant exemptions from 
the antitrust laws. 


Section 6 of the bill limits the authority now conferred on the President to ex- 
empt certain voluntary agreements from the antitrust laws and the Federal Trade 
Commission Act. The exemption from the antitrust laws provided in section 
708 represents a departure from the antitrust policies of the United States which 
ean be justified only on the grounds of compelling national defense considerations, 

Undesirable monopolistic practices may occur which will have unnecessary 
adverse effects upon our competitive economy. These may continue long after 
the duration of the agreements and the emergency. 

The determination to grant exemptions under section 708 involves the weigh- 
ing of two factors: the benefits to the national defense concerning which the 
officials carrying out the mobilization program should have special competence, 
and the possibility of adverse effects on our competitive free enterprise system 
concerning which the Attorney General should have special competence. 

In order to assure the consideration of both these factors, the Congress wrote 
into section 708 a requirement that the exemption could not be granted (except by 
the President himself) without final approval by the Attorney General. This 
provision was in addition to the requirement of consultation with the Attorney 
General and the Federal Trade Commission. 


I want to call particular attention to that sentence: 


This provision was in addition to the requirement of consultation with the 
Attorney General and the Federal Trade Commission. 


Still making a remark not in the report, the evidence before this 
committee makes it clear that the consultation with the Federal Trade 
Commission before MEEC was approved was, to say the least, very, 
very casual. 

Back to the report: 


This means that the Attorney General, as well as the official conducting the 
mobilization program, must be satisfied that the defense benefits outweigh the 
adverse effects on the competitive economy, with the President in the position 
to resolve a disagreement. The Attorney General must be alert to his responsi- 
bility under this section. Otherwise Congress should discontinue the program. 

In order to emphasize this responsibility of the Attorney General, the bill 
makes explicit the Attorney General’s power to withdraw his approval of an 
agreement and terminate the exemption for that agreement. He is expected 
to exercise this authority whenever, in his judgment, the adverse effects of the 
agreement on the competitive economy outweigh the benefits to the national 
defense. 

The bill also directs the Attorney General to include these voluntary agree- 
ments in the surveys of the mobilization program required under subsection 
710 (e) of the act and requires him to report every 3 months to the Congress and 
to the President. 

The agreements which have been approved under this section were considered 
during the hearings. The agreements providing for the exchange of informa- 
tion among producers of military equipment were found to have been beneficial 
and the bill permits this program to continue for the 2-year extension of the act. 

The largest group of nonmilitary agreements consisted of small-business pools 
which also are authorized by section 217 of the Small Business Act of 1953. The 
committee found no objections to these agreements, though they had apparently 
not been very successful. This program may continue under the Small Business 
Act of 1953. 


Again, a comment aside: One finds no reference to the desirability 
of special consideration for big business. 
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Back to the report: 


Of the remaining agreements, many had properly been terminated when the 
need for them ended. The ODM reported that only three remain in force: the 
tanker program, which provides for the allocation of tankers to the military, 
though it is now used largely for collecting information on the location of tankers; 
the foreign petroleum supply agreement, which at present authorizes only the 
collection of information concerning foreign petroleum supply and requirements 
(though in the past approval was given to other related agreements for the 


allocation of oil at the time of the Iranian shutdown) ; and one classified agree- 
ment in the field of foreign information. 


The bill permits these remaining nonmilitary agreements to continue, but 
it directs the Attorney Genera! to review each of the agreements and the activities 
earried on under them, and to terminate each of them if, in his judgment, the 


adverse effects on the competitive economy outweigh the benefits of the national 
defense. 


The Office of Defense Mobilization recommended a further provision on the 
basis of the report of the Attorney General’s National Committee To Study 
the Antitrust Laws. This would have permitted the President to extend the 
exemption from the antitrust laws for up to 20 years beyond the expiration of 
the act. No substantial justification was presented for such a sweeping departure 
from the antitrust policies of the United States and the proposal was not adupted. 

T need only add that the Judiciary Committee, and particularly the 
Subcommittee on Antitrust and Monopoly, gave close attention to the 
report of the Attorney General’s National Committee To Study the 
Antitrust Laws, which was printed finally on March 31, 1955. 

The Judiciary Committee has not granted any approval to this sug- 
gestion that the President, after the expiration of the Defense Pro- 
duction Act, could extend exemptions from the antitrust law to a 
period of 20 years. 

The issue that is before this committee, as the Chair sees it, is 
an issue as to whether or not the antitrust laws shall remain an effective 
instrument of American public policy to prevent monopolistic combines 
and concentrated economic power to block the growth, the life, and 
the activity of free enterprise. By “free enterprise” I mean inde- 
pendent free enterprise, not the sort of enterprise that is represented 
on the MEEC in which we find Middle East corporations combined 
in various manners, as in the case of Aramco, where four American 
companies are the owners, to exploit the oil resources of Saudi Arabia. 
Other companies are associated with foreign governments, and with 
one another in this matter, and yesterday at our hearings we developed 
through the testimony of the officials of the Department of the Interior 
and its Office of Oil and Gas that schedule 4, which was prepared 
by MEE, giving authority for combinations exempt from the anti- 
trust law to use the facilities of the petroleum industry in continental 
United States. 

Everybody who knows anything about the oil industry in the United 
States knows that the giant corporations have from time to time, in 
one way or another, sought to hamper and restrain and handicap inde- 
pendent producers and independent refiners. The oil industry in the 
United States is in' danger from the exemptions that may be granted 
to the antitrust law. It seems to me to be perfectly clear from this 
report of the Senate committee what the purpose of Congress was 
when it passed the amendments of 1955 to the Defense Production 
Act of 1953. 

I had in mind gnly two things: One, the defense of the United 
States; and two, the preservation of free enterprise from the monop- 
olistic practices of those who seek exemption from the antitrust laws. 
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A copy of this report from the Senate committee will be made avail- 
able, as I said at the beginning. 

Senator Carroll, you have come in since I began that. 

Senator Carroty. Thank you. 

Senator O’Manonry. The document room no longer has any copies 
of this report, showing in what great demand it has been. 

Senator Carrotu. Thank you, Senator. 

Senator O’Manonery. Mr. Assistant Attorney General, you may 
proceed. 

Mr. Hansen. Thank you. 


STATEMENT OF VICTOR R. HANSEN, ASSISTANT ATTORNEY GEN- 
ERAL, ANTITRUST DIVISION, DEPARTMENT OF JUSTICE; 
ACCOMPANIED BY ROBERT A. BICKS, ACTING FIRST ASSISTANT, 
ANTITRUST DIVISION 


Mr. Hansen. I appear today at your chairman’s request to detail 
Justice Department action with respect to the emergency program for 
oil to Europe. Our concern with this problem stems from this De- 
partment’s dual responsibility : On the one hand, we are charged with 
enforcing our Nation’s antitrust laws; on the other, we are obliged, at 
least since the 1955 Defense Production Act Amendments, to, first, 
carefully review all voluntary agreements under that act; second, to 
approve any new voluntary agreement; and, finally, to withdraw 
approval for any agreement’s antitrust exemption when, to the Attor- 
ney General’s view, any agreement’s anticompetitive consequences out- 
weigh its defense benefits. 

Against the background of these responsibilities, my plan today is 
to treat the various issues thus far raised in these hearings. 

First, what was the basis in law for the Attorney General’s approval 
of the Voluntary Agreement for Foreign Petrolewn Supply and the 
plan of action under it ¢ 

Second, beyond the Attorney General’s authority to approve the 
agreement and plan of action, what sort of consultation and investi- 
gation preceded his approval of both? 

Third, on the basis of that consultation and investigation, what safe- 
guards were written into the agreement and plan of action ? 

Fourth, what steps were taken in the administration of the plan to 
insure that no domestic shortage—of crude or products—would stem 
from the plan’s operation; and, how did the Attorney General meet 
his enforcement responsibility to insure that any crude or product price 
rise did not involve collusion or other antitrust violation ? 

Finally, has the plan achieved the goal sought to a greater extent 
than possible alternatives might have ? 

To these questions I now turn. 

First, by what statutory authority did the Attorney General ap- 
prove the Voluntary Agreement for Foreign Petroleum Supply as 
well as the plan of action under it? Defense Production Act 708 (b) 
specifies : 


“That after the enactment of the Defense Production Act Amendments of 1955, 
the exemption from the prohibitions of the antitrust laws and the Federal Trade 
Commission Act of the United States shall apply only (1) to acts and omissions 
to act requested by the President or his duly authorized delegate pursuant to 
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duly approved ‘voluntary agreements or programs * * * relating to equipment 
used primarily by or for the military which is being procured by the Department 


of Defense or any department thereof * * *; 

This limiting provision, it seems clear, covers only agreements and 
programs approved subsequent to the 1955 amendments. 

Agreements approved before the 1955 amendments are covered 
by clause 2, section 708 (b). That clause specifies that, after enact- 
ment of the 1955 amendments, antitrust exemptions shall apply to: 
Acts and omissions to act requested by the President or his duly authorized 
delegate pursuant to voluntary agreements or programs which were duly ap- 
proved under this section before the enactment of the Defense Production Act 
Amendments of 1955. (Emphasis supplied.]} 

The basic Voluntary Agreement for Foreign Petroleum Supply, 
with the Attorney General’s approval, has been effective since July 20, 
1953—-long before the 1955 amendments. That agreement, still in 
force today, contemplates two sorts of action: First, collection and 
analysis of statistics relating to foreign petroleum operations: and, 
second, preparation and submission of “plans of action for solution of 
petroleum problems if emergency should arise affecting our Nation’s 
security. 

Both aspects of this agreement were carefully considered by appro- 
priate congressional committees in fashioning the 1955 DPA amend- 
ments. By these amendments, to repeat, authority to continue this 
acreement was enacted—subject to the Attorney General conclusion 
that the agreement’s defense benefits outweighed its anticompetitive 
potential. 

Highlighting the Senate Banking and Currency Committee’s intent 
to continue authority for this agreement is the language of Senator 
Frear, floor manager for the 1955 DPA amendments. As he put it 
on the Senate floor, July 19, 1955: 


Accordingly, the committee scrutinized ODM’s requests carefully, to find out 
on the one hand how essential they were to the mobilization program, and on 


the other hand, how much danger to the competitive free enterprise system was 
involved. 


One agreement involved five of the defendants in the antitrust suit against the 
petroleuny industry. 


In view of the representations of the ODM ond the Defense Department, the 
committee permitted these agreements to continue for 2 years, but required the 
Attorney General to review the agreements and the activities being carried on 
under them, and to terminate them if he found that the adverse effects on the 
competitive free enterprise system outweighed the benefit to the national defense. 

Further support for our position (from the legislative history of 
the 1955 DPA amendments) is evidenced by the conference commit- 
tee’s rejection of the House-passed voluntary agreement provision. 
The House version (H. R. 7470), you may recall, would have with- 
drawn antitrust exemption for the Foreign Petroleum Supply Agree- 
ment. However, the bill that emerged from conference combined 
the Senate and House bills and permitted the continuance of the For- 
eign Petroleum Supply Agreement subject to review by the Attorney 
General. 

So much for the legislative history of the 1955 DPA amendments. 

Beyond that 1955 history, even more specific reiteration of authority 
for the plan of action phases of this voluntary agreement is found in 
the background of the 1956 DPA reenactment. In the 1956 Banking 

and Currency Committee hearings, expressly raised was the issue 
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whether the plan of action phases of the agreement would constitute 
a new nonmilitary voluntary agreement. In response, Dr. Arthur 
Flemming, Director of the Office of Defense Mobilization, stated that— 


The Attorney General obviously would not have approved the amended agree- 
ments with those emergency provisions had he not been convinced that the Con- 
gress considered the emergency provisions to be an integral part of agreements 
duly approved prior to the enactment of the Defense Production Act amend- 
ments of 1955. Emergency agreements under those provisions would not be new 


agreements within the meaning of section 708. 


Adopting Dr. Flemming’s view of authority for the agreement, with 
its plan of action authority, the report of the Senate Committee on 
Banking and Currency on the 1956 amendments went out of its way 


to state: 


The committee also noted with approval the Attorney General’s view that the 
provisions in the Foreign Petroleum Supply Agreement and the Tanker Capacity 
Contribution Agreement for future allocation programs covering petroleum and 
tanker capacity (subject to future approval of any such programs by the Attorney 


General) were valid and appropriate under the section as amended in 1955. 


Against this background, there can be no real question, I am sure 
you will agree, that the agreement, and plan of action under it, find 


specific warrant in congressional enactment. 
So much for the question of authority. 


Mr. McHvuen. Judge Hansen, by the authority which you are speak- 
ing of here for the agreement and plan of action, I assume you also 


mean the subsequent amendments to the plan of action ? 
Mr. Hansen. Yes. 
Mr. McHuen. That is the amendment of December 3. 


Calling your attention to the Attorney General’s report of February 
9, 1957, on page 53 there is a specific reference to one of the amend- 


ments to the August 10 plan of action that was adopted on December 3. 


It speaks of cooperative action that might be taken within the United 
States when it was necessary to effectuate the plan and schedules issued 


under it. 


As you know, schedule 4 was issued pursuant to this amendment. 
I wonder if you would explain for the committee what the specific 
authority is under the original voluntary agreement relating to for- 
eign peroleum supply which would permit an amendment of this 


nature, which involves operations in the United States. 


Mr. Hansen. It derives from the general statement of purpose, sec- 





tion2. Whatthis agreement does—this isa 


Mr. McHuen. Will you please tell us what this is you are reading 


from? Isthis the original voluntary agreement ? 
Mr. Hansen. The voluntary agreement; yes, sir; section 2. 
What this agreement does: This is a voluntary agreement under sec 


tion 708 of the Defense Production Act of 1950, as amended (64 Stat. 
818) : wri 
This agreement authorizes the formation of a committee and subcommittees 


to advise the Government of the United States on how best to obtain for use of 
the Government of the United States such information relating to foreign petro- 


leum operations and to requirements and supplies of petroleum, as provided in 
section 7 hereafter, as may be requested by the Government, to advise the Gov- 
ernment with respect to estimates as provided in section 11 hereafter and upon 
request of the Government, as set forth in section 6 hereafter, to consider and 


make recommendations designed to prevent, eliminate, or alleviate shortages of 
petroleum supplies in friendly foreign nations which threaten to affect or which 
do affect adversely the defense mobilization interests or program of the United 





aati 


1e 
Ly 
1d 
Af 


re 
d 


30 


C- 
t. 


es 
of 
'0- 
in 
on 
1d 
of 


od 


EMERGENCY OIL LIFT PROGRAM 653 


States. It establishes procedures under which persons engaged in foreign 
petroleum operations and participating in this agreement can take cooperative 
action requested or approved by the Government as hereinafter set forth among 
themselves or with appropriate designated agencies, committees, or other per- 
sons, to accomplish the objective of this agreement. 

Mr. McHveu, Is there any specific reference in that document to 
actions which are to be taken or which could be taken within conti- 
nental United States? 

Mr. Hansen. I don’t think you will find any specific references of 
any sort in here. 

Senator O’Manonry. What was the date of that agreement? 

Mr. Hansen. 1953; as amended on May 8, 1956. 

Mr. McHveu. It is under the authority of this document that the 
amendments of December 3 were enacted; is that right? 

Mr. Hansen. Yes, sir. 

Senator O’Manoney. May I interrupt, Mr. McHugh? ‘There are 
two questions that are involved here. 

First, however, I would like to assure the Department of Justice that 
it is not on trial. We are dealing not alone with the past but with 
the future. 

Now, the first question is whether the agreement made and approved 
in 1953, before the amendments to the Defense Production Act were 
adopted, can be amended since the limitations of the act of 1955 in a 
changed form. In other words, whether or not the MEEC, not as a 
legal question but as a legislative question, should now be free from 
the provisions of the antitrust laws for their operations within the 
United States. 

We are members of a legislative committee. These amendments 
were adopted while Congress was not in session. They were approved 
by the Attorney General on August 10, 1956, reluctantly, as I have 
frequently stated. 

Mr. Hansen. December 3, not August 10. 

Senator O’Manoney, I mean, the original plan of action for the 
Middle East Emergency Committee was approved on August 10, 1956, 

Mr. Hansen. That is correct. 

Senator O’Manonry. The additional amendments to that plan of 
wction were approved in December, on the date that you just gave. 
These amendments—Mr. McHugh will go into them in more detail a 
little bit later—broadened the field in which exemptions from the 
antitrust laws should be granted. 

Now, this committee will be called upon to make a recommendation 
to the Senate Judiciary Committee. Personally, my mind is pretty 
clearly made up at the present time, and that is that with the dangers 
mounting in the Middle East, with the Western European nations 
only yesterday coming to an agreement by their highest officials to 
create a common market, practically a United States of Europe, we 
are now in a situation so different from that which existed in Decem- 
ber last that this whole matter should be abandoned. I think it 
should. 

I think that this Middle East Emergency Committee, if it is allowed 
to continue to exist, should be under the strictest supervision to make 
it certain that these corporations which make it up shall not be per- 
mitted to employ monopolistic practices against the independent seg- 
ments of the petroleum industry within the United States. 


90507—57—pt. 1——-45 
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Mr. Hansen. I agree with you completely, sir, and I think if I 
finish my statement here, I will cover many of the matters that you 
have in mind, and also the safeguards that we have included in the 
agreement, the plan of action, and schedules under it. 

“Mr. Mc Huan. Before we leave this point, Judge Hansen, can you 
tell us previous to the time that the Defense Production Act of 1! 955, 
as amended, was passed, had any action ever been taken pursuant to the 
voluntary agreement relating to foreign petroleum supply affect- 
ing domestic operations ? 

Mr. Hansen. That is a period prior to my coming to office, but my 
understanding is during the Iranian crisis there was such action taken. 

Mr. McHueun. C ould you specify what type of action pursuant to 
the Iranian crisis was involved in domestic operations ? 

Mr. Hansen. I will be very glad to get the answer. I don’t have it 
here. I did not anticipate a question concerning that. I will be very 
pleased to get the facts and submit them to the committee. 

Mr. McHvueun. Do I understand it is the position of the Department 
that previous to the 1955 Defense Production Act, as amended, there 
had been actual operations within the United States which had been 

taken pursuant to the old voluntary agreement ? 

Mr. Hansen. My understanding is that there were arrangements 
for it. Whether they are actually completed or not, I am going to have 
to check. 

I am informed by Mr. Bicks that the Iranian operation did affect 
domestic operations. I will, as I say, submit the facts to the com- 
mittee just as we have them. 

Senator O’Manoney. In what respect, Mr. Bicks, did the Iranian 
arrangement affect domestic operations 4 

Mr. Bricks. To be precise, I would prefer to detail that, in a memo 
for submission in the record. 

(The material referred to is as follows :) 


DEPARTMENT OF JUSTICE, 
Washington, March 25, 1957. 
Hon. JoserH C. O’MAHONEY, 
Subcommittee on Antitrust and Monopoly of the Committee on the Judiciary, 
United States Senate, Washington, D. C. 

My Dear SENATOR O’MAHONEY: During my testimony before the Subeommittee 
on Antitrust and Monopoly of the Committee on the Judiciary, and the Sub- 
committee on Public Lands of the Committee on Interior and Insular Affairs on 
February 20, 1957, I indicated that I would furnish certain additional informa- 
tion of particular interest to the subcommittees in their joint hearings on the Oil 
for Europe Program over which you are presiding. 

The information in question is submitted in the attached exhibits, as follows: 

Exhibit A: Statement on the status of the International Oil Cartel case. 

Exhibit B: Statement relating to the minutes of the Foreign Petroleum Supply 
Committee. 

Exhibit C: Statement on domestic pipeline arrangements. 

Exhibit D: Effects of the Iranian plan of action under the voluntary agree- 
ment relating to the supply of petroleum to friendly foreign nations on domestic 
operations. 

I believe that the information contained in these exhibits covers all of the 
additional material that the committee requested. However, if your committee 
desires any additional material from this Department, I will be only too happy 
to furnish it to you. 

Sincerely yours, 


Victor R. HANSEN, 
Assistant Attorney General, Antitrust Division. 
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ExHIsit A 
STATEMENT ON THE STATUS OF THE INTERNATIONAL OIL CARTEL CASE 


The committee has asked for a statement from the Department of Justice with 
respect to the present status of the International Oil Cartel Case (United States 
v. Standard Oil Co. (N.J.), Civil No. 86-27 8S. D. N. Y.), and for our best estimate 
of when this case may be reached for trial. 

The committee has a copy of our complaint in this case charging 5 defendant 
American oil companies with a conspiracy, in conjunction with 2 major foreign 
companies and others, to restrain and monopolize the foreign commerce of the 
United States in petroleum and its products. The case at present is in the pre- 
trial discovery stage. Initially, the Government filed motions calling for the 
production of documents from defendants’ domestic files, pursuant to which some 
60,000 documents relating to the case were produced. These have all been ex- 
amined and processed. Additional motions calling for documents in defendants’ 
foreign files were filed on March 1 of this year and interrogatories asking for 
statistical information were served on defendants at the same time. 

If we can obtain the documents and information presently demanded without 
undue delay, and assuming that pretrail discovery is not protracted by volumi- 
nous discovery motions which may be filed by defendants, our best estimate of 
the earliest date on which actual trial could be commenced is next fall. Of 
course, this estimate is also subject to the condition that the court calendar in 
the southern district of New York will permit trial at that time. In any event, 
the Government is pressing for trial with utmost vigor. 


ExHisit B 


STATEMENT RELATING TO THE MINUTES OF THE FOREIGN PETROLEUM SUPPLY 
COM MITTEE 


The committee has requested from this Department the minutes of meetings in 
1956 of the Foreign Petroleum Supply Committee under the voluntary agree- 
ment relating to foreign petroleum supply (dated May 1, 1953, as amended April 
15, 1954). These meetings were held under the direction of the Department of 
the Interior and that Department is, we believe, in a better position to supply the 
committee with a complete set of the minutes. In addition, at least some of these 
minutes are presently classified and the Department of the Interior would be the 
proper agency to consider their declassification. 


ExHrsit C 


STATEMENT ON DOMESTIC PIPELINE ARRANGEMENTS 


The committee has requested a report from this Department with respect to 
certain domestic pipeline arrangements reported to the Middle East Emergency 
Committee prior to the approval of schedule 4 under the plan of action, dated 
August 10, 1956, as amended, which schedule specifically dealt with cooperation 
relating to domestic pipelines. 

The arrangement in question involved a reversal of the flow in parts of pipe- 
lines in Texas operated by Humble Oil Co., the Paso-Tex Co., and Shell Oil Co. 
in order to make more crude oil available at the United States gulf for shipment 
to Europe. Other companies involved were Gulf Oil Corp. and Texas-New Mexico 
Pipe Line Co. The Department of Justice is still looking into this arrangement to 
ascertain whether, if not within the plan of action, it involved any antitrust 
violation. 

ExuHrsitT D 


EFFECTS OF THE IRANIAN PLAN OF ACTION UNDER THE VOLUNTARY AGREEMENT 
RELATING TO THE SUPPLY OF PETROLEUM TO FRIENDLY FOREIGN NATIONS ON 
DOMESTIC OPERATIONS 


A review of all schedules approved by the administrator of the foreign petroleum 
supply program pursuant to plan of action No. 1 under the voluntary agree:nent 
relating to the supply of petroleum to friendly foreign nations, dated July 25, 
1951, reveals the following relative to actions taken either within the United 
States or directly affecting the internal economy of the United States. 
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From August 17, 1951, to July 8, 1951, the administrative approved 27 schedules 
approving 94 separate transactions to be carried out within the United States or 
directly affecting United States commerce. 

By 35 of these transactions, a total of 21,028,000 barrels of crude oil were 
diverted from import into the Western Hemisphere of which the United States 
would have received a substantial part. 


By 59 of these transactions, a total of 5,514,000 barrels of products were ex- 
ported from the United States for destinations all over the world or were re- 
oer for delivery within the United States pursuant to an exchange agree- 
nen 

Senator O’Manoney. Very well. 

Mr. Hansen. May I continue with the statement? 

Senator O’Manoney. Please do. 

Mr. Hansen. Thank you. 

Beyond authority, what sort of consultation preceded the Attor- 
ney General’s approval of the basic voluntary agreement, amendments 
to it, and the plan of action under it? 

Relevant at the outset is a brief bit of history. The basic voluntary 
agreement for foreign petroleum supply—still in existence—was mod- 
eled after comparable arrangements employed as early as World 
War I. That basic agreement became effective almost 4 years ago, on 
July 20, 1953. 

Approving that 1953 agreement, certain competitive safeguards—at 
the insistence of the Attorney General—were specified. Briefly put, 
the Committee formed pursuant to the agreement, or any of its sub- 
committees, could meet only upon the call of the Secretary of the In- 
terior or his official designee. Only those matters listed on the Gov- 
ernment-approved agenda could then be considered. Attendance of 
a Government official was required at all Committee or Subcommittee 
meetings. The Committee could recommend a plan of action only 
after a finding by the Secretary of the Interior that an emergency 
existed. Finally, most important, no plan of action could be effective 
without the Attorney General’s approval. With such safeguards the 
new agreement became effective July 20, 1953. 

After the Attorney General’s approval of the 1953 agreement, next 
for consideration is that review of that 1953 agreement required by 
the 1955 Defense Production Act amendments. During all this time, 
from 1953 through mid-1956, bear in mind, the prime function of the 
plan was information gathering. No emergency had been found. 
And, accordingly, there was no occasion for the Committee, formed 
under the agreement, to consider any plan of action. It is against this 
background of the Committee’s strictly information gathering func- 
tion—stemming from the absence of any real Mideast emergency— 
that the May 8, 1955, amendments must be appraised. 

These May 8 amendments sought two broad goals: 

First, complete Government supervision and control of the Commit- 
tee’s operation. 

Second, restrictions were imposed on the exchange of certain indi- 
vidual company data which might form the basis for anticompetitive 
restraints. 

Still kept in the agreement, of course, was provision that, should 
conditions change and need for a plan of action arise, such plan could 
not go into effect without the Attorney General’s approval. 

Again, to repeat, these restrictions were deemed paramount at a 
time when no real national emergency had been found and, accord- 
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ingly, at a time when the sole function of the Committee was infor- 
mation gathering. 


Nationalization of the canal, of course, drastically changed all this. 
Reflecting the threatened emergency, on July 31, 1956, the Director 
of the Office of Defense Mobilization wrote the Secretary of Interior: 


This letter has reference to the possibility that there may arise in the immediate 
future any of the three following contingencies relating to the availability of 
petroleum supplies affecting the defense mobilization interests or programs of 
the United States: 

(1) Loss or stoppage of the Levant pipelines. 

(2) Stoppage of the Suez Canal. 

(3) Loss of both (1) and (2) above. 


e 2 * s ” & s 

I have discussed the present situation and the above contingencies with the 
Secretary of State and the Under Secretary of State and, as a result of these 
discussions, I believe that an emergency exists outside the United States which 
requires action in the form of the development of plans designed to prevent, elimi- 
nate, or alleviate shortages of petroleum supplies which threaten to affect ad- 
versely the defense mobilization interests or programs of the United States. 
Under the circumstances I feel that it would be appropriate for you to find that 
an emergency exists and to submit to the Committee a request for the prepara- 
tion of plans of action to meet such contingencies if they should arise. 


For the record of this committee I submit, marked “Exhibit 1,” a 
copy of Dr. Flemming’s letter of July 31, 1956, to Secretary Seaton. 

One day later on August 1, 1956, the Secretary of Interior replied 
to Dr. Flemming: 


In view of the situation, I have determined that a threatened emergency exists 
outside the United States which requires an immediate plan or plans of action 
designed to prevent, eliminate, or alleviate a shortage of petroleum supplies which 
would threaten to adversely affect the defense mobilization interests or pro- 
grams of the United States. As Administrator under the voluntary agreement 
relating to foreign petroleum supply, as amended, dated May 8, 1956, I will re- 
quest the Foreign Petroleum Supply Committee to prepare and submit in writing 
to me as Administrator a plan or plans of action for the solution of the supply 
problems mentioned above to become promptly effective when the emergency 
materializes. 

By copy of this letter, I am informing the Attorney General of the situation 
and notifying him of my intention to request the Foreign Petroleum Supply Com- 
mittee to prepare and submit such required plan or plans of action. When I 
have reviewed or modified and approved the proposed plan or plans, I will submit 
the plan to you as Director of the Office of Defense Mobilization in order that 
you may submit it to the Attorney General for approval and to the Chairman 
of the Federal Trade Commission. 


Again for your record I submit, marked “Exhibit 2,” Secretary 
Seaton’s letter of August 1, 1956, to Dr. Flemming. 

Senator O’Manoney. These documents may be received. 

Mr. Hansen. Thank you, sir. 

(The documents above referred to are as follows :) 


ExHIsIT 1 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 


Washington, D. C., July 31, 1956. 
Hon. Frep A. SEATON, 


Secretary of the Interior, 
Washington, D. C. 

Dear Mr. Secretary: This letter has reference to the possibility that there 
may arise in the immediate future any of the three following contingencies re- 
lating to the availability of petroleum supplies affecting the defense mobiliza- 
tion interests or programs of the United States: 
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(1) Loss or stoppage of the Levant pipelines. 

(2) Stoppage of the Suez Canal. 

(3) Loss of both (1) and (2) above. 

As you know, a Committee has been established under the voluntary agree- 
ment relating to foreign petroleum supply, as amended, to advise the Govern- 
ment of the United States on plans of action designed to prevent, eliminate, or 
alleviate shortages of petroleum supplies in friendly foreign nations which 
threaten to affect adversely the defense mobilization interests or programs of 
the United States. 

I have discussed the present situation and the above contingencies with the 
Secretary of State and the Under Secretary of State and, as a result of these 
discussions, I believe that an emergency exists outside the United States which 
requires action in the form of the development of plans designed to prevent, 
eliminate, or alleviate shortages of petroleum supplies which threaten to affect 
adversely the defense mobilization interests or programs of the United States. 
Under the circumstances I feel that it would be appropriate for you to find 
that an emergency exists and to submit to the Committee a request for the 
preparation of plans of action to meet such contingencies if they should arise. 

As you know, the voluntary agreement requires that the Attorney General be 
notified of any request to the Committee to prepare a plan of action. On 
advice of counsel, I am of the opinion that such notification may be followed 
immediately by the request to the Committee for the preparation of the plans. 
If you have doubt as to the regularity of this procedure, I recommend that in 
the interest of prompt action the Attorney General be requested to waive his 
right to any earlier notification. 

If I can be of any assistance to you in this matter please so advise me. I 
should appreciate being informed of its progress. 

Sincerely yours, 
ARTHUR S. FLEMMING, Director. 


Exuisit 2 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 1, 1956. 
Hon. ARTHUR S. FLEMMING, 
Director, Office of Defense Mobilization. 


My Dear Mr. FLEMMING: I have your letter of July 31 advising me that you 
believe an emergency exists outside the United States which may seriously affect 
the availability of petroleum supplies to the free world and affect the defense 
mobilization interests or programs of the United States. 

This situation has arisen in the Middle East. It may seriously affect the flow 
of petroleum and its products. Any serious interruption in this flow would 
have an immediate effect on the free nations of Western Europe, and extensive 
measures would have to be taken to provide alternate supplies from other sources, 
mostly from the Western Hemisphere. 

In view of the situation, I have determined that a threatened emergency 
exists outside the United States which requires an immediate plan or plans of 
action designed to prevent, eliminate, or alleviate a shortage of petroleum sup- 
plies which would threaten to adversely affect the defense mobilization interests 
or programs of the United States. As administrator under the voluntary agree- 
ment relating to foreign petroleum supply, as amended, dated May 8, 1956, I 
will request the foreign petroleum supply committee to prepare and submit in 
writing to me as administrator a plan or plans of action for the solution of the 
supply problems mentioned above to become promptly effective when the emer- 
gency materializes. 

By copy of this letter, I am informing the Attorney General of the situation 
and notifying him of my intention to request the foreign petroleum supply 
committee to prepare and submit such required plan or plans of action. When 
I have reviewed or modified and approved the proposed plan or plans, I will 
submit the plan to you as Director of the Office of Defense Mobilization in order 
that you may submit it to the Attorney General for approval and to the Chairman 
of the Federal Trade Commission. 

In view of the criticality of the situation, I propose to make the request to 
the committee early next week. 

After completion of the proposed plan or plans of action, I intend to ask the 
foreign petroleum supply committee to prepare schedules of action to implement 
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the plan and present such schedules to me for approval before any participant 
in the plan takes any action under such schedules. 
Sincerely yours, 
Frep A. SEATON, 
Secretary of the Interior. 

Mr. Hansen. Even before Secretary Seaton replied, we had been 
notified the day before, on July 31, 1956, of Dr. Flemming’s letter to 
Secretary Seaton. And on August 1 we received a copy of Secretary 
Seaton’s August 1 letter to Dr. Flemming, just inserted in your record 
as exhibit 2, which formally notified us that he intended to ask the 
committee to present a plan of action to meet the threatened emergency. 

Senator O’Manonry. By whom were you notified on July 31, 1956, 
of Dr. Flemming’s letter ? 

Mr. Hansen. I was present. Dr. Flemming—I was present at the 
time the letter was discussed, and I knew about it before it was actu: lly 
mailed. 

Senator O'Manonrey. Where did this meeting take place? 

Mr. Hansen. In Dr. Flemming’s office, the Executive Office 
Building. ; 

Senator O'M. \HONEY. Who else was present / 

Mr. Hansen. Dr. Flemming and, as I recall, Sec Sy ary Humphrey, 
Under Sec retary Hoover, consultants whose names I do not recall. 

Senator O’Manonry. Was anybody from the Federal Trade Com- 
mission present ? 

Mr. Hansen. I can’t answer that, sir; I don’t know. 

Senator O’Manonry. Would you say that it would be an error 
if I said that nobody from the Feder ‘al Trade Commission attended 
that meeting ? 

Mr. Hansen. I can’t comment. I have no independent knowledge 
of it, sir. 

Senator O’Manonry. You just don’t know ? 

Mr. Hansen. I just don’t know. 

Senator O’Manoney. You weren’t here at that time? 

Mr. Hansen. Yes. I had been here for about 15 days. Asa matter 
of fact, I think it was one of the first meetings I attended. 

Senator O’Manoney. They put you right into the boiling oil : 
the first go-off, didn’t they? 

Mr. Hansen. That is right, and I have been there ever since. 

Senator O’Manoney. You were aware of the provision in the law 
about consultation with the Federal Trade Commission, were you not ? 

Mr. Hansen. My understanding is that the burden rests with the 
Office of Defense Mobilization in that regard. 

Senator O’Mauonry. I beg your pardon? 

Mr. Hansen. It is my understanding that the burden rests with 
the Office of Defense Mobilization to have consulted with the Federal 

Trade Commission. 

Senator O’Manonrey. That may be, but the fact is that you were the 
head of the Antitrust Division. You were present at the conference 
under a law under which the Attorney General had a special duty 
to perform. You must have been aware that the provision of consul- 
tation with the Federal Trade Commission was just as plainly stated 
as the provision about consultation with the Department of Justice. 
But, since you say you don’t know, we will pass on. 





660 EMERGENCY OIL LIFT PROGRAM 


Senator Carrotu. Mr. Chairman, I would like to ask some questions 
at this point, unless you desire to have the witness 

Senator O’Manonry. We have been interrupting him, and he hasn’t 
minded. 

Senator CarrotL, Are you aware of the testimony that there had 
been plans under consideration as early as March of 1956? 

Mr. Hansen. I thought it was May, sir. Maybe it had been March. 

Senator Carroutx. If my memory is accurate in this matter, May of 
1956 is when they formalized the original basic agreement. Isn’t 
that so? 

Mr. Hansen. It is my understanding, but I have no personal 
knowledge, and you are asking my personal knowledge. I don’t 
know. 

Senator Carrot. We had some testimony before this conmnittee 
that there had been, 4 months prior to the seizure of the Suez Canal, 
some conferences and consideration of problems that might arise, 
that the Department of Interior and the Secretary of State’s Office 
were conferring about the subject then. Was the Attorney General’s 
Office included in those conferences ? 

Mr. Hansen. I am sure they were. 

Senator Carrotit. Do you know who has been closest to this in the 
Attorney General’s Office ? 

Mr. Hansen. I have been close to it ever since I came in. I came 
in office on July 138, 1956. Obviously, what transpired prior to that 
date is only by way of information furnished me. 

Senator Carrotit. What information do you have of who might 
have been in that conference prior to your coming in, Judge? Who 
was working there ? 

Mr. Hansen. Judge Barnes, my predecessor. 

Senator Carrotu. Is he still in the Department? 

Mr. Hansen. No. He is in the Ninth Circuit Court of Appeals. 

Senator Carrott. Anybody on a lower staff level than this? 

Mr. Hansen. Possibly Mr. Bicks was present on those occasions. 
I haven’t asked him about it. 

Senator Carrotu. If there is no objection, I want to go back into 
this. We have had some testimony, here that on August 7 a trip was 
made to New York to confer with oil lawyers and oil officials. They 
returned to Washington on the 8th. 

The Attorney General’s Office was notified and the voluntary plan 
was formalized on the 10th. That isn’t giving you much time for 
operation. And then, yesterday it was developed that there was a 
mistake. It was not the 7th, but they had been conferring with oil 
lawyers and oil officials in New York on August 1. 

Mr. Hansen. Whohad? Who is “they”? 

Senator Carroti. Mr. Stewart of the Department of the Interior, 
who is Director of the Oil and Gas Division, and, as I understand, 
really must initiate the action under this voluntary plan, under the 
Secretary of the Interior. Isn’t that right? 

Now I will ask a question whether or not any member of the 
Department of Justice having to do with the Antitrust Division ac- 
companied Mr. Stewart to New York to confer with oil lawyers and 
oil officials. 

Mr. Hansen. No, sir; they did not. 
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Senator Carrott. When did this plan first come to the attention 
of the Attorney General’s Office, the plan that was formalized on 
August 10? 

Mr. Hansen. Sometime before July 31, 1956, when Dr. Flemming 
discussed a draft letter which was subsequently dated July 31, 1956. 

Senator Carrroti. That was the date that Dr. Flemming issued 
his letter? 

Mr. Hansen. That is correct. 

Senator Carron. That, then, carries me back to my original ques- 
tion. In this 4-month period when these negotiations were under 
way, by virtue of the basic agreement there had to be amendments, 
as I understand, because the Attorney General’s Office did not 
approve. 

Mr. Hansen. That is correct. 

Senator Carroti. Do you want the record to show that you first 
had knowledge of this plan, which was finally formalized on August 
10, on August 1? 

Mr. Hansen. Well, we had a continuous review of the agreements, 
which is required of us by Congress, and, as I recall, on August 9 
we had a report that came out, and obviously we had had some knowl- 
edge of the existence, of course, of the committee and what was being 
done, if anything. At that time it was simply an information-gath- 
ering group. 

Senator Carrotu. That is after August 1? 

Mr. Hansen. It was before August 1, because the report came out 
on August 9, and substantially a document of that size [indicating]. 
It must have taken some considerable time to prepare it. So I cer- 
tainly would be in error to say that the Attorney General had no 
knowledge. 

Senator Carroxu. I think the record shows that there were trips 
made to New York. The oil lawyers and oil officials gave a rough 
draft of a plan on August 1, which was brought to Washington. A 
return trip was made back to New York to confer with the oil officials 
and oil lawyers, and I am asking whether or not the Attorney Gen- 
eral’s Office participated in that plan at that time. 

Mr. Hansen. Not in New York, but in Washington we did. 

Senator Carrotu. Now, give us a date, if you will, when you par- 
ticipated—between August 1 and August 7. Who was at the con- 
ference, and where was the conference held? 

Mr. Hansen. There were two conferences. One was held in Dr. 
Flemming’s office. 

Senator Carroti. On what date? 

Mr. Hansen. I would have to say somewhere between the 31st of 
July and the 10th of August. And then there was a conference that 
was held in Dr. Flemming’s office about the 9th or 10th of August, 
and then they adjourned from Dr. Flemming’s office over to my office 
and worked all afternoon revising and going over the plan. 

We had almost daily contact on that matter during, I would say, 
from approximately July 31 until the plan was put into effect. I 
can’t pinpoint specific dates. I could, if I went to my calendar and 
saw when they were, but my recollection is that we were constantly 
in contact. 

Senator Carroiu. Let’s put the question this way: Did the Attorney 
General’s Office encourage or assist or direct Mr. Stewart to go back 
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to New York and submit the plan which you had worked on to get 
the approval of the oil lawyers and the oil officials in New York? 

Mr. Hansen. Well, we told him what amendments and what safe- 
guards we required in the plan. He told me that he would have to 
go back and talk with the oil companies about it. So I knew he went 
back. 

Senator Carroii. Then when he returned on the 8th, did he present 
the plan which they had approved ? 

Mr. Hansen. Yes, sir; and there still were some additional safe- 
guards we were required to put in there. 

Senator O’Manonry. Pardon me, Senator? What was that date? 

Mr. Hansen. He said the 8th. 

Senator Carrot. Mr. Chairman, I was calling to the witness’ atten- 
tion the statement which appears in the record about a trip to New 
York on August 1. This was developed yesterday afternoon, chang- 
ing the testimony which had been previously set forth as August 7. 
Now, this is the return from August 7, a plan submitted again to the 
oil lawyers and the oil officials in New York. So that plan was re- 
turned to the Attorney General, I assume to the Office of Defense 
Mobilization, and whether or not the Attorney General’s Office parti- 
cipated in that plan and approved it, and the testimony of the wit- 
ness is that they saw the plan and made further revision. I think that 
is 





Mr. Hansen. We were a part of it. As a matter of fact, part of 
it was actually drafted in our office. 

I think maybe I will cover some questions, sir, that you have in 
mind in the statement here. 

Senator Carrotu. Rather than go back to this lengthy statement, 
I thought we would highlight it so we would know how this was 
drawn. I think the chairman has raised the point, and I think the 
record will show—I think there is an admission by Dr. Flemming— 
that the Federal Trade Commission was not present. I think the 
record will further show that because of the urgency of this matter, 
that this was all activated and finally formalized between the period 
of August 1 and August 10. 

Mr. Hansen. I think that is a correct statement. 

Senator Carrott. Which carries me back again to my original 
question, whether or not any member of the Attorney General’s 
Office had been working on a voluntary plan as far back as March. 
That is the evidence that was developed yesterday. That is 4 months 
before the seizure of the Suez Canal. 

Mr. Hansen. Work on a specific plan ? 

Senator Carrot. Yes. 

Mr. Hansen. My answer would be “No.” 

Senator Carrot. I think that is all, Mr. Chairman. 

Senator O’Manonery. Mr. Hansen, we must recognize that you 
were not there in March. So when you say “No” you are speaking 
by hearsay ? 

Mr. Hansen. That is a fair statement; yes, sir. But I have been 
so close to it and I have followed it, and I think that had there been 
one, I certainly would have been aware of it because—— 

Senator O’Manoney. Let the question be directed to Mr. Bicks, 
Senator Carroll. 

Senator Carroiu. I beg your pardon, sir? 
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Senator O’Manonry. Address your question about the March ar- 
rangement to Mr. Bicks. 

Senator Carrout. I will be happy to have an explanation of it. 

Senator O’Manoney. He was assistant to Judge Barnes in March. 

Mr. Hansen. My understanding of the question was whether or 
not there was anyone in the Attorney General’s Office that was work- 
ing on this plan as early as March 1956. 

Senator Carrout. Judge Hansen, we developed for the first time 
yesterday—we have been thinking in terms of the seizure of the 
Suez Canal on July 26 

Mr. Hansen. Yes, sir. 

Senator Carroti. And the action of the Defense Mobilizer on July 
31. For the first time, at least to my knowledge, it has been developed 
in this hearing that there had been concern 4 months previously 
Ss there had been work done in March, on some sort of plan. There 

yas a conference between the Department of the Interior and the 
Sena daae of State. 

Now you used the word “specific.” I will ask this question, whether 
or not the Attorney General’s Office had been brought in, not in the 
broad terms, but had you been brought in to do planning, specific 
planning, on the Middle East oil pr oblem ? 

Mr. Bicks. I think there may be some confusion between the agree- 
ment and the plans of action under it. As you know, Suez was na- 
tionalized on July 26. There was no specific plan some 4 months be- 
fore to meet an emergency as unforeseen as that was. 

Senator Carroti. I think you are in basic error in your interpreta- 
tion of my question. 

There was a dangerous condition, so they thought, 4 months earlier, 
not by virtue of the seizure of Suez. 

Mr. Bicxs. It was that dangerous situation we sought to meet by 
amendment tothe agreement. That was where the Attorney General's 
Office was in continuous consultation through March, April, and May, 
culminating in the May 8 amendments to the agreement. 

Sir, that process was separate from the consultation between August 
1 and August 10 that preceded the plan of action. 

In direct answer to your question, we were in continuous touch 
daily, practically, with every step that took place under that voluntary 
agreement pursuant to the Attorney General’s direction from Congress 
to review that voluntar Vv agr eement. 

Senator Carrot. You were in touch with whom? With the oil 
companies / 

Mr. Bicks. Sir, the formal invitations to participate in the amended 
agreement to the oil companies did not go out until July 20, 1956. 
We were in formal touch with the Department of Interior and the 
Office of Defense Mobilization. Any trip that Mr. Stewart made to 
New York before July 20 could not have been pursuant to operations 
under the amended agreement. The invitations to participate in the 

committee did not go out until July 20. 

Senator Carroii. At the time you worked on the basic agreement 
that you said the Attorney General's Office—and I commend them 
for it—were changing, you would not acc ept, as I understand, some 
of the provisions of the basic agreement which was finally entered into 
on May 8 of 1956. Isn’t that right ? 

Mr. Bicks. That is right; May 8. 
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Senator Carrotyt. You thought there ought to be more protection ? 

Mr. Bricks. That is right. 

Senator Carrot. I trust there was a change in the voluntary plan. 
I suppose the judge will cover that, as he goes along. 

Mr Bricks. Yes, sir. 

Senator Carrott. But I wanted to find out about this 4-month 
period which we first heard about yesterday, whether or not these 
petroleum committees or oil companies were meeting during the 
4-month period prior to the adoption of this voluntary plan which 
was formalized on August 10. 

Mr. Bricks. I think the most direct way to answer that would be to 
submit for your record a complete list of the dates of every meeting 
of the committee under the voluntary agreement and each of its 
subcommittees between those periods. 

Senator Carroti. From March on through ? 

Mr. Bicxs. That is right. 

Senator Carrotu. I think that would be very fine for the record. 

Senator O’Manonery. We will be very glad to have it. 

Mr. Bicxs. But I think it is worthwhile to get clearly in mind the 
distinction between the meetings in March, April, and May, to which I 
believe the testimony you referred to, in turn referred, and the series 
of meetings from August 1 to August 10, relating to the plan of action. 
Senator Carrotu. I assume there will be minutes on those meetings, 
too? 

Mr. Bricks. Yes. 

Mr. Hansen. We will file that with the committee. 

Senator O’Manoney. These meetings from August 1 to August 10 
are of great importance because they deal with the voluntary agree- 
ment of the plan of action which was approved by the Attorney Gen- 
eral on August 10. 

Did you participate, or did anybody, to your knowledge, in the 
Department of Justice participate, in the drawing up of this plan of 
action ? 

Mr. Hansen. Yes, sir. 

Senator O’Manoney. Who? 

Mr. Hansen. I, personally, did. Mr. Bicks did, Mr. Fugate did, 
all in my office, and 

Senator O’Manonry. When did you begin to participate? 

Mr. Hansen. Somewhere between the 31st of July and the 10th of 
August. 

Senator O’Manoney. Not later than the first of August ? 

Mr. Hansen. Well, yes, we had negotiations 

Senator O’Manoney. I mean, you did not begin the consultations 
later than the 1st of August? 

Mr. Hansen. I think that is a correct statement; yes, sir. 

Senator O’Manoney. In other words, from the ist of August, at 
any event—I am skipping July 31, because that was the date of the 
letter which came to you—that skips the advance notification that 
you have had, and we are concentrating our attention now on the 
period between August 1 and August 10—you did participate in that 
preparation, did you not? 

Mr. Hansen. Yes, sir. 

Senator O’Manoney. Where did you participate? 
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Mr. Hansen. Both in the office of Dr. Flemming and in my office. 

Senetor O’Manoney. Were representatives of the oil companies 

resent ¢ 
. Mr. Hansen. Yes; as I recall specifically on one occasion, Mr. 
Fowler Hamilton was present, who is now counsel for MEEC, 

Senator O’Manoney. He is now the attorney or counsel for MEEC, 
is he not? 

Mr. Hansen. Yes, sir. 

Senator O’Manonry. Anybody else representing the oil companies? 

Mr. Hansen. Mr. Bicks tells me that Mr. George Koegler, repre- 
senting Standard of New Jersey, may have been there on one occasion. 

Senator O’Maunoney. Will you look up the records, please, and 
give us the names? Because the point that is not clear to me at all is 
how it could be possible for the Department of Justice to have been 
participating, during the 1st of August and the 10th of August, in 
the preparation of this plan of such great emergency when—— 

Mr. Hansen. Well 

Senator O’Manoney. Let me finish. 

Mr. Hansen. I am sorry, sir. 

Senator O’Manonry. When there was transmitted, in accordance 
with the law, I think, the review of voluntary agreements program 
under the Defense Production Act by the Attorney General to the 
Senate Committee on Banking and Currency under printed date of 
August 10, 1956, but actually I am advised on August 9, which con- 
tains on page 23 this statement with respect to the Foreign Petroleum 
Supply Agreement. 

1 read the entire paragraph: 

The Department of the Interior has advised us that all members of the old 
foreign petroleum supply agreement have agreed to participate in the amended 
plan described in my report of February 20, 1956. In accordance with the 
amended plan, a permanent staff of full-time Government employees is being 
gathered for the new Washington office. In the meantime, some of the staff 
formerly employed by the oil company members have been put on the Govy- 
ernment payroll as full-time employees. Of the two pending committee reports, 
one has been completed and the other is three-quarters finished. 

There is not a word in this review by the Attorney General with 
respect to the plan of action which was approved on the 10th of 
August. 

Mr. Hansen. I am not unaware of that. As a matter of fact, 
by then that report had been completed. Obviously, that report is 
compiled by a staff in our office, and it came to my desk, and I ques- 
tioned whether or not we should hold up the report and add these 
new developments that had been occurring there, or to let the report 
goout. And I decided to let the report go out. 

Senator O’Manoney. If it was your opinion that it was a proper 
report to Congress on the 10th of August, the very day on which the 
new arrangement was approved by the Attorney General, to say— 


In accordance with the amended plan— 





that is the amendment of the foreign petroleum supply agreement— 


a permanent staff of full-time Government employees is being gathered fr the 
new Washington office. In the meantime, some of the staff formerly employed 
by the oil-company members have been put on the Government payroll as full- 
time employees. Of the two pending committee reports, one has been completed 
and the other is three-quarters finished. 
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Here is a statement to the Banking and Currency Committee and 
to Congress that Government employees were being put in charge. 

Mr. Hansen. I think that is a true statement. 

Senator O’Manonery. That was a good idea, wasn’t it ? 

Mr. Hansen. Yes, sir; there is no question about it. We insisted 
that Government employees, full-time employees 

Senator O’Manonry. How does it happen that on the next day we 
approve a report without any Government employees in charge? I 
am talking now of the plan of action. 

Mr. Hansen. Yes sir. Well, that certainly was under Government 
control completely. 

Senator O’Manoney. Don’t you think it ought to be under Govern- 
ment control now ? 

Mr. Hansen. Yes, sir; and it is. 

Senator O’Manoney. Oh, there is no staff there—only a few. It is 
not run by the Government. It is run by the oil companies. 

Mr. Hansen. Mr. Ralph Fowler is a full-time Government em- 





ployee. 
Senator O’Manoney. Who is the chairman of MEEC ? 
Mr. Hansen. Stewart Coleman. 


Senator O’Manoney. And Mr. Coleman is vice president of the 
Standard Oil of New Jersey ? 

Mr. Hansen. Yes, sir. 

I would like to complete the statement, sir. I think I will cover 
many of these things in it. 

Senator O’Manonry. All right. That frequently happens, I know, 
Judge Hansen, so I will not interrupt and I will let you complete your 
statement. 

Mr. Hansen. Accordingly, it was on the last day of July or the 
first day of August that we began our almost continuous process of 
informal consultation on this Committee’s operations. Our partici- 
pation in such consultation, of course, was substantially eased by the 
fact that our work earlier in the year on the May 8 amendments to 
the basic agreement had given us a close working familiarity with the 
problems. 

By these continuous consultations between August 1 and August 10, 
we kept abreast of the plan of action’s formulation. Equally im- 
portant, all agencies agreed on the need for the maintenance of ade- 
quate safeguards. 

Growing out of this intensive consultation, on August 10, 1956, Dr. 
Flemming wrote the Attorney General enclosing a plan of action un- 
der voluntary agreement relating to foreign petroleum supply. For 
your record, if I may, I submit a copy, marked “Exhibit 3,” of Dr. 
Flemming’s August 10, 1956, letter to the Attorney General. 

(The letter referred to is as follows:) 

EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington 25, D. C., August 10, 1956. 


Hon. HERBERT BROWNELL, Jr., 
Attorney General of the United States, 
Washington 25, D.C. 

DeaR Mr. ATTORNEY GENERAL: The Acting Secretary of the Interior has re- 
quested approval of the enclosed plan of action entitled, “Plan of Action Under 
Voluntary Agreement Relating to Foreign Petroleum Supply,” dated August 10, 
1956, which has been prepared and submitted in accordance with the provisions 
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of section 6 of the subject voluntary agreement. I agree with the Acting Secre- 
tary that the proposed plan of action is extremely important to the national 
defense under present circumstances and concur in his analysis of the defense 
considerations outlined in the attached copy of his letter to me of this date. 

Pursuant to section 708 of the Defense Production Act of 1950, as amended, 
I am asking you to approve the enclosed request to participate in the plan of 
action and to consider this letter as consultation with respect thereto. It is 
urgent that this matter be handled as expeditiously as possible and I trust that 
you will call on me immediately if any additional consultation is required, 

Sincerely yours, 
ARTHUR S. FLEMMING, Director. 


Mr. Hansen. Enclosed with Dr. Flemming’s letter of August 10, 
1956, to the Attorney General, submitted for your record as exhibit 3, 
was a copy of the Acting Secretary of Interior’s letter of that same 
date to Dr. Flemming. 

Interior’s attached letter, which I submit for your record, marked 
“Exhibit 4,” if 1 may, underscored the urgent necessity for the plan 
by explaining: 


The economy of every country of the free world is now largely dependent upon 
an adequate supply of petroleum and its products. Any serious interruption in 
these supplies would be critical. 

If the Suez Canal movements are interfered with, prompt action would be 
necessary immediately to divert tankers now moving through the canal. There 
are insufficient tankers in the free world fleet today to move 1,500,000 barrels per 
day around the Cape of Good Hope. Therefore, the tankers available would 
have to be promptly transferred to shorter runs in order to maximize the deliver- 
ability of petroleum and its products from other sources. This would mean a 
shift in tanker movements from the Suez Canal trade to the gulf coast of the 
United States and other petroleum supply points in the Caribbean. Crude-oil 
imports to the east coast of the United States from the Middle Kast would be 
eut off, immediately requiring the addition of tankers to the present United 
States gulf coast to Atlantic seaboard service. 


(The letter referred to is as follows :) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., August 10, 1956. 
Hon. ARTHUR S. FLEMMING, 
Director, Office of Defense Mobilization. 

My Dear Mr. FLEMMING: You are fully aware of the crisis which has devel- 
oped in the Middle East with respect to the Suez Canal. In view of this crisis 
which threatens serious interruption in the flow of petroleum in and from the 
Middle East, the Secretary of the Interior determined that a threatened emer- 
gency exists outside the United States which required immediate preparation of 
a plan of action under the voluntary agreement relating to foreign petroleum 
supply, as amended, dated May 8, 1956. 

As administrator under the voluntary agreement, the Secretary of the Interior 
requested the Foreign Petroleum Supply Committee to prepare and submit for 
use of Government a plan of action for prompt solution of the supply problems 
which would be inevitable if there were serious interruption in the flow of 
petroleum from or through the Middle East. In response to this request, on 
August 7, 1956, the Foreign Petroleum Supply Committee prepared and sub- 
mitted a plan of action designed to prevent, eliminate, or alleviate any shortage 
in petroleum supplies which would threaten to adversely affect the defense- 
mobilization interests or programs of the United States. This plan has been 
reviewed and modified, and I am now submitting it to you. 

I request your approval of the plan of action which is enclosed. I request 
further that in accordance with the provisions of section 708 of the Defense 
Production Act of 1950, as amended, you consult with the Attorney General and 
the Chairman of the Federal Trade Commission with respect to the plan of 
action and that you obtain the Attorney General’s approval of a request to the 
companies which it is contemplated will participate in the plan of action inviting 
them to participate in this plan of action and in the Middle Bast Emergency 
Committee provided for therein. A list of the companies is enclosed. 
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To assist the Attorney General in his consideration of the plan of action, it 
would be well to call to his attention the following facts: 

There are present tanker movements of petroleum through the Suez Canal of 
approximately 1,500,000 barrels per day. The 2 pipeline systems delivering oil 
from the Iraq fields and the fields of Saudi Arabia to the eastern Mediterranean 
are transporting over 800,000 barrels per day. Of this total of 2,300,000 barrels 
per day, about 300,00 barrels per day are moved by tankers to the east coast of 
the United States and approximately 2 million barrels per day go to refineries 
on the Mediterranean or to refineries in various countries in Western Europe. 
This constitutes a major portion of the petroleum supplies of Western Europe, 
including European country members of the North Atlantic Treaty Organiza- 
tion. 

The economy of every country of the free world is now largely dependent 
upon an adequate supply of Petroleum and its products. Any serious inter- 
ruption in these supplies would be critical. 

If the Suez Canal movements are interfered with, prompt action would be 
necessary immediately to divert tankers now moving through the canal. There 
are insufficient tankers in the free world fleet today to move 1,500,000 barrels per 
day around the Cape of Good Hope. Therefore, the tankers available would have 
to be promptly transferred to shorter runs in order to maximize the deliverability 
of petroleum and its products from other sources. This would mean a shift 
in tanker movements from the Suez Canal trade to the gulf coast of the United 
States and other petroleum supply points in the Caribbean. Crude oil imports 
to the east coast of the United States from the Middle East would be cut off, 
immediately requiring the addition of tankers to the present United States 
gulf coast to Atlantic seaboard service. 

Crude oil production in the United States and in the producing countries of the 
Caribbean, principally Venezuela, would have to be greatly increased not only 
to supply additional crude oil for Europe but to offset the curtailment of imports 
from the Middle Bast. 

Interruption of the flow of oil through the pipelines to the Mediterranean 
would have a somewhat less impact unless it coincided with the stoppage of 
the Suez Canal. If both the canal and the pipeline movements were stopped, the 
result would be catastrophic. 

Under the plan of action, the Middle East Emergency Committee would be 
required to prepare a series of schedules, as set out under section 7 of the plan, 
under which companies might cooperatively take the necessary steps to prevent, 
eliminate, or alleviate the petroleum shortages which would result from the 
interruption in the Middle East petroleum movements. The actual stoppage 
may come at any time. The preparation of schedules, however, is dependent 
upon the ability of the Middle East Emergency Committee to collect, analyze, 
discuss pertinent information on worldwide petroleum operations. It takes 
time to collect the information and to prepare proposed schedules. It is, there- 
fore, imperative that the proposed plan be promptly approved and placed in 
operation. 

Sincerely yours, 
CLARENCE A, Davis, 
Acting Secretary of the Interior. 


COMPANIES CONTEMPLATED TO PARTICIPATE IN PLAN OF ACTION 


Arabian American Oil Co., 505 Park Avenue, New York, N. Y. 

Caltex Oil Products Co., 380 Madison Avenue, New York, N. Y. 

Cities Service Co., 60 Wall Tower, New York, N. Y. 

Creole Petroleum Corp., 350 Fifth Avenue, New York, N. Y. 

Getty Oil Co., 1060 Terminal Subway Building, Los Angeles, Calif. 

Gulf Oil Corp., Gulf Building, Pittsburgh, Pa. 

Sinclair Oil Corp., 600 Fifth Avenue, New York, N. Y. 

Socony Mobil Oil Co., Inc., 26 Broadway, New York, N. Y. 

Standard Oil Company of California, 225 Bush Street, San Francisco, Calif. 
Standard Oil Company (New Jersey), 30 Rockefeller Plaza, New York, N. Y. 
Standard-Vacuum Oil Co., 1000 Westchester Avenue, White Plains, N. Y. 

The Texas Co., 135 East 42d Street, New York, N. Y. 

Venezuela Petroleum Co., 600 Fifth Avenue, New York, N. Y. 


Mr. Hansen. Because of the intensive consultation during almost 
2 weeks that preceded submission of the plan on August 10, the At- 
torney General was able to approve the plan on that same date. 
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In the Attorney General’s letter approving the plan, which I submit 
for your record, marked “Exhibit 5”, if I may, he stated: 

The provisions of the plan have been fully discussed by representatives of 
your office, the Department of the Interior and this Department and certain 
changes have been incorporated therein at our suggestion. 

Senator O’Manoney. Judge Hansen, you will pardon me if I in- 
terrupt you again. I cannot help but do it, as I listen to your sentence 
on page 12: 


Because of the intensive consultation during almost 2 weeks that preceded 
submission of the plan on August 10, the Attorney General was able to approve 


the plan on that same date. 

How in the world was it impossible for you, in the face of this 
intensive consultation of which you speak, to fail to include some 
reference to it in the report that you were required by law to make 
to the Banking and Currency Committee ? 

Mr. Hansen. Well, the report, sir, was completed before, I would 
say, probably at least 10 days or 2 weeks before, the date that it bears, 
because it 

Senator O’Manoney. It stands, then, on this footing, that because 
that report was completed, but not transmitted to Congress, some 
week or 10 days before, you did not think it necessary, before trans- 
mitting it, to put 1 or 2 sentences into the report about the new 
emergency problem that was facing you and which you, or the Attor- 
ney General, was then about to approve. That is the picture, isn’t it? 

Mr. Hansen. No; it is not. By the date of that report, August 9, 
1956, no plan of action had been finally formalized. The plan was 
dated the 10th of August. So the August 9 report spoke the truth 
as of the date it went out. 

Senator O’Manoney. How intent were you on maintaining the 
safeguards that you first wrote into the plan? 

Mr. Hansen. That was continuously before us, sir, continuously 
before us. 


Senator O’Manonery. Have they not been abandoned ? 
Mr. Hansen. Sir? 

Senator O’Manonery. Have they not been abandoned ? 
Mr. Hansen. No, sir; they have not been abandoned. 
Senator O’Manonery. We will go into that later, then. 
Mr. Hansen. Very well. Continuing the letter— 

As required by the 1955 amendments to section 708— 


the Attorney General’s letter went on— 





after due consideration of the plan and consultations with other interested 
agencies, I have concluded that the benefits to the national defense outweigh 
its possible adverse effects upon the competitive free enterprise system. 


(The letter, exhibit 5, referred to, is as follows :) 


EXHIBIT 5 


Aveust 10, 1956. 
Hon, ArtHuR 8S. FLEMMING, 


Director, Office of Defense Mobilization, 
Washington, D.C. 

My Dear Dr. FLEMMING: This acknowledges your letter of August 10, 1956, 
enclosing a plan of action also dated August 10, 1956, under the voluntary agree- 
ment relating to foreign petroleum supply, together with a request to present 
members of the foreign petroleum supply committee to participate therein, for 

90507—57—pt. 1—_—-46 
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which you request my approval under section 708 of the Defense Production Act 
of 1950, as amended. 

Attached to your letter is a letter of even date from the Acting Secretary of 
the Interior in which he emphasizes the urgent defense considerations which make 
this plan of action necessary. You concur in this opinion and attach your finding 
that action taken in response to the proposed request is in the public interest as 
contributing to the national defense. The provisions of the plan have been 
fully discussed by representatives of your office, the Department of the Interior 
and this Department and certain changes have been incorporated therein at our 
suggestion. As required by the 1955 amendments to section 708, after due 
consideration of the plan and consultations with other interested agencies, I 
have concluded that the benefits to the national defense outweigh its possible 
adverse effects upon the competitive free enterprise system. 

I hereby approve the letter you propose to send to the participants in this 
voluntary agreement requesting their participation in this plan of action. I 
understand that you will furnish me with a list of the names of the companies 
accepting this request and will keep me advised of any additions to or deletions 
from this list. 

Sincerely yours, 
—_—- ———., Attorney General. 

Mr. McHvuen. Judge, is this the letter of August 10, the letter of 
the Attorney General ? 

Mr. Hansen. Yes. 

Mr. McHvueu. We do not have the full text of that letter before us. 
Is that the letter in which the Attorney General is said to have reluc- 

tantly approved the plan of action ? 

Mr. Hansen. No, sir. 

I am offering it as exhibit 5 to your record here, so you will have it. 

Mr. McHveu. At this point, can you tell us which of the letters 
by the Attorney General used the phrase that he reluctantly approved 
this plan of action ? 

Mr. Hansen. I do not recall any letter that had such a provision in 
it. I am informed that there is such language that appears in the 
report of November 9, 1956. I personally do not, at the moment, 
recall that language. 

Mr. McHveu. This phrase, then, never appeared in any letter by 
the Attorney General to any of the agencies of the Government ? 

Mr. Hansen. Not to my ‘knowledge. And I am introducing every 
letter here that we have pertaining to this matter, so you will have a 
complete record of it. 

My attention has been called to the November 9, 1956, report of the 
Attorney General, reading, on page 56: 

Accordingly, on August 10, 1956, a plan of action, pursuant to section 6 of 
the Foreign Petroleum Supply Agreement and section 708 of the Defense Pro- 
duction Act, as amended, was put into effect. The Director of the Office of 
Defense Mobilization and the Administrator had strongly urged the adoption 
of this plan as vitally important to the national defense. While the plan, as 
adopted, contains features which I might well deem objectionable in other circum- 
stances, I have given full consideration to these anticompetitive possibilities as 
against the urgency of the defense cosiderations, and I reluctantly concluded 
that this plan of action should be approved. 


Mr. McHveu. But in the letter of the Attorney General, there was 
no reluctance expressed in approving the plan of action? 

Mr. Hansen. The letter speaks for itself. 

Senator O’Manoney. Let that be made a part of the record, if you 
please. 

Mr. Hansen. Yes, sir; I have read it into the record. 

Senator O’Manoney. I mean the whole letter. 
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Mr. Hansen. Yes, sir; I have introduced the letter as exhibit 5. 

Analyzing this plan, I submit for your rec ord, marked “Exhibit 6, 
a copy of the August 10, 1! )56, plan of action.’ 

The document referr ed to isa follows :) 


EXHIBIT 6 


PLAN OF ACTION UNDER VOLUNTARY AGREEMENT RELATING TO FOREIGN PETROLEUM 
Suppty—Avcust 10, 1956 


This is a plan of action submitted pursuant to section 6 of the Voluntary 
Agreement Relating to Foreign Petroleum Supply, as amended May 8, 1956, here- 
inafter called the voluntary agreement. It has been duly recommended to, and 


approved by, the Administrator and has been submitted to the appropriate 


Government agencies; all pursuant to section 708 of the Defense Production 
Act of 1950, as amended, and the voluntary agreement. 


1. Need for plan of action 


The defense and security programs of the United States and others of the 
United Nations have accelerated essential demands for petroleum. There may 
arise in the immediate future interference with the normal movements of petro- 
leum adversely affecting the defense mobilization interests or programs of the 
United States and caused by loss or stoppage, in whole or in part and for what- 
ever cause, of transportation through any pipeline system delivering petroleum 
to the eastern Mediterranean or through the Suez Canal or both. 

In view of the foregoing, the Administrator has determined that an emergency 
exists outside the United States which requires the development of a plan of 
action pursuant to the voluntary agreement. It is believed that a committee 
composed of the American oil companies engaged in foreign petroleum operations 
can aid materially in meeting such problems as may arise because of the foregoing 
by considering such problems and making recommendations for action to be taken 
which will either compensate for or alleviate shortages which might otherwise 
arise. 


. What this plan does 


This plan of action’s prime goal is to help formulate and carry out measures 
to meet petroleum shortages and dislocations in the event of any substantial 
Middle East petroleum transport stoppage. To most rapidly fulfill this func- 
tion, should such stoppage occur, immediate planning is needed. To carry out 
this task, the plan authorizes creation now of a Middle East Emergency Commit- 
tee, composed of certain American petroleum companies engaged in foreign 
petroleum operations. This committee, upon written request of the administra- 
tor or director (a copy of which request shall be furnished the Attorney Gen- 
eral at least 72 hours before sent to the committee) shall: 

(a) Make surveys and investigations of and obtain, analyze, and keep current 
pertinent information and data with respect to foreign petroleum operations. 

(b) Estimate the petroleum requirements (product by product) of each foreign 
country or area to be supplied and the supplies available therefor and prepare 
and submit recommended schedules to the administrator for each such foreign 
country or area. 

(c) Make recommendations with respect to stocks of petroleum to be main- 
tained in friendly foreign nations, with primary consideration for the main- 
tenance of adequate stocks of petroleum for military use. 

(d@) Make such other investigations, surveys, and recommendations as may 
be requested by the director to fulfill the purpose of this plan. 

If the administrator finds a substantial Middle East petroleum transport stop- 
page, this plan also authorizes cooperative action in foreign petroleum opera- 
tions by some or all of the participants herein, and by such other persons en- 
gaged in foreign petroleum operations as are designated by the administrator, in 
schedules issued hereunder, as follows: 

(e) In order to assure the maximum transportation and distribution of crude 
oil and retined products to or from the countries and areas specified in section 
8 hereof, the participants herein may arrange, between and among themselves and 
with such other persons engaged in foreign petroleum operations as are desig- 
nated by the administrator, in schedules issued hereunder, for the most efficient 
use, without regard to ownership, of terminal and storage facilities and tankers, 
pipeline capacities, and other transportation facilities so as to minimize dupli- 
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cations, multiple loadings and discharging, split cargoes, long hauling, cross haul- 
ing and back hauling, and idle time in port. The details of the arrangements au- 
thorized by and made pursuant to this subparagraph shall be specified in schedules 
to be prepared, approved, and issued from time to time pursuant to the pro- 
visions of section 7 of this plan. 

(f) Arrangements among the participants herein for the purchase, loan, 
sale, or exchange for distribution in, to, or from foreign countries or areas, of 
crude oil, petroleum products, and blending agents by and among themselves 
and such other persons engaged in foreign petroleum operations as are designated 
by the administrator in schedules issued hereunder, to the end that there shall 
be a maximum distribution of crude oil and refined products required in areas 
affected by the emergency above described. The details of the specific pur- 
chases, loans, sales, or exchanges authorized by and made pursuant to this 
subparagraph shall be set forth in schedules to be prepared, approved, and issued 
from time to time pursuant to section 7 of this plan. 

(g) Alterations in the rate of production of crude oil and the manufacture of 
refined petroleum products in such foreign areas as may be appropriate with the 
purpose of alleviating the emergency above described. Such alterations may be 
accomplished by any one or more appropriate methods, including the following: 
increasing or decreasing drilling for or production of oil, transportation facilities, 
crude through-put facilities, adjustments in the through-put quality specifications 
or yields or conversion of equipment now installed from the manufacture 
of any one particular petroleum product to the manufacture of another petro- 
leum product, the processing of selected crudes or the exchange of components 
between various refineries, processing agreements, or exchange of refinery 
capacity. The specific details of such alterations and particular operations 
pursuant to this plan of action by any one or more of the participants herein, 
acting either as principal or through a person named on a schedule to be issued 
hereunder, shall be set forth from time to time in schedules to be prepared, 
approved, and issued pursuant to section 7 of this plan. 


$. Formation of committees 


(a) A Middle East Emergency Committee (referred to throughout this plan 
of action as the “committee’’) shall be appointed by the administrator. At this 
time its sole functions shall be to investigate problems arising by reason of 
the considerations set forth in section 1 and to make recommendations. In 
the event the administrator finds a substantial Middle East petroleum transport 
stoppage, the committee shall then be authorized to take that additional cooper- 
ative action described in subsections (c), (f), and (g) of section 2. The com- 
mittee members shall be those American petroleum companies engaged in 
foreign petroleum operations which are participants in this plan of action. Each 
member shall have one representative sitting on the committee and an alter- 
nate to sit in his absence or disability. Each representative of each member 
of the committee shall be a senior official of the participating company he 
represents. 

(b) The administrator may appoint from the committee membership an 
executive committee which shall perform all duties and functions of the com- 
mittee when the latter is not in session, and may, from time to time, alter 
the membership thereof. Individuals appointed to serve on the executive com- 
mittee shall be chosen by the administrator from among those individuals 
who are representatives or alternatives of the members of the committee. 

(c) The administrator may appoint subcommittees from the members of the 
committee to assist the committee in performing its duties and functions, and 
may, from time to time, alter the membership thereof. Representatives on 
subcommittees need not be the same individuals representing members on the 
committee. 

(d@) The administrator shall designate, from the representatives of members 
and their alternates, the individuals who are to serve as chairmen of the com- 
mittee, the executive committee thereof, and any subcommittee appointed pur- 
suant to this plan of action. 

(e) Meetings of the committee, the executive committee, and all subcom- 
mittees shall be held upoa the call of the administrator or director. Such calls 
shall designate the place of the meeting and shall be by letter or by telegram 
or telephone confirmed by letter. Meetings of subcommittees shall be held at 
such times as the administrator shall designate in the written notices of appoint- 
ment of such subcommittees or upon the call of the director. 
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(f) The agenda for meetings of all committees and subcommittees shall be 
initiated and formulated in advance of the meeting, and furnished in advance 
to the Attorney General, by the administrator or the director. With the consent 
of a representative of the administrator present at the meeting, maters may 
be added to such agenda by the chairmen of such committees. 

(g) The Committee may maintain such office and staff and appoint such 
persons as may be requisite to discharge the duties and functions conferred upon 
them pursuant to this plan of action. Operating expenses of the Committee 
and subcommittees shall be met from a fund to which voluntary contributions 
may be made by persons participating in this plan of action and such funds 
may be solicited by the Committee. 

(h) All meetings of committees and subcommittees shall be attended by a 
full-time salaried Government employee who acts as a representative of the 
administrator. In addition, such meetings shall be open to any member of the 
Committee or any subcommittee, to representatives of any Government agency, 
and to any other individual designated by the director. Full and complete 
minutes of all meetings shall be kept and copies thereof, certified by him to be 
a full, complete, and accurate account of such meeting shall be sent to the 
administrator and made available to the Attorney General. Also to be made 
available to the Attorney General upon his request are all records, data gathered, 
and recommendations made by the Committee or any subcommittee. Finally, 
the Government representative, in his sole judgment, shall determine whether 
any question, topic, or discussion falls within the agenda set by terms of section 
3 (f) and limit discussions to the agenda. 


4. Coordination and cooperation 


In carrying out the provisions of this plan of action, the Committee, the sub- 
committees, and all participants shall endeavor to coordinate their activities 
with, and shall cooperate with such agencies, committees, and other persons as 
may be designated in writing by the administrator or the director. 


5. Collection of information 


In carrying out its duties and functions, the committee and each subcom- 
mittee may, with the prior consent of the Government representative, direct such 
inquiries to and request and obtain information from persons engaged in foreign 
petroleum operations as may be necessary or appropriate. Such information, 
however, shall so far as the Administrator deems feasible be collected under 
procedures of the Voluntary Agreement for Foreign Petroleum Supply, as 
amended May 8, 1956. 


6. Committee representation 


Any individual appointed to represent a member on the committee or any 
subcommittee, either as representative or alternate, shall, prior to acting thereon, 
advise the Administrator in writing either by letter or telegram of his accept- 
ance of such appointment. Such written acceptance shall be directed to the 
Administrator in the following form and shall obligate the individual as stated: 

“Dear Srr: I hereby agree to become a representative of (here insert name 
of company), a participant in the plan of action pursuant to the voluntary 
agreement relating to Foreign Petroleum Supply as amended May 8, 1956, and 
accept appointment as such representative on (here state name of committee or 
subcommittee) created pursuant to said plan of action. 

“T hereby agree to use my best efforts to discharge the duties and functions 
incident to such representation adequately and expeditiously and in accordance 
with my individual experience and judgment. 

“Sincerely, 
“(Signature)” 
7. Implementing schedules 

(a) This plan of action will be implemented by schedules setting forth in 
detail the operating procedures or actions which are to be taken hereunder. 
Schedules prepared by a subcommittee and recommended by the unanimous vote 
taken at a meeting thereof shall, after approval by the committee, be forwarded 
directly to the Administrator and a copy thereof furnished to the Attorney 
General. 

(b) All schedules authorized to be prepared and submitted pursuant to this 
plan of action shall, after such modification or revision, if any, as the Adminis- 
trator shall determine to be necessary, be issued by the Administrator and no 
such schedules shall become effective until so issued. Upon issuance of any such 
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schedule, copies thereof shall be forwarded to the committee and the appropriate 
subcommittees and to all participants named therein and all participants who 
may be affected by such schedules (acting directly as principal or indirectly by 
agent, affiliate, or otherwise) shall carry it into effect according to its terms, 
conditions, and intent. The Administrator may reject any schedule prepared 
and submitted to him and may, at any time, if in his judgment such action is 
necessary, terminate, modify, or cancel, in whole or in part, any schedule which 
he has issued. 

(c) Any participant affected by any schedule issued in accordance with the 
foregoing who considers that compliance therewith will work an exceptional 
and unreasonable hardship upon him, may request the Administrator to review 
such schedule. Such request shall be in writing and shall set forth the pertinent 
facts and the reasons why he considers himself entitled to relief, and the Admin- 
istrator shall act promptly upon such request and render a decision thereon within 
a period of 15 days. 

(d) In cases of need for alterations in any schedule referred to in this plan 
of action which arise subsequent to the issuance thereof, the Administrator, if 
he deems such action necessary, may make specific changes in or modifications 
of any such schedule. Such changes or modifications shall be in writing and 
copies thereof shall be forwarded to the committee, any appropriate subcommittee 
and to all particiapnts affected thereby. 





8. Areas of operation 

The principal foreign areas directly affected by the emergency include United 
Kingdom, France, West Germany, Austria, Norway, Sweden, Denmark, Belgium, 
Netherlands, Luxembourg, Eire, Yugoslavia, Turkey, Jordan, Syria, Lebanon. 
Greece, Italy, Switzerland, Spain, Portugal, Africa, Aden, Iraq, Iran, Saudi 
Arabia, Kuwait, Qatar, Israel, Indian, Pakistan, Japan, Indonesia, Ceylon, South 
Korea, South Vietnam, Cambodia, Laos, Philippines, Formosa, Latin America, 
West Indies, Thailand, Burma, Malaya, Canada, Australia, and New Zealand. 
To overcome shortages of the magnitude involved, it will be necessary to make 
numerous alterations and adjustments in foreign petroleum operations, with 
assistance to one area necessarily involving adjustments in other areas, including 
not only the directly affected areas specified above but also remotely distant areas 
including the Western Hemisphere. 
4. Companies participating in plan 

The companies which, it is contemplated, will participate in this plan of action 
are listed in exhibit A attached hereto and made a part hereof. Additional com- 
panies may participate when so requested by the appropriate Government 
officials. 


10. Procedure for and effect of becoming a participant 


(a) After approval of this plan of action by the appropriate Government 
official as being in accordance with section 6 of the voluntary agreement and 
section 708 of the Defense Production Act of 1950, as amended, and after re- 
quests for participation in it have been approved by the Attorney General and 
have been made of persons engaged in foreign petroleum operations by such 
Government official, such persons may become participants under the voluntary 
agreement and this plan of action by advising such Government official in 
writing of acceptance of such requests. Such requests will be effective for the 
purpose of granting certain immunity from the antitrust laws and the Federal 
Trade Commission Act as provided in section 708 (b) of the Defense Produc- 
tion Act of 1950, as amended, only with respect to such persons as notify such 
Government official in writing that they will comply with such request. 

(b) This plan of action shall not be construed as directing or requiring any 
participant to take any action to carry into effect any schedule which would 
conflict with any applicable law or regulation of any foreign country or area 
or with any obligation of such participant which existed on the date the Di- 
rector submitted to the Committee any request which results in the issuance of 
such schedules. 


11. Incorporation by reference 


(a) The provisions of the voluntary agreement are incorporated in this plan 
of action as if set forth fully. To the extent that this plan of action may be at 
variance with said voluntary agreement, the latter’s terms shall be deemed 
amended for the purpose of action taken under this plan of action. 





EMERGENCY OIL LIFT PROGRAM 675 


Limitations contained in section 11 of said voluntary agreement upon the 
disclosure or divulging of information or data to, or exchange of information 
or data between, members of the committee or of subcommittees, or upon the 
circulation or discussion of country estimates, or upon consultation between the 
chairmen and their respective committees and subcommittees, are not to be 
construed to apply to information, data, or country estimates requested, fur- 
nished, derived, or prepared pursuant to this plan of action: Provided how- 
ever, That until the Administrator finds a substantial Middle East petroleum 
transport stoppage, or until he determines, with the approval of the Attorney 
General, that the following limitations no longer serve the national interest, 
no one but the Administrator or his Government representative may have access 
to any individual company estimates of its own future production and sales. 
And no such individual company future estimates shall be discussed by any 
committee or subcomimitte. 

12. Effective date and duration 

This plan of action shall become effective upon the date of its approval by 
the Director, Office of Defense Mobilization. It shall cease to be effective at 
the termination of title VII of the Defense Production Act of 1950, as amended, 
unless the applicable time limitation now specified in said act is extended or 
otherwise changed by legislative action in a form which permits continuation 
of this plan of action. This plan of action may be terminated at any time as 
may be determined by the Administrator upon notice by letter, telegram, or 
publication in the Federal Register. 

13. Withdrawal from plan of action 

Any participant may withdraw from this plan of action subject to the ful- 
fillment of obligations incurred under this plan of action prior to the date such 
withdrawal becomes effective by giving not less than 30 days’ written notice 
to the Administrator. 

Mr. Hansen. Section 5 of that plan provides for creation of “a 
Middle East Emergency Committee.” For your record, I submit, 
marked “Exhibit 7,” if 1 may, a list of those companies that are mem- 
bers of the MEEC and those that participated in the voluntary agree- 
ment committees. 

Exhibit 7, the list referred to, is as follows :) 


EXxHIsit 7 
PRESENT COMMITTEE MEMBERS 


FOREIGN PETROLEUM SUPPLY COMMITTEE 


Arabian American Oil Co. Socony Mobil Oil Co., Ine. 

Caltex Oil Products Co. Standard Oil Company of California 
Creole Petroleum Corp. Standard Oil Co. (N. J.) 

Getty Oil Co. Standard-Vacuum Oil Co. 

Gulf Oil Co. Superior Oil Co. 

Gulf Oil Corp. The Texas Co. 

Sinclair Oil Corp. Venezuelan Petroleum Co. 


MIDDLE EAST EMERGENCY COMMITTEE 


American Independent Oil Co. Sinclair Oil Corp. 

Arabian American Oil Co. Socony Mobil Oil Co., Ine. 

Caltex Oil Products Co. Standard Oil Company of California 
Cities Service Co. Standard Oil Co. (N. J.) 

Creole Petroleum Corp. Standard-Vacuum Oil Co. 

The Frontier Refining Co. The Texas Co. 

Getty Oil Co. Tidewater Oil Co. 

Gulf Oil Corp. Venezuelan Petroleum Co. 


Mr. Hansen. I assume that where I am offering exhibits, they are 
being accepted ¢ 

Senator O’Manoney. They will all be accepted. 

Mr. Hansen. Thank you, sir. 
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As section 2 of the plan explains, that Committee’s first job was to 
gather information on the supply and demand of petroleum and its 
products in specified foreign areas. Regarding such information- 
gathering, however, section 11 of the August 10 plan provided: 


that until the Administrator finds a substantial Middle East petroleum trans- 
port stoppage, or until he determines, with the approval of the Attorney Gen- 
eral, that the following limitations no longer serve the national interest, no 
one but the Administrator or his Government representative may have access 
to any individual company estimates of its own future production and sales. 
And no such individual company future estimates shall be discussed by any 
committee or subcommittee. 


Thus, our competitive safeguard on discussion of information em- 
bodied in the basic agreement by the May 8 amendments was carried 
over into the August 10th plan of action. 

Beyond this information-gathering function, section 2 of the plan 
contemplated such sales and exchanges among MEEC members, as 
well as joint use of transport facilities as are necessary to carry out 
Government promulgated schedules. Ability to carry on such opera- 
tional functions, however, was expressly dependent on, according to 
section 2 of the plan, a finding by the administrator that: “a substan- 
tial Middle East petroleum stoppage” has occurred. On August 14, 
1956, Assistant Secretary of Interior Wormser issued his first request 
for information from MEEC. A copy of that request was sent on 
August 14, 1956, to the Attorney General. For your record, I submit 
as exhibit 8 a copy of Secretary Wormser’s August 14, 1956, letter 
to the Attorney General along with his request to the Committee which 
was attached to the letter. 

(Exhibit 8, letter referred to, is as follows :) 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., August 14, 1956. 
Hon. HERBERT BROWNELL, 
The Attorney General, 
Department of Justice, 
Washington, D. C. 


My Dear Mr. ATrorney GENERAL: There is enclosed a copy of a written re- 
quest which I propose to make of the Middle East Emergency Committee pursuant 
to the plan of action, approved August 10, 1956, under the voluntary agreement 
relating to foreign petroleum supply, as amended May 8, 1956. I am furnishing 
you with a copy of this request pursuant to section 2 of the plan of action. 

Sincerely yours, 
Fevtrx BE. Wormser. 
Assistant Secretary of the Interior. 


(The enclosure to the above letter is as follows :) 


UniTep STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D.C. 
CHAIRMAN, MIpDLE EAst EMERGENCY COMMITTEE. 

Sir: Pursuant to section 2 of the plan of action approved August 10, 1956, 
under the voluntary agreement relating to foreign petroleum supply, as amended 
May 8, 1956, I make the following request of the Middle East Emergency Com- 
mittee. 

The Committee is requested immediately to initiate such surveys and investi- 
gations and obtain, analyze, and keep current such information and data as 
are necessary to forecast the effect upon the supply of petroleum to any of the 
countries mentioned in, or lying within any area mentioned in section 8 of the 
pian of action, of the stoppage of transportation of petroleum through the Suez 
Canal or through any pipeline delivering petroleum to the eastern Mediterranean 
or both. 
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The Committee is requested immediately to initiate such surveys and investi- 
gations and obtain, analyze, and keep current such information and data as are 
necessary to estimate the petroleum requirements (product by product) of each 
country mentioned in, or lying within any area mentioned in, section 8 of the 
plan of action which the Committee determines will suffer a shortage of pe- 
troleum upon the happening of one or more of the contingencies mentioned in 
the preceding paragraph of this request, and the Committee is requested to 
prepare estimates of the petroleum requirements (product by product) of each 
such country. 

The committee is requested immediately to initiate such surveys and investiga- 
tions, and obtain, analyze, and keep current such information and data as are 
necessary to estimate the supplies of petroleum which would be available to meet 
the requirements for petroleum of any of the countries mentioned in, or lying 
within any area mentioned in, section 8 of the plan of action which the committee 
determines would suffer a shortage upon the happening of any or all of the 
contingencies mentioned above, and the committee is requested to prepare esti- 
mates of the availability of such supplies. 

The committee is requested to prepare and submit to the administrator sched- 
ules for arrangements and alterations in foreign petroleum operations as provided 
for in subsections (e), (f), and (g) of section 2 of the plan of action designed 
to alleviate shortages of petroleum in any country mentioned in, or lying within 
an area mentioned in, section 8 of the plan of action which may arise from the 
happening of one or all of the contingencies mentioned above. 

The committee is requested to make recommendations to the administrator 
with respect to stocks of petroleum to be maintained in friendly foreign nations 
with primary consideration for the maintenance of adequate stocks of petroleum 
for military use. 

Sincerely yours, 
Fe.ix E. WorMSER, 
Assistant Secretary of the Interior. 


Mr. Hansen. On that same date, August 14, 1956, Assistant Secre- 
tary of the Interior Wormser wrote the Attorney General asking his 
approval of Secretary Wormser’s determination that the limitations 
on information gathering set forth in section 2 of the plan no longer 
serve the national interest. As Secretary Wormser explained: 


Current events in the Middle East upon which you are fully advised threaten 
at any moment to interfere with the normal movements of petroleum to the 
detriment of the defense mobilization interests or programs of the United States. 
Information received from the Department of State during a conference held on 
August 13 indicated that conditions had become even more critical than when the 
plan of action was first submitted for approval. 

The interruption of transportation set out in section 1 of the plan of action 
would have a serious impact upon all of the nations of the free world and par- 
ticularly upon those countries in the North Atlantic Treaty Organization. To 
minimize the impact of a transportation stoppage and to permit prompt measures 
to prevent, eliminate, or alleviate petroleum shortages which would arise, it is 
necessary that the Middle East Emergency Committee prepare for submittal 
to the administrator the schedules provided for in section 7 of the plan of action. 

It is imperative that the committee and the subcommittees must have com- 
prehensive and current information, including individual company future esti- 
mates of its own production and sales, without which analyses and evalution of 
the information would be incomplete. 


For your record, I submit a copy marked exhibit 9 of Secretary 
Wormser’s letter of August 14, 1956, to the Attorney General. 
(Exhibit 9, the letter referred to, is as follows :) 


UnitTep STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 14, 1927 
Hon. Hersert BROWNELL, 


The Attorney General. 
My Dear Mr. Brownett: The plan of action, approved August 10, 1956, under 
the voluntary agreement relating to foreign petroleum supply, as amended May 
8, 1956, provides, in section II thereof, that until the Administrator determines 
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with the approval of the Attorney General, that the limitations set forth in that 
section no longer serve the national interest, no one but the Administrator or 
his Government representative may have access to any individual company esti- 
mates of its own future production or sales furnished in accordance with the 
plan of action and no such individual company’s future estimates may be dis- 
cussed by any committee or subcommittee appointed under the plan. 

Current events in the Middle East upon which you are fully advised threaten 
at any moment to interfere with the normal movements of petroleum to the 
detriment of the defense mobilization interests or programs of the United States. 
Information received from the Department of State during a conference held 
on August 13 indicated that conditions had become even more critical than when 
the plan of action was first submitted for approval. 

The interruption of transportation set out in section I of the plan of action 
would have a serious impact upon all of the nations of the free world and par- 
ticularly upon those countries in the North Atlantic Treaty Org:nization. To 
minimize the impact of a transportation stoppage and to permit prompt measures 
to prevent, eliminate, or alleviate petroleum shortages which would arise, it is 
necessary that the Middle East Emergency Committee prepare for submittal to 
the Administrator the schedules provided for in section 7 of the plan of action. 

It is imperative that the committee and the subcommittees must have com- 
prehensive and current information, including individual company future esti- 
mates of its own production and sales, without which analyses and evaluation 
of the information would be incomplete. 

Accordingly, as Administrator of the voluntary agreement, I hereby deter- 
mine that the limitations set forth in section II no longer serve the national 
interest. Your approval of this determination is requested. 

Sincerely yours, 
FELIx E. WorRMSER, 
Assistant Secretary of the Interior. 


Supplementing Secretary Wormser’s letter on August 20, 1956, the 
Director of Interior’s Oil and Gas Division wrote the Attorney Gen- 
eral detailing recent events in the Middle East and concluding: 

In view of the urgency of the situation, it is of the greatest national interest to 
have a plan of action ready to be put into effect at the moment any emergency 
occurs as opposed to formulating a plan after the event has taken place. This 
cannot be accomplished without the approval requested in the Secretary’s letter 
of August 14. 


Again, for your record, I submit a copy marked “Exhibit 10” of the 
Director of Interior’s Oil and Gas Division’s letter of August 20, 1956, 
to the Attorney General, reading as follows: 


This will supplement Secretary Wormser’s letter of August 14, 1956, requesting 
your approval of his determination that the limitations set forth in section 11 
of the plan of action approved August 10, 1956, no longer serve the national 
interest, and my telephone calis of August 17 to your Department. 

Information received from the Department of State during a conference held on 
August 13 indicated that conditions had become even more critical than when 
the plan of action was first submitted for approval. Since that conference there 
has been a Series of incidents in the Middle East which indicate a still further 
deterioration in general conditions and which can develop into an abrupt and 
serious interruption in the normal flow of petroleum from the Middle East to the 
Mediterranean. 

These incidents were: (1) A 24-hour strike by Arab workers on August 16, 
called as a protest against the London Suez Conference, which interrupted the 
flow of oil through the Iraq Petroleum Co.’s pipelines from Kirkuk to the Medi- 
terranean because striking employees abandoned their jobs at the pump stations 
in Syria; (2) on the same day, the Lebanese Finance Minister reiterated the deci- 
sion of his Government to seize the Iraq Petroleum Co.'s installations in Lebanon 
unless the company agrees to pay 60 million Lebanese pounds, asSessed under 
recent legislation providing for retroactive taxes, which the company contends 
is contrary to its concession agreement; and (3) the Lebanese Finance Minister 
set September 2 as a deadline for the Trans Arabian Pipeline Co. to conclude new 
financial arrangements with the Lebanese Government or be subjected to retro- 
active taxes upon transit income, both of which the company claims are in con- 
travention of its concession. 
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Latest dispatches from London indicate a divergence of opinion among the 
Western Powers upon a solution of the canal crisis. Assuming that agreement 
can be reached, there is no asSurance that the Government of Egypt will accept 
the recommendations of the conference. In other words, to date the London 
Conference has produced nothing that can be considered to be an immediate al- 
leviation of the tense and critical conditions prevailing in the Middle East. 

It is vitally important that the Middle East Emergency Committee proceed 
forthwith to collect the data and information outlined in the proposed request 
forwarded to you pursuant to section 2 of the plan of action. The data itself is 
useless it can be discussed freely by the Committee and its subcommittees for 
the purpose of recommending schedules to be put into effect immediately if, as 
and when a stoppage or an interruption occurs in the normal supply of petroleum 
to Europe. 

In view of the urgency of the situation, it is of the greatest national interest 
to have a plan of action ready to put into effect at the moment an emergency 
occurs as opposed to formulating a plan after the event has taken place. This 
cannot be accomplished without the approval requested in the Secretary’s letter 
of August 14. 


On that same day, August 20, 1956, the Attorney General approved 
Assistant Secretary of the Interior Wormser’s determination that the 
limitation of section 11 of the August 10 plan of action no longer served 
the national interest. As the Attorney General’s August 20, 1956, 
letter, a copy of which, marked “Exhibit 11,” I submit for your record, 
put it: 


You state that current events in the Middle East threaten at any moment to 
interfere with the normal movements of petroleum to the detriment of the 
defense mobilization interests of the United States, and that it is imperative 
that the Middle East Emergency Committee have comprehensive information 
including individual company future estimates of its own production and sales. 
In view of these representations, I approve your determination that the limita- 
tions of section 11 above set out no longer serve the national interest. 


(The letter referred to, exhibit 11, in full is as follows:) 


Hon. Fretrx E. WorMser, 
Assistant Secretary of the Interior, 
Department of the Interior, Washington, D. C. 

My DEAR Mr. WorMSER: This acknoowledges your letter of August 14, 1956, en- 
closing a copy of a written request which you propose to make of the Middle East 
Emergency Committee pursuant to the plan of action, approved August 10, 1956, 
under the voluntary agreement relating to foreign petroleum supply. 

In another letter of the same date, you have made a determination, as admin- 
istrator of this voluntary agreement, that the limitations set forth in section 11 
of the above-mentioned plan no longer serve the public interest. These limitations 
are: (1) That no one but the administrator or his Government representative may 
have access to any individual company estimates of its own future production 
and sales, and (2) that no such individual company future estimates shall be dis- 
cussed by any committee or subcommittee. You request my approval of this 
determination. 

You state that current events in the Middle East threaten at any moment to 
interfere with the normal movements of petroleum to the detriment of the defense 
mobilization interests of the United States, and that it is imperative that the 
Middle East Emergency Committee have comprehensive information including 
individual company future estimates of its own production and sales. In view 
of these representations, I approve your determination that the limitations of 
section 11 above set out no longer serve the national interest. 

Sincerely yours, 
HERBERT BROWNELL, Jr., 
Attorney General. 


Mr. McHueu. Judge Hansen, on page 13 you stated: 
Thus our competitive safeguard on discussion of information embodied in the 


basic agreement by the May 8 amendments was carried over into the August 10 
plan of action. 


es 


. 
! 
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Now I understand from this that on August 10 at the request of the 
entire Department, you agreed to waive the antitrust safeguard with 
reference to the dissemination of information ? 

Mr. Hansen. That is correct. 

Mr. McHveu. Is it true that, as the plan of action has operated, 
information concerning individual company production, estimates 
of future production, capacity, refining capacity, pipeline capacity, 
that type of information, is made available to all of the members of 
MEEC? 

Mr. Hansen. That is correct. 

Mr. McHveux. Do you feel, Judge Hansen, that the exchange of 
this type of information involving production estimates, including 
future production estimates, might by tacit understanding become, in 
effect, agreements to maintain production quotas? 

Mr. Hansen. No question but what it could. We had the decision 
here as to whether the national defense and national interests out- 
weighed antitrust dangers inherent in such discussion. We have 
taken every possible safeguard we can to protect against the very 
thing you suggest. 

And the further point is, unless they did that sort of thing the 
plan would not operate. They had to have that type of information 
to function. So we just made the decision that the national defense 
outweighed the antitrust features and have installed every safeguard 
that we can to see that they won’t take advantage of that information 
in violation of antitrust laws. 

Now you say the future. Obviously, we have got to have the fu- 
ture. The crisis is not yet over and we have got to plan for what may 
happen next month, or the next month after that, or maybe beyond 
that. Otherwise, our plan would fall flat. 

Mr. McHvueu. Judge Hansen, as long as the companies have the in- 
formation and it is exchanged among them, what safeguards are there 
that you are talking about that could forestall the possibility this may, 
in effect, become production guota agreements ? 

Mr. Hansen. I am covering that in my statement, if I may finish 
it. If there are any questions after I finish the statement, I would 
be happy to answer them. 

May I continue? 

Senator O’Manoney. Proceed. 

Mr. Hansen. After the Attorney General concurred in this de- 
termination, the information-gathering functions of MEEC went 
full steam ahead. In late October and early November 1956, you will 
recall, hostilities intensified between Israel and Egypt. At the same 
time the Suez Canal was blocked and at least one Mideast pipeline 
disrupted. Accordingly, on November 30, 1956, Assistant Secretary 
of Interior Wormser, as administrator under the plan of action, found 
a substantial Middle East petroleum transport stoppage. 

For your record, marked “Exhibit 12,” I submit a copy of Assistant 
Secretary of the Interior Wormser’s letter to Dr. Flemming, Director 
of the Office of Defense Mobilization, dated November 30, 1956, mak- 
ing such finding. 

(The document referred to is as follows :) 
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ExHIsit 12 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 


Washington, D. C., November 30, 1956. 
Mr. ARTHUR S. FLEMMING, 


Director, Office of Defense Mobilization, 
Washington, D. CO. 

Deak Mr. FLEMMING: The letter you have written to the Secretary of the 
Interior concerning the interruption of petroleum transportation in the Middle 
East and the resulting effects on the oil supplies for the nations of the free world 
points up the necessity for immediate implementation of the plan of action 
approved August 10, 1956, under the voluntary agreement relating to foreign 
petroleum supply, as amended May 8, 1956. 

As administrator under the plan of action, I have prepared a letter to Mr. 
S. P. Coleman, Chairman, Middle East Emergency Committee, a copy of which 
is enclosed. This letter makes the formal finding necessary under the plan of 
action to authorize the further operation of the Middle East Emergency Com- 
mittee. 

A meeting of the Committee will be called within a few days to present a 
specific request for the preparation and submittal of schedules designed to alle- 
viate the petroleum shortages and dislocations which have resulted from the 
stoppage. 

Sincerely yours, 


Fre.rx E. WORMSER, 
Acting Secretary of the Interior. 


Mr. Hansen. Also, on November 30, 1956, the Attorney General 
received urgent letters from the Deputy Secretary of Defense, sub- 
mitted for your record, marked “Exhibit 13”; the Acting Secretary 
of State, submitted for your record, market “Exhibit 14”; the Sec- 
retary of the Interior, submitted for your record, marked “Exhibit 
16”; and the Director of the Office of Defense Mobilization, submitted 
for your record, marked “Exhibit 16”—all strongly stating the need 


for activating operational features of the plan in light of the Middle 
East emergency. 


(The letters above referred to are as follows :) 


Exurir 13 


THE SECRETARY OF DEFENSE, 
Washington, D. C., November 30, 1956. 
The honorable the ATTORNEY GENERAL, 

DeaR Mr. ATTORNEY GENERAL: On several occasions the Department of De- 
fense has recommended to the Director, Office of Defense Mobilization the con- 
tinuation of the voluntary agreement relating to foreign petroleum supply. 

In view of the present situation in the Middle East and the resulting shortage 
of oil to the friendly foreign nations, the Department of Defense wishes to 
reiterate its interest in the continuation of this agreement and the activation 
of the plan of action which will permit the Middle East Emergency Committee 
to carry out the provisions of the plan. 

The defense programs of the United States and other friendly foreign nations 
have increased essential demands for petroleum products. 

The activation of the Middle East Emergency Committee, while concerned 
primarily with supply of oil to the foreign civil economy, nevertheless, is of 
major importance to our Armed Forces. The Middle East Emergency Com- 
mittee can aid materially in meeting the problems arising from the Middle East 
crisis by considering and making recommendations for action to be taken which 
will either compensate for or alleviate shortages which are now in being. 

It is urged that consideration be given to the Department of Defense interest 
in this matter. My reasons for this recommendation are expressed in more 


detail in a classified letter to the Director, Office of Defense Mobilization, which 
I am dispatching today. 


Sincerely yours, 
RevsEN B. Rosertson, Jr., Deputy. 
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EXxHIsiT 14 


DEPARTMENT OF STATE, 
Washington, November 30, 1956. 
The Honorable HERBERT BROWNELL, JR., 
Attorney General. 


Dear Hers: We have been following closely in the Department of State the 
oil supply problems which the closing of the Suez Canal and some pipelines in 
the Middle East have created. It has become impressively evident that these 
problems are of serious dimensions, particularly in Western Europe. 

Restrictions on the use of oil have already been introduced in many countries. 
These restrictions will shortly result in reduced industrial output and increasing 
unemployment. They necessitate curtailment of transport and they result in 
discomfort and inconvenience affecting large numbers of people. Accompanying 
these effects we find a rising tide of criticism of the United States, particularly 
in Europe, which is based on a misunderstanding of United States policy and 
the belief that we are withholding assistance which would prevent the oil short- 
ages which are already being felt. 

Our relationships with Western Europe are of fundamental importance to 
us. Our NATO associations are basic to our security. Both are likely to be 
seriously undermined unless the economic effects of the oil shortages in Western 
Jurope are mitigated and we reestablish with our allies the confidence and close 
relationship which has been characteristic in the past. 

It is our view, based on the foregoing considerations, that we should do our 
utmost to meet the oil shortages which are now being felt. It is clear, especially 
from the experience of the past 3 weeks, that unless the efforts of oil companies 
are coordinated they will not suffice to meet the problem. A coordinated ef- 
fort by our oil companies, even though it cannot entirely overcome the short- 
age, will increase the amount of oil available in world markets, primarily be- 
cause of a better coordination of transport. 

It is our view that the plan of action which the Department of Interior has 
Sent to you is the best way of dealing with the problem. I have therefore writ- 
ten to the Director of the Office of Defense Mobilization to ask that he request 
the Secretary of Interior to have the plan put into effect. 

It seemed to me that you would wish to know this and that you would find 
our appraisal of the situation of interest in your own consideration of the 
matter. 

Sincerely, 
HERBERT Hoover, Jr., Acting Secretary. 





Exureir 15 


UNITED STATES DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., November 29, 1950. 
Hon. HerseErt BROWNELL, 
Attorney General, 
Washington, D. C. 


My Dear Mr. ATTORNEY GENERAL: In view of your responsibility under the 
Defense Production Act in reference to the plan of action dated August 10, 1956, 
and in light of recent developments in connection with the plan, I, as Adminis- 
trator, am writing this letter to summarize and confirm information previously 
given you and your staff by representatives of this Department concerning the 
serious petroleum crisis which has resulted because of recent events in the 
Middle East. I wish also to reiterate the necessity for the plan of action as a 
mechanism to minimize to the maximum extent possible the disastrous effects 
of this crisis on the defense mobilization efforts of the free world, including 
the United States. 

Under normal petroleum operations, tanker movements of petroleum through 
the Suez Canal approximated 1,500,000 barrels per day. The pipeline systems 
delivering oil from Iraq and Saudi Arabia fields to the eastern Mediterranean 
transported, under normal conditions, in excess of 800,000 barrels per day. Of 
this total of 2,300,000 barrels, 300,000 barrels per day went by tanker to the 
United States and 2 million barrels per day to refineries throughout Western 
Europe and the Mediterranean area. The latter quantity constitutes over two- 
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thirds of the requirements of Western European countries, most of which are 
members of the North Atlantic Treaty Organization of which the United States 
is also a member. 

The economy of practically every one of our free world allies east and west 
of Suez is largely dependent on an adequate supply of petroleum. It must be 
observed that any major curtailment of this supply will have an adverse effect 
on our own defense mobilization efforts. 

Such curtailment has occurred. Since early this month the Suez Canal has 
been closed completely to traffic of all kinds, including petroleum. The pipe- 
lines from Iraq to the eastern Mediterranean, with a capacity of more than 
500,000 barrels per day, have been damaged or otherwise rendered inoperative. 
As a result of these developments, petroleum from the Persian Gulf to Europe 
and the United States must now be moved by tanker around the Cape of Good 
Hope or replaced with supplies from other sources, principally from the Western 
Hemisphere. There is not sufficient tanker tonnage under free world control to 
move the required quantities from the Persian Gulf nor sufficient supplies im- 
mediately available in the Western Hemisphere. 

The effect of the above-described developments is that, at this moment, Europe 
is short a minimum of 750,000 barrels per day of petroleum and other areas east 
and west of Suez are threatened with critical crippling shortages. 

To minimize the existing shortages as well as to prevent them from becoming 
progressively worse, steps must be taken to bring about the best utilization pos- 
sible of available tanker tonnage, to develop additional sources of supplies and 
increase availability of existing supplies, to utilize spare refining capacity and 
such other methods of petroleum operations as may prove to be helpful in the 
circumstances. 

These remedial steps will require the utmost cooperation among the nations 
affected, suppliers of petroleum, and the companies involved in foreign petroleum 
operations. In this effort, it is incumbent upon the Government to use all of 
the resources at its command. The plan of action was devised so that the Gov- 
ernment could call upon the American companies operating abroad, with their 
expert knowledge, facilities, and experience, for assistance in ameliorating the 
efforts of such a transport stoppage as now exists. It is the considered judgment 
of this Department that action by these companies pursuant to programs formu- 
lated under the plan of action and approved by the Administrator is absolutely 
essential of the present situation is to be dealt with adequately. 

If the amendments to the plan of action which we are presently proposing are 
approved, operation under the plan will proceed, substantially, as follows: 

Upon the basis of reliable information collected and evaluated as above de- 
scribed, the committee, at the request of the Government, will recommend to the 
Government comprehensive programs of corrective actions which, in the expert 
judgment of the committee, will accomplish to the maximum extent possible the 
prevention of the economic impairment or collapse of friendly foreign nations 
because of the lack of essential petroleum. These programs, if acceptable to the 
Government, will be approved by the Administrator as provided in the plan. 
The individual actions or transactions implementing these approved compre- 
hensive programs will be reported to and kept under the constant scrutiny of the 
Government to assure compliance with the schedules and the plan of action and 
the achievement of the objectives desired. 

I trust the above information will aid you in carrying out your statutory 
responsibilities. 

Sincerely yours, 
FreLix E. WORMSER, 
Acting Secretary of the Interior. 


EXHIBIT 16 


EXECUTIVE OFFICE OF THE PRESIDENT, 

OFFICE OF DEFENSE MOBILIZATION, 

Washington, D. C., November 30, 1956. 
Hon. Hersert BRowNELL, Jr.., 

Attorney General of the United States, 
Washington, D. C. 
DEAR Mr. ATTORNEY GENERAL: This has reference to the plan of action of Au- 

gust 10, 1956, under which the Middle East Emergency Committee is preparing 


to act to reduce the impact of petroleum shortages resulting from the blocking 
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of the Suez Canal and the stoppage of some of the Middle East pipelines. I un- 
derstand and am sympathetic with your concern that the use of this plan for 
voluntary action by competing oil companies should be limited to occasions justi- 
fied by the needs of the national defense. It is patently important that de- 
partures from national policy as expressed in the antitrust laws should be re- 
duced to the practical minimums. 

You are thoroughly familiar with the world situation created by the shipping 
stoppage at Suez, and you have received from the Departments of State, Defense, 
and Interior statements of the particulars of that situation as it affects petro- 
leum distribution and the mobilization readiness of this country and its NATO 
allies. There is no need for me to repeat those statements of fact. 

I believe it is also clear that a substantial reduction in the impact of the 
current petroleum shortage can be accomplished by a prompt and effective coor- 
dination of production, refining, and distribution activities in the major oil- 
producing and consuming countries with emphasis upon the coordination of 
transportation facilities, particularly oceangoing tankers. The elimination of 
crosshauling by exchanges between companies will in itself be a major factor 
in relieving the situation. There is no question of the need for the coordination, 
nor is there any question of its difficulty and complexity. There does remain 
the question of how it may best be accomplished. 

Virtually all areas of the free world are affected by the current petroleum 
transportation stoppage, and almost every major oil company, American and 
foreign, will be called upon to adjust to it in one fashion or another. In Europe 
the OENC will undertake to determine country by country requirements and to 
assist in the determination of equitable sharing by the European countries of 
the available supply. British, Dutch, and French oil companies, sitting together 
as the Oil Emergency London Advisory Committee, will coordinate their part 
of the production and distribution systems. At the same time the actions of 
those American companies whose foreign operations are affected by the stoppage 
must be coordinated with each other and with the actions of the foreign com- 
panies represented on OELAC and related to the requirements information fur- 
nished by OEEC. These American companies make up the Middie East Emer- 
gency Committee and, as you know, their foreign operations are a major factor 
in free-world supply. 

Under existing statutory authority this Government may allocate materials in 
the interest of national defense without the consent of the industrial concerns 
involved and it would, therefore, be theoretically possible for the Government 
to direct the movement of all oil subject to American jurisdiction without involv- 
ing the companies in any joint action having antitrust implications. Such a 
procedure would, however, have several deficiencies, any of which would make 
it ineffective in the relief of the existing stoppage. Notably, the shipments of 
American oil which must be coordinated are less than one-half the total of such 
shipments so that similar authority would have to be exercised by a number of 
other governments in order to make a mandatory system effective. This would 
certainly require an international body to integrate the actions of the various 
governments into a single scheme of distribution. Further, it wouid require the 
creation of advisory bodies made up of oil company representatives who would 
themselves be required to work out an interchange of information adequate to 
the preparation of considered advice to their governments. Since the net effect 
of this would be the working out of tentative programs by industry for inmiple- 
mentation by governmental authority, it might serve only to delay action by the 
addition of substantial administrative machinery, with the resultant orders con- 
forming substantially if not precisely with the recommendations of the industry 
representatives. It is not entirely clear that even such an arrangement would 
avoid infringement of the antitrust laws in the necessary process of information 
gathering. 

Granting that the material from which an improved distribution system must 
be made is in the hands of the companies operating the present system, the 
procedure must be such as to involve industry cooperation. The existing plan 
of action is rooted in such cooperation, but includes the review by Government 
of each program before it is implemented. This method of Government super- 
vision is, I believe, fully as effective a bar to the misuse of the plan as any that 
could be devised, and yet it will not so hamper operations as to defeat the plan’s 
purpose. 

In summary it is my conclusion, after carefully reviewing, first, the effect upon 
petroleum distribution which the Middle East situation has had; second, the 
effect this maldistribution will have upon the defense readiness of the free world 
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and, finally, the practicable measures to which this Government might resort in 
order to relieve the shortage situation, that the plan of action of August 10, 1956, 
eontinues to be in the public interest as contributing to the national defense. 
I urge upon you that the benefits of the plan to the national defense clearly out- 
weigh any adverse effects which it may have upon the competitive free-enterprise 
system. 

I believe it was with an understanding of the implications which I have out- 
lined and on the basis of a conclusion in accord with the one above stated, that 
the President today instructed me to take the steps necessary for the Middle 
East Emergency Committee’s full activation. 

Sincerely yours, 


ArTHUR S. FLEMMING, Director. 


Against this background, the Attorney General wrote the Director 
of ODM on December 3, 1956, submitted for your records, marked 
“Exhibit 17,” repeating assertions of the urgent defense need for the 


plan and concurring in certain amendments to the plan. 
(Exhibit 17 follows :) 


ARTHUR S. FLEMMING, 
Director, Office of Defense Mobilization, 
Eaecutive Office of the President, Washington 25, D.C. 


Dear Dr. FLEMMING: I have your letter dated November 30, 1956. There you 
request my approval under Defense Production Act, section 708, of certain 
amendments to the plan of action dated August 10, 1956, under the voluntary 
agreement relating to foreign petroleum supply. 

Accompanying your request is a letter dated November 29, 1956, from Acting 
Secretary of the Interior Wormser to you, explaining that: 

“At the time the plan of action was promulgated, it was not possible to fore- 
cast the specific consequences and problems that would eventuate from a Middle 
East petroleum transport stoppage, because it was not known at that time 


whether the canal would be closed, the pipelines affected, or some combination 
of both.” 


As a result of developments since then, Acting Secretary Wormser’s 
letter goes on: 


DECEMBER 3, 1956. 


“Transportation facilities are not sufficient to move the required quantities of 
petroleum from the Persian Gulf. There are not sufficient supplies presently 
available in the Western Hemisphere to meet the requirements nor can any 
eombination of transportation facilities and available supplies be developed 
which will offset the shortage caused by the stoppage. There is, therefore, 
created a shortage of petroleum, particularly in Western Europe but also in 


other areas, that gravely and adversely affects the vital interests of the United 
States.” 


For these reasons, his letter concludes: 
“fn order to enable the Government to attain to the greatest extent possible 
its objectives in the light of recent developments, I believe that these amend- 


ments are essential. They will provide the necessary flexibility and freedom of 
action that are essential to this end.” 


Regarding these conclusions, you state: 

“T agree with the Acting Secretary that the proposed amendment is extremely 
important to the national defense under present circumstances and concur in his 
analysis of the defense considerations.” 

Since receiving your request, and a copy of Interior’s letter to you, Acting 
Secretary Wormser has written directly to me. In that letter, he reiterates 
Interior’s view of the need for cooperative action and details, so far as feasible, 
what action will be requested. As he put it: 

“To minimize the existing shortages as well as to prevent them from becoming 
progressively worse, steps must be taken to bring about the best utilization pos- 
sible of available tanker tonnage, to develop additional sources of supplies and 
increase availability of existing supplies, to utilize spare refining capacity and 
such other methods of petroleum operations as may prove to be helpful in the 
circumstances. 

“These remedial steps will require the utmost cooperation among the nations 
affected, suppliers of petroleum, and the companies involved in foreign petroleum 
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operations. In this effort, it is incumbent upon the Government to use all of 
the resources at its command. The plan of action was devised so that the 
Government could call upon the American companies operating abroad, with 
their expert knowledge, facilities, and experience, for assistance in ameliorating 
the effects of such a transport stoppage as now exists.” 

Against this background, the Acting Secretary of Interior concluded: 

“It is the considered judgment of this Department that action by these com- 
panies pursuant to programs formulated under the plan of action and approved 
by the Administrator is absolutely essential if the present situation is to be 
dealt with adequately.” 

Concurring with Interior’s conclusion, the Acting Secretary of State, by letter 
to me dated November 30, 1956, has stated : 

“It is clear, especially from the experience of the past 3 weeks, that unless 
the efforts of oil companies are coordinated they will not suffice to meet the 
problem. A coordinated effort by our oil companies, even though it cannot 
entirely overcome the shortage, will increase the amount of oil available in 
world markets, primarily because of a better coordination of transport.” 

Accordingly, he concludes : 

“It is our view that the plan of action which the Department of Interior has 
sent to you is the best way of dealing with the problem.” 

Finally, reiterating the security need for this amended plan, the Deputy 
Secretary of Defense by letter to me dated November 30, 1956, emphasizes that: 

“In view of the present situation in the Middle East and the resulting shortage 
of oil to the friendly foreign nations, the Department of Defense wishes to 
reiterate its interest in the continuation of this agreement and the activation 
of the plan of action which will permit the Middle East Emergency Committee 
to carry out the provisions of the plan.” 

He continues with the Department of Defense’s view that: 

“The activation of the Middle East Emergency Committee, while concerned 
primarily with supply of oil to the foreign civil economy, nevertheless, is of 
major importance to our Armed Forces. The Middle Bast Emergency Com- 
mittee can aid materially in meeting the problems arising from the Middle 
East erisis by considering and making recommendations for action to be taken 
which will either compensate for or alleviate shortages which are now in being.” 

In sum, then, interested defense agencies have unanimously emphasized the 
importance to our national security of the amended plan. Its value to our 
defense, therefore, must stand undisputed. 

The provisions of the amended plan of action have been fully discussed by 
representatives of your office, the Department of Interior, the Department of 
State, counsel for the Middle East Emergency Committee, and this Department 
As required by section 708 of the Defense Production Act, as amended, after 
careful consideration of the plan of action, as amended, and after consultation 
with the Federal Trade Commission and other interested agencies, I have con- 
cluded that the benetits to the national defense of the plan of action, as amended, 
outweigh its possible adverse effects upon the competitive free enterprise system. 
I hereby approve the letter which you propose to send to the participants. in the 
present plan of action requesting their participation in the plan of action, as 
amended. 

Sincerely yours, 


—_—- ———-, Attorney General. 

Mr. Hansen. These amendments intended in essence that: (1) the 
schedules under the plan would consist of broad programs, but all 
individual transactions carried out thereunder would be reported in 
detail; (2) participation in the plan and membership on the com- 
mittee would not be limited to oil companies with foreign operations; 
(3) cooperative action might be taken within the United States when 
it was necessary to effectuate the plan and schedules issued under it; 
(4) the committee and its members could participate in actions or 
programs requested by foreign governments or agencies designated by 
the Administrator subject to a requirement of full report as to the 
acts involved in such participation. 

So much for a brief Siatrds of the consultation presaging the plan 
of action on which your committee now focuses. 


—_—— 
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Against this background of consultation, what antitrust competi- 
tive safeguards were written into the plan? At the outset, the bulk 
of the voluntary agreement’s safeguards was carried over into the plan. 
Thus, the plan continued the provisions that the Emergency Commit- 
tee cannot begin to function without a prior written request by the 
Government Administrator of the plan, which request was to be fur- 
nished first to the Attorney General. 

Meetings of the committee or subcommittees can be held only upon 
the call of the Administrator or his representative. The agenda for 
each such meeting must be formulated and furnished me in advance, 
and matters may be added to an agenda only with the consent of a 
representative of the Administrator present at the meeting. 

All data collected under the plan, and all records and recommenda- 
tions of each committee or subcommittee, are to be made available to 
this Department upon request. 

Full and complete minutes of all meetings are to be kept and made 
available to the Attorney General. All meetings must be attended 
by a full-time salaried Government employee, and are open to repre- 
sentatives of any Government agency concerned. 

The plan, as the agreement before it, requires Government controls 
over discussions in all meetings. Thus, the plan requires that the 
agenda for all meetings be formulated and furnished to the Attorney 

eneral in advance. 

Meetings can be called only by a Government official. The plan 
oyrovides that all meetings must be attended by a full-time salaried 
a employee, as the representative of the Administrator of 
the plan. Nothing can be added to the agenda without his approval. 
Moreover, this Government representative— 


* * * in his sole judgment shall determine whether any question, topic, or dis- 


cussion falls within the agenda set by terms of section 3 (f) and limit discussions 
to the agenda. 


These provisions preserved fully the substance with which we are 
concerned. 

To this total of formal safeguards written into the plan, however, 
must be added the provision permitting Department of Justice repre- 
sentatives to attend all meetings under the plan. Thus we have been 
able to conduct a day-to-day watch over the functioning of the indus- 
try groups formed under the plan. 

There have been Department of Justice representatives present at 
every committee meeting since the plan was placed into action. They 
have been also present at all meetings of the more important subcom- 
mittees, and at all other subcommittee meetings where it was physi- 
cally possible to insure that the Attorney General had immediate and 
full information should those working under the plan divert their 
attention from the plan’s. prime goal of emergency European supply 
to further anticompetitive ends. 

For the Attorney General holds the most potent safeguard of all. 
The plan, as the agreement under which it is drawn, can survive only 
if he continues to regard its benefits as outweighing the possibility of 
anticompetitive consequences. And approval of this plan will be 
withdrawn at the first real showing that the participants are misusing 
the immunities from antitrust prosecution given by the agreement. 


In any event, approval will be withdrawn as soon as the emergency 
need for the plan of action ends. 








688 EMERGENCY OIL LIFT PROGRAM 


Another important safeguard stems from the limitation of the 
administrator’s designation of foreign liaison groups to those acting 
at the request of foreign governments and under the direction of the 
requesting governments. 

In connection with this provision of the plan, we have exercised 
great care to insure that oil, once shipped to Europe, was allocated 
not by private companies—European or American—but, rather, by the 
European governments themselves. 

The plan of action, as amended December 3, 1956, contains a pro- 
vision that the Middle East Emergency Committee or its members 
shall endeavor to coordinate their activities with such agency’s com- 
mittees and other persons as may be designated in writing by the 
administrator or director, and that such cooperation may include par- 
ticipation in programs requested by foreign governments or agencies 
of foreign governments. 

The only foreign government agencies or committees which have 
been designated by the administrator under this provision are the Oil 
Committee of the Organization for European Economic Cooperation 
(OQEEC), and the Industry Advisory Group established by OEFEC, 
the Petroleum Industry Emergency Group (OPEG). The OEEC, 
which was established im 1948, consists of 17 European countries who 
are members. The United States and Canada have been associate 
members since 1950. This organizaiton consists of a Council of rep- 
resentatives of member governments and all Organization decisions 
derive from the Council. 

The OEEC has several technical committees, one of which is the 
Oil Committee. While ordinarily the Oil Committee would meet 
only occasionally during the year, it has been meeting about every 
10 days during the current emergency. 

OPEG is an industry committee abroad, similar in function to the 
MEEC in this country. It is purely an advisory group to the Oil 
Committee and has no function in formulating allocation programs. 
The OEEC has formally asked the major American suppliers to 
Europe to be observers at OPEG meetings. 

Under a directive from OEEC to OPEG, the latter has been 
requested to obtain statistics as to the average amount of shortage of 
each petroleum product in each country belonging to OKEC. The 
suppliers to Europe have, in turn, been requested by OEEC to re- 
serve in the aggregate some 200,000 tons of petroleum products every 
10 days, which.amount is to be allocated by OEEC. Bear in mind, by 
the Government agency. 

Further, the suppliers have been requested to individually attempt to 
adjust their deliveries to Europe so that those countries that are re- 
ceiving less than the average of all of the countries can be brought up 
to the average. 

I recently have been in Europe and have had the opportunity of 
attending meetings of the OEEC Oil Committee and a joint meeting 
of the Oil Committee and OPEG. I also talked with Government 
officials with respect to this program. 

I am more than ever of the opinion since these talks that the plan 
of action by which the MEEC was established has been an essential 
instrument in alleviating the shortage of petroleum products in West- 
ern Europe and in preventing a possibly dangerous situation in 
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which our NATO allies would have found it extremely difficult, if 
not impossible, to keep up a minimum of necessary industrial activity. 

I have also satisfied myself that the allocation program that is being 
carried on by OEEC is under the constant direction of that govern- 
mental body and has not been turned over to industry groups. 

So much for general competitive safeguards. 

Beyond these general anticompetitive safeguards, what steps have 
been taken under the plan to insure that no domestic shortage—of 
crude oil petroleum products—would stem from the plan’s operation ; 
and how has the Attorney General met his enforcement responsibility 
to insure that any crude oil product price rise did not involve collu- 
sion or other antitrust violation ? 

First, the plan’s safeguards against domestic shortage. On Decem- 
ber 10, 1956, before other than information-gathering operations un- 
der the plan actually began, Assistant Secretary of the Interior 
Wormser, after a conference with this Department’s representatives, 
wrote the MEEC Chairman: 

Attached please find confirmed copy of schedules 1 and 2 as approved by me 
as administrator on December 7, 1956. * * * In approving and issuing these 
schedules, I have adopted the following criteria * * * (2) that the program 
will not either by itself or in conjunction with actions taken under other ap- 
proved schedules cause a deficiency of petroleum supplies within the United 
States. 

These general guides, governing action under all schedules, must 
be considered as written into the plan of action. They are designed 
to insure that no domestic shortage, and resulting price rise, stems 
from operations of this plan. 

Suggestions have been made that in addition the existing voluntary 
agreement might have been amended or a new voluntary agreement 
approved, to directly stabilize domestic oil prices. Such a step would 
be without legal basis. At the outset, amendment of the existing 
plan to stabilize domestic prices would require including as members. 
of the Committee every ae producer, refiner, and retailer of 
crude oil petroleum products. In addition, it would require sanction- 
ing agreement among all such domestic operators to fix their prices. 
The prime purpose of the basic voluntary agreement, recall, is to set 
up a Committee whose function is to “consider and make recom- 
mendations designed to prevent, eliminate, or alleviate shortages of 
petroleum supplies.” The objective of the domestic price stabiliza- 
tion, it seems clear, goes so far beyond, indeed, is so unrelated to this 
purpose, that any amendment to stabilize domestic prices would be 
in effect a new agreement. 

Senator Kerauver. Mr. Chairman, I wanted to ask a good many 
questions relative to this part of Mr. Hansen’s statement. Shall I wait 
until he completes the statement ? 

Mr. Hansen. May I complete it and then I will be happy to an- 
swer any questions ? 

Senator O’Manoney. He made that request, Senator. 

Senator Krerauver. Then I will want to go back and discuss the 
subject that he is talking about at the present time when he completes 
his statement. 

Mr. Hansen. Thank you, sir. 

Such new agreement, moreover, as I have indicated, could not be 
approved by the Attorney General. For it would not, as amended 





690 EMERGENCY OIL LIFT PROGRAM 


section 708 (b) requires, relate “to equipment used primarily by or 
for the military which is being procured by the Department of De- 
fense or any Department thereof.” Thus, entirely apart from im- 
mediately practical difficulties, amendment of the voluntary agree- 
ment to effectively stabilize domestic prices would have no foundation 
in congressional enactment. 

Beyond this proposal, let me touch briefly on this Department’s 
investigation on possible collusion in the recent oil and gas price rise. 
Since there is no provision for price discusson or agreement in the 

lan of action or schedules, the Attorney General can proceed with 
egal enforcement action if any of the participants in the plan are 

ilty of price fixing. For, I repeat, it is clear that no immunity 
as been granted by the plan for any price fixing. 

The primary concern of the Department of Justice is that prices, 
whether they go up or down, are established without collusion. The 
recent price rise for crude oil and petroleum products, resulting almost 
simultaneously and by the same amount for virtually all companies, 
has given this Department a great deal of concern. We have received 
general complaints that the recent price rise stems from collusive 
action. 

If the recent price rise is the result of antitrust violation, the various 
investigations that the Department is now undertaking will provide 
an adequate basis for normal remedial action via antitrust proceeding. 
Let me emphasize, however, that the investigation now being under- 
taken by the Department has not stemmed solely from the recent price 
rise. Long before that price rise, our concern with the status of this 
industry had led to an investigation of the major oil companies. 

Many months ago, authority was informally given to initiate grand 
jury actions concerning the petroleum industry. The size and com- 
plexity of the problems involved required the assembling of a trial 
staff adequate for the purpose. By October 15, 1956, long before this 
plan got fully under way, such a staff became available. Accordingly, 
formal authorization by the Attorney General was then given. 

After completion of necessary preliminaries, the grand jury action 
was begun early this month. Of course, the proceedings of that body 
are necessarily secret. But the problems it will consider are suggested 
by the text of the formal authorization letters to the Department’s 
trial staff, as filed in open court when, at the request of the district 
judge, the Department formally moved to have the grand jury im- 
paneled. The Department of Justice eae by these letters, are 


directed to investigate and prosecute any violations of the antitrust 
laws, 


by certain persons, firms, corporations, associations, and their members and 
others, engaged or having been engaged in the manufacture, distribution, pur- 
chase, sale, processing and storage of petroleum and petroleum products. 

In this connection, you are hereby expressly directed to conduct in the United 
States District Court for the Eastern District of Virginia, and in any other 
judicial district where the jurisdiction thereof lies, any and all kinds of legal 
proceedings, civil and criminal, or both, including grand jury proceedings, pro- 
ceedings before committing magistrates, proceedings by information, and removal 
proceedings, which district attorneys are authorized by law to conduct. 


Implementing this authorization, we are endeavoring to concentrate 
all facilities of this Government in aid of the vg jury’s function. 
The Department of Justice, with the aid of the FBI, is, of course, 
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primarily responsible for uncovering the leads and evidence which it 
will consider. However, other Departments and agencies of the Gov- 
ernment have been asked to help by making available to us all informa- 
tion which they may have which bears on the possibility of antitrust 
violation in this industry. Secretary Seaton, whose Department of 
the Interior has long been familiar with the complexities of this in- 
dustry, has already testified to you concerning his support of our ef- 
forts. Other agencies have also indica their willingness to 
cooperate. 

The record made before this committee will likewise be of great 
assistance to our efforts. I am sure that you will have no objection 
to our careful study of that record for indications of specific antitrust 
violations by anyone in this industry. 

Finally, broad as these efforts are, it does not represent the full 
extent of our efforts. In addition to continued vigorous prosecution 
of our Oil Cartel suit, and our West Coast Oil proceeding, as you 
may know, section 2 of the joint resolution of July 28, 1955, consenting 
to the interstate compact to conserve oil and gas, directs the Attorney 
General to investigate and report annually on anticompetitive prac- 
tices in the guise of oil conservation. For the time being, the staff as- 
signed to these matters has been working in aid of the grand jury 


investigation. Of course, the report forthcoming this fall from their 


efforts will carefully refrain from impinging on grand jury secrec 
or from prejudicing possible litigation. However, within these limi- 
tations, it should be possible from the materials assembled in connec- 
tion with this investigation, to report in the future to the Congress 
meaningfully concerning the problems thus assigned. 

From this, it seems clear, this Department has, and will continue to 
move vigorously to attack antitrust violations in the oil industry. 
Any Sena granted under this agreement will be strictly con- 
strued. 

Finally, in light of possible alternatives to this plan, how success- 
fully has the plan met Europe’s shortage ? 

At the outset, our choice of machinery to solve this problem was 
necessarily limited. Alternatives were considered. 

First, establishment of a Government agency to direct this operation 
seemed out of the question. As Dr. Flemming has stated to you, at 
least 6 months would have been required to organize and staff such 
an agency. And that assumes a competent staff could have been 
induced to join Government employ. Time, as I have indicated, was 
of the essence. Accordingly, this possibility seemed unfeasible. 

Next, we considered poasibilities of using priorities and allocations’ 
powers under the Defense Production Act. However, as Dr. Flem- 
ming wrote the Attorney General on November 30, 1956: 


Under existing statutory authority this Government may allocate materials 
in the interest of national defense without the consent of the industrial concerns 
involved and it would, therefore, be theoretically possible for the Government 
to direct the movement of all oil subject to American jurisdiction without in- 
volving the companies in any joint action having antitrust implications. Such 
a procedure would, however, have several deficiencies, any of which would 
make it ineffective in the relief of the existing stoppage. Notably, the ship- 
ments of American oil which must be coordinated are less than one-half the 
total of such shipments so that similar authority would have to be exercised 
by a number of other governments in order to make a mandatory system effective. 
This would certainly require an international body to integrate the actions of 
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the various governments into a single scheme of distribution. Further, it would 
require the creation of advisory bodies made up of oil company representatives 
who would themselves be required to work out an interchange of information 
adequate to the preparation of considered advice to their governments. Since 
the net effect of this would be the working out of tentative programs by industry 
for implementation by governmental authority, it might serve only to delay 
action by the addition of substantial administrative machinery, with the result- 
ant orders conforming substantially if not precisely with the recommendations 
of the industry representatives. It is not entirely clear that even such an 
arrangement would avoid infringement of the antitrust laws in the necessary 
process of information gathering. 

In short, we might have been able to direct, to some extent, the 
United States companies in their world movements of oil. But the 
major portion of the oil concerned was produced for foreign distri- 
bution. And a large share of it was controlled by foreign companies 
and foreign governments. Serious problems of jurisdiction thus 
rendered this alternative unfeasible. 

Finally, of course, it was apparent that, whoever directed the pro- 
gram, in the final analysis these companies would have to undertake 
joint action. Moreover, they would have to furnish a large share of 
the information on production and tankers necessary to make any 
program work 

Against this background, weighing the need for this plan was sim- 
plified. This was the familiar kind of tool used to meet petroleum 
crises in the past. It seemed clear, then, that this was, in fact, the 
only feasible method to meet the emergency. The choice was this 
ne or abandonment of any coordinated effort to solve the pressing 
need. 

The apparent success to date of the plan of action in meeting, to a 
large extent, the shortage of petroleum in Western Europe justifies, 
in our opinion, the limited antitrust immunity granted to the par- 
ticipants for the joint action taken under the Government’s super- 
vision. Secretary Seaton, in his testimony before you on February 14, 
gave the latest available figures and estimates on the extent to which 
the needs of our friendly foreign allies will be met during the first 
quarter of this year. These figures, which come from the European 
countries themselves, show that the outlook is that 76 percent of the 
normal demand for gas and diesel oil products, 79 percent of the 
normal demand for fuel oil, and 87 percent of the normal demand for 
motor gasoline will be met, or, on the average, 80 percent of the normal 
demand for all types of products in Western Europe. Since our Gov- 
ernment’s expectation was that possibly only 75 percent of Europe’s 
needs could be met by the emergency program, it appears that the 
coordinated efforts of the MEEC members under the plan of action 
have been reasonably successful. Of course, as Secretary Seaton 
stated, it is too early yet to determine the final results of the plan, but 
continuance of the present level of operations seems indicated. 

In short, in light of the complete absence of feasible alternatives, 
this sort of plan seemed the best way of doing the job before us. Per- 
formance thus far, I suggest, bears out this judgment 

Senator O’Manonry. Judge Hansen, will you refer to page 16 of 
your statement ? 

Mr. Hansen. Yes, sir. 

Senator O’Manoney. The paragraph beginning “against this back- 
ground. * * *”? 

Mr. Hansen. Yes, sir. 
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Senator O’Mauoney. That refers to the conferences that were held 
as the amendments of December 3, 1956, were being devised. I see 
no reference there at all to participation in these conferences by the 
Federal Trade Commission, 

Mr. Hansen That is correct. 

Senator O’Manonry. When Dr. Flemming announced the approval 
of Chairman Gwynne, of the Federal Trade Commission, in his release 
to the press on Wednesday, December 12, 1956, No. 553, he included 
in that release, on page 10, a letter addressed to him on December 3, 
1956, by Chairman Gwynne, of the Federal Trade Commission. I 
shall put this in the record at this time but, for the puropse of my ques- 
tion to you, I want to read this paragraph from Woiseas Gwynne’s 
letter : 

Not having had the benefit of participation in the preliminary conferences 
on the amendments, our action has had to be taken in the absence of more com- 


plete explanation of the need for the several provisions of the amendments 
and how they are to be interpreted and applied. 


Now that seems to indicate that Chairman Gwynne of the Federal 
Trade Commission was in exactly the same position that the Judiciary 
Committee of the Senate is now in, attempting to find out all of the 
details of these consultations. 

Is it your opinion that the Federal Trade Commission should have 
been bypassed, as apparently it was according to Chairman Gwynne? 

Mr. Hansen. They were not bypassed, sir. 

Senator O’Mauonry. Do you challenge his statement: “Not having 
had the benefit, of Pasteapetinn in the preliminary conferences on the 
cunendments, our action has had to be taken in the absence of more 
complete explanation of the need of the several provisions of the 
amendments and how they are to be interpreted and applied”? 

Mr. Hansen. If I may answer it this way: No. 1, the responsibility 
rests with the ODM, not with the Attorney General. The consulta- 
tions with the Federal Trade Commission, set. forth in the Defense 
Production Act—I am reading section 708, subdivision (c) : 

The authority granted in subdivision (b) shall be delegated only (1) to offi- 
cials who shall, for the purpose of such delegation be required to be appointed 
by the President, by and with the advice and consent of the Senate, unless other- 
wise required to be so appointed ; and (2) upon condition that such officials con- 
sult with the Attorney General and with the Chairman of the Federal Trade 
Commission not less than 10 days before making any request or finding there- 
under; and (3) that upon the conditions that such officials obtain the approval 
before making the request, for the purpose of carrying out the actions of title I 
of this act, the authority granted in subsection (b) of this section shall not be 
delegated except to a single official of Government. 

Now answering further, as a matter of fact, members of my staff did 
have two telephone conferences with the Federal Trade Commission 
concerning this matter. And I can supply the dates of the committee 
desires. 

Senator O’Manoney. Let me call your attention to the great care 
which the Congress took in drafting this provision that you have just 
read. This is 708 (c): 

The authority granted in subsection (b) shall be delegated only (1) to officials 
who shall, for the purpose of such delegation be required to be appointed by the 
President, by and with the advice and consent of the Senate, unless otherwise 


required to be so appointed; and (2) upon condition that such officials consult 
with the Attorney General and with the Chairman of the Federal Trade Com- 
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mission not less than 10 days before making any request or finding there- 
under; * * * 

Now the administrator of this plan is not the head of the Office of 
Defense Mobilization, but the Secretary of the Interior. And the 
Secretary of the Interior was the person to whom Dr. Flemming wrote 
asking that the plan be drawn up. But nowhere do I find any evi- 
dence of consultation with the Federal Trade Commission except the 
reference to telephone conversations, and nothing to explain away the 
expression of Chairman Gwynne in his letter to Dr. Flemming that he 
had no time to have the amendments explained to him. 

Mr. Hansen. I do not know whether there were any conversations 
between the Department of the Interior or from the Office of Defense 
Mobilization or not. 

Senator O’Manoney. Do you think that the circumstances are not 
such as to justify an assumption by members of this committee that 
the Federal Trade Commission actually was bypassed in the formula- 
tion of this plan? 

Mr. Hansen. No, sir; I do not think you can draw that assumption 
at all. I know that we called them at least twice. 

Senator O’Manoney. Do you think a telephone call is consultation 

Mr. Hansen. Well, it doesn’t say in concert—might have had a 
consultation individually with the Federal Trade Commission, I do 
not know whether they did or not. 

Senator O’Manonry. Do you know with whom they talked? 

Mr. Hansen. No, sir; I do not know whether they even talked—— 

Senator O’Manoney. Did you talk with any of them? 

Mr. Hansen. No, sir; I did not. And I find no requirement any- 
where in the law that requires the Attorney General to discuss it. 
We cannot bypass the responsibilities given to us. 

Senator Carroii. Mr. Chairman, if you will permit me to inter- 
rupt at this point? 

Dr. Flemming was questioned as to that letter that you have just 
read to the judge. If my recollection serves me correctly, Dr. Flem- 
ming testified that he had not consulted, and I think regretted that 
incident because he had not. 

Mr. Hansen. That may well be; I do not know, sir. 

Senator O’Maunoney. But you do not think there was any respon- 
sibility on the Department of Justice, considering its great respon- 
sibility to prevent monopolistic practices, to be sure that there had not 
been made the survey to which you make reference in your paper on 
page 2. You refer on page 2 in your note to 708 (e) of the act. You 
say in the note: 


And supplementing that provision, section 708 (e) specifies: 
“The Attorney General is directed to make or request the Federal Trade 
Commission to make for him surveys for the purpose of determining any factors 
which may tend to eliminate competition, create or strengthen monopolies, injure 
small business, or otherwise promote undue concentration of economic power 
in the course of the administration of this act.” 
: 


Mr. Hansen. I want to assure you that it was not intentionally that 
I bypassed them and [I regret not consulting with them more. They 
certainly had knowledge of it, and I know of no objection to any pro- 
cedure that was taken. And my understanding is that the responsi- 
bility rests right with the Attorney General for the decision in this 
regard, not with the Federal Trade Commission. 
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Senator O’Manonry. I have listened with a great deal of interest 
to your paper. It has been very carefully prepared, and I compliment 
you on the attention which has been given to its preparation. It will 
require further scrutiny, and members of the committee will desire— 
Senator Kefauver has already expressed his desire—to examine you. 

However, when I sought to get consent of the Senate yesterday to 
hold an afternoon session today, the minority leader expressed the 
desire that the request should be made daily and not for 2 days, or 3 
days at a time. I sought to have the committee sit both yesterday 
and today in the afternoon. However, another request will have to be 
made, and now that the quorum call has been sounded, I suppose we 
will have to suspend the operation at this time. 

Senator Keravuver. Mr. Chairman, I do want to ask Judge Hansen 
about his discussion about prices. I wonder if you want us to stand 
by until we see whether we can have a session this afternoon ? 

Senator O’Manoney. I rather doubt it, because you know the Mem- 
bers of the Senate were at the White House this morning, and Sen- 
ator Dirksen, one of those who was called, has not come to this com- 
mittee. He has been very diligent in his attendance. I am rather 
inclined to believe we are not going to get consent this afternoon. 

Would it be convenient for you to come tomorrow morning, Judge 
Hansen ? 

Mr. Hansen. At your convenience, Mr. Chairman; yes, sir. 

Senator Kerauver. Yes; that would be all right. 

Off the record. 

Discussion off the record.) 

Senator Carrot. Mr. Chairman, I do not know what plans Senator 
Kefauver has, but would it be possible to meet at 9:30 in the morn- 
ing and to have about 30 minutes on the price aspect of this program? 
It might be educational to the other witnesses who are going to follow 
him. 

Senator O’Manoney. There is no limitation on debate in the Senate, 
you know, except by unanimous 

Senator Keravuver. Mr. Chairman, I wonder if we could not fix it 
at 2:30 unless we notify them to the contrary ? 

Senator O’Manoney. I think the suggestion of Senator Carroll is 
very good. 

Senator CarroLu. I am just making a suggestion. If you want it 
this afternoon, I am perfectly free. 

Senator O’Manoney. If we can get permission to sit this afternoon, 
would 2:30 be agreeable to you? 

Mr. Hansen. Yes, sir. 

Senator O’Manonry. Unless we can get permission to sit this after- 
noon, I think the better plan would be to adjourn until 9:30 in the 
morning, when you may take up prices—if that is agreeable? 

Senator Kerauver. Unless we get it at 2:30. 

Senator O’Manonry. The committee will stand in recess at the call 
of the Chair. 

(Whereupon the committee recessed at 12:20 p. m. to adjourn at the 
call of the Chair.) 





AFTERNOON SESSION 


Senator O’Manoney. The committee will please come to order. 
Senator Kefauver, do you want to begin questioning now? 
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Senator Keravver. I would like to ask Judge Hansen some 
questions. 

Mr. Hansen, in a situation of this kind regarding prices, and hold- 
ing down of prices for the benefit of or protection of the consumers of 
the United States, there are two general approaches that can be made. 
One is by an appeal, a request, putting it on the basis of public-spirited 
cooperation. The other is by law or by legal agreement. These are 
two general ways that efforts have been made, isn’t that correct? 

Mr. Hansen. Well, of course, agreement to fix prices violates the 
aw. 

Senator Kreravuver. Two years prior to the OPA Act, when volun- 
tary price ceilings were set, appeals were made to the public. Also 
Mr. Luckman, before any price-control law was passed during the 
Korean emergency, had a voluntary operation, both of which were 
successful to some extent in holding down the price increases. That 
is true, isn’t it? 

Mr. Hansen. That is my understanding. 

Senator Kreracver. Yes. Now, Mr. Seaton and also Mr. Flemming, 
when they were here, finally conceded there wasn’t any legal limita- 
tion upon making a voluntary appeal to these companies to hold the 
price line during the period of this MEEC operation. There isn’t any 
legal handicap to the making of a voluntary appeal, is there? 

Mr. Hansen. I don’t know that I quite get your question. 

Senator Keravuver. I mean, a voluntary request that they hold the 
price line. 

Mr. Hansen. Well, there are implications in it; yes, sir. 

Senator Keravver. Aside from an agreement, aside from any writ- 
ten agreement or commitment on the part of the companies or the 
passage of any law, is there any reason why an appeal for voluntary 
action couldn’t be made legally ? 

Mr. Hansen. We would be in this position. In one instance we 
would indict them for agreeing to fix prices. In the next instance we 
would be asking them to agree to fix prices or to retain prices. 

Senator Kreravuver. Simply not to allow the prices to go up, to hold 
the price line? 

Mr. Hansen. Well, of course, there was a statement by the President 
with reference to that and I would like to read it into the record. 

The President did issue a general request, not to the oil companies, but all 
American business and labor, to bear inflationary problems in mind when raising 
wages and prices. Thus on page 3 of his January 1957 report to Congress, the 
President reiterated: “Specifically business and labor leadership had the 
responsibility to reach agreements on wages and other labor benefits that are 
fair to the rest of the community as well as those persons immediately involved. 
Negotiated wage increases and benefits should be consistent with productivity 
prospects and with the maintenance of a stable dollar.” 

Senator Kreravuver. Judge Hansen, I have already read that into 
the reeord. It isin the record. So the President did make a general 
appeal in his state of the Union message. 

Mr. Hansen. That iscorrect. 

Senator Kerauver. Now, my question is, following that general 
line, there isn’t any reason why those operating under the President— 
the Secretary of the Interior and Mr. Wormser, the Assistant Secre- 
tary, and Mr. Flemming, the Mobilization Director—shouldn’t make 
the same kind of appeal as it specifically relates to oil companies. 
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Mr. Hansen. Yousay they should? 

Senator Krerauver. | say there isn’t any reason why they couldn’t 
make he same kind of an appeal for voluntary action as it relates to 
oil companies, 

Mr. Hansen. Excepting the legal effect that it might have—I am 
speaking now from the Justice point of view—the legal effect it might 
have on pending proceedings where we are charging them with an 
agreement to fix prices, and in the next breath we ask them to agree 
to fix prices. 

1 suppose we could set up an estoppel to our action and say, here, 
they are doing exactly what the Government wants. Why are you 
indicting us for fixing prices on the one hand and asking us to fix 
prices on the other ¢ 

Senator Kerauver. You don’t think the President’s request gen- 
erally had that effect, do you ¢ 

Mr. Hansen. No, sir; I do not. I think the President’s effect. was 
adequate under the circumstances here. Certainly we concur whole- 
heartedly in the President’s statement. We feel the President’s state- 
ment covers it. We naturally assume the oil companies have heard 
of the statement and know of the statement, and if they were coopera- 
tive, I assume they could well have followed the suggestion and 
recommendation. 

Senator Kerauver. But, of course, the fact was they didn’t cooper- 
ate because they raised the prices. 

Mr. Hansen. The fact 1s, as I understand it, they did raise prices. 

Senator Kerauver. So they didn’t follow the suggestion of the 
President. 

Mr. Hansen. I assume that follows, unless this—unless there is a 
sound reason as to why the price could justifiably be increased. I have 
not checked that fact. We are concerned with whether or not there 
is any violation of antitrust laws, whether there is any conspiracy to 
fix prices or any agreement to fix prices. 

Senator Keravuver. In any event in an emergency situation like this, 
you don’t see any reason why there shouldn’t be a request for voluntary 
action to treat consumers reasonably, not to allow this situation to 
impose undue hardships on consumers, as long as it is based on 
voluntary action. 

Mr. Hansen. Request by whom, sir? 

Senator Kreravuver. Request by Mr. Wormser, by Mr. Seaton, by Mr. 
Flemming, or by anyone who has some part and some Hespolbibltity 
in this matter. 

Mr. Hansen. Of course, that isn’t within our jurisdiction. I am 
looking from the point of view of Justice. 

Senator Krravver. I am not saying you should make the request. 
You are representing the Attorney General. 

Mr. Hansen. Yes, sir. 

Senator Kreravuver. I am not intimating that that is your responsi- 
bility. Iam just asking you as head of the Antitrust Division relative 
to a voluntary appeal or an appeal for reasonableness in treating the 
consumers of the United States. 

Mr. Hansen. Well, I think that is covered in the President’s state- 
ment and I think it was covered in my statement this morning as to 
what we did. 
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Senator Kerauver. Of course, the President made a general appeal, 
but what has disturbed me, and I think others, is that these representa- 
tives, sitting in meetings where the suggestion was made that there 
would be a squeeze that might push domestic prices upward, didn’t 
raise their voices to suggest that the consumers not be subjected to 
further unreasonable price raises. 

Mr. Hansen. Well, that assumes a fact. I don’t know whether 
the price rise is unreasonable or not, and it isn’t within my juris- 
diction to determine that fact. We are very vigilant in seeing that 
there is no agreement or conspiracy to fix prices. 

Senator Kerauver. Of course, they said they were leaving prices 
severely alone, so that they didn’t say anything or raise their voices 
in connection with it. 

Now, Mr. Hansen, coming to the second part of the matter 

Senator Dirksen. Are you leaving the price item now ! 

Senator Kerauver. No. This isstill on the price item. 

In your statement here beginning on page 17, you list a number of 
protections that were written into the agreement. The first is that 
at the outset the bulk of the voluntary agreement safeguards were car- 
ried into the plan. Then on the top of page 2 you had another safe- 
guard. Then on down the middle of the page you had a third safe- 

ruard. On page 19 you have two other safeguards that you refer to. 
So that you list five safeguards that you say were written into this 
program. 

Then on page 21 you say what they were about. 


‘These general safeguards— 
quoting from your statement— 


governing action under all schedules must be considered as written into the 
plan of action. They are designed to insure that no domestic shortage and re- 
sulting pric rise stems from operations of this plan. 

So that you say here that these safeguards were written in to pre- 
vent a domestic shortage and a resulting price rise, is that correct? 

Mr. Hansen. That was the instructions that Assistant Secretary 
Wormser gave to them in carrying out, that that was the purpose 
and intent that the plan should not create a shortage and thereby 
increase prices. ’ 
Senator Kerauver. So you were interested in preventing a price 
rise. 

Mr. Hansen. Are you asking me officially or personally. 

Senator Keravuver. I am asking you personally and officially. 
That is what your statement says. 

Mr. Hansen. The statement there is a statement that was made 
by the Under Secretary of Interior, Wormser. 

Senator Keravver. No, sir. I am quoting from your statement. 

Mr. Hansen. Yes, sir. 

Senator Keravuver (reading) : 

They are designed to assure that no domestic shortage and resulting price 
rise stems from operations of this plan. 

That is not Mr. Wormser. He stayed strictly away from prices. 
This is Mr. Hansen’s statement. So that you were interested in 
trying to prevent a price rise. That is what you are saying. 

Mr. Hansen. Very well. 

Senator Kerauver. Were you? 
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Mr. Hansen. Yes, sir. 

Senator Kerauver. And that is what these safeguards are for. 

Mr. Hansen. Not for the price. That is one element. 

Senator Kerauver. Well, what do you say—— 

Mr. Hansen. The safeguards were to prevent as far as possible 
companies getting together and taking advantage of the information 
that they obtained in forming this service to use in the future in 
possible violation of antitrust laws. 

Senator Krerauver. Mr. Hansen, that is not what your statement 
says at all. What your statement says is that you had these general 
guides or protections for two things: insuring that no domestic 
shortage and resulting price rise stems from the operation of this 
plan. So you were interested and you put your safeguards in there 
partially for the purpose of preventing a price rise, didn’t you? 

Mr. Hansen. No, sir. 

Senator Keravuver. That is what you say in your statement. 

Mr. Hansen. If you will read the statement, sir—you are taking 
one paragraph. You have got to read above. First, the plan safe- 
guards against domestic shortage on December 10, 1956, before other 
than information-gathering operations under the plan actually began, 
Assistant Secretary of the Interior Wormser, after a conference with 
this Department’s representatives, wrote the MEEC Chairman: 

Attached please find confirmed copies of schedules 1 and 2 as approved by me as 
administrator on December 7, 1956. In approving and issuing these schedules 
I have adopted the following criteria, that the program will not either by itself 
or in conjunction with actions taken under other schedules cause a deficiency of 
petroleum supplies within the United States. 

Then these general guides 

Senator Kerauver. This is not Mr. Wormser’s statement now. This 
is your statement. 

Mr. Hansen. Correct. I am referring to Mr. Wormser’s statement : 
yes, sir. 

Senator Keravuver. All right. Go ahead and read, then. 

Mr. Hansen. Do you wish me to repeat it ? 

Senator Kerauver. I want you to explain to me why you have the 
words in there “and resulting price rise” if you weren’t interested in 
trying to hold the prices down. 

Mr. Hansen. Our purpose was to avoid any dislocation, and if the 
answer you want is that I did not want a price rise, I did not want a 
price rise, but we had no control over it excepting where there would be 
a violation of antitrust laws. 

Senator Keravuver. The point I am making there is that you had 
some general guides, limitations, which you have discussed back here. 

Mr. Hansen. Yes, sir. 

Senator Krrauver. Safeguards, I think you called them; five of 
them which in your language were for the purpose of trying to insure 
no domestic shortage and resulting price rise from the operation of 
this program. 

You are limiting those safeguards to one paragraph. Those safe- 
guards apply to the entire plan, the entire operation, and this para- 
a on page 21 that you are reading from is only a statement of a 
part. 

Senator Kreravver. I am only repeating what you yourself say, that 
they are designed to assure—— 
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Mr. Hansen. Yes, sir. I stand on the statement. 
Senator Keravver. You stand on the statement. 
Mr. Hansen. As a whole, yes. 

Senator Keravuver. So you were interested in this plan in trying to 
prevent a domestic shortage and resulting price rise ¢ 

Mr. Hansen. That is correct. 

Senator Kerauver. That is a laudatory purpose. I congratulate 
you upon having that laudatory purpose. I wish 

Mr. Hansen. It had been successful. 

Senator Keravuver. Why weren't you more successful in getting 
something done about that? 

Mr. Hansen. I can’t answer that. I don’t know. Why do we have 
price rises on any product? We have certain antitrust laws to enforce 
and we endeavor to do it. If we find any conspiracy or agreement to 
fixe prices, we certainly move in and intend to move in. 

Senator Keravuver. While Mr. Wormser stayed seriously away 
from any efforts to prevent a price rise, you were interested. I com- 
mend you. 

Mr. Hansen. I have expressed that we were interested, sir, and I 
have written it in here, and I think it should be read in context with 
the entire statement. 

Senator Kerauver. So that you 

Senator O’Manonry. Senator, will you yield to me for a moment at 
that point? 

The next sentence deals with a proposal which I made the other day 
and which I think has been misunderstood: 

Senator Kerauver. I would like to 

Senator O’Manoney. It is just the next statement in this statement. 

Senator Keravver. I don’t want to get diverted. I mean I would 
like to get my questions in after you get 

Senator O’Manoney. It won’t divert you. 

Senator Keravver. All right. 

Senator O’Manonery. We are on page 21, Judge Hansen. 

Mr. Hansen. Yes, sir. 

Senator O’Manoney. The last paragraph on the page begins: 

Suggestions have been made that in addition the existing voluntary agreement 
might have beeh amended or a new voluntary agreement approved to directly 
stabilize domestic oil prices. 

I made a suggestion to Secretary Seaton and Dr. Flemming and to 
the attorney for ODM when they were here the other day and were 
arguing that an amendment to the May 8, 1953, agreement was per- 
fectly legal under the Defense Production Act amendments in 1955. 

I expressed doubt whether that was a proper construction of that 
clause and I suggested to them that-they take up with the Department 
of Justice the question, if it were not possible for the Government 
to have insisted on the assumption that an amendment to the agree- 
ment that preceded the adoption of the Defense Production Act 
amendments of 1955 was valid, a premise which I deny, to have had 
the members of MEEC make an agreement in this voluntary plan 
that they would not violate the antitrust laws within continental 
United States by improperly raising prices of oil products. 

1 did that on this basis: not only that consumers of all kinds have 
been protesting, but on the basis that Admiral Lattu, who is in charge 
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of oil procurement for the military services, testified to this committee 
with a very complete statement and a table showing the increase of 
price of all types of oil products, not only aviation gasoline but lubri- 
cating oils, heavy fuel, light fuel oil, and all the rest of them. 

With respect to those prices Admiral Lattu told this committee 
that the oil companies, and many of them are members of this volun- 
tary group, had increased prices to such an extent that during the 
next 12 months the Government of the United States will have to 
pay out $84,700,000, an amount which was never contemplated when 
the budget was drawn and sent to Congress and which would result, 
if it were not changed, in the necessity for the military services— 
the Navy, the Army, the Air Force, the Marine Corps—to absorb this 
increase of almost $85 million for oil products that will result from 
the increased prices. 

Now, the Antitrust Division knows as well as any other group that 
follows the oil industry that prices in the petroleum market are a 
follow-the-leader arrangement. Out in Wyoming, our producers can’t 
raise the price of crude oil by themselves, even though production in 
Wyoming results in royalties paid to the Department of the Interior 
for the building of reclammation projects, royalties paid to the State 
of Wyoming for schools, the State university, for highways and the 
like, even though royalties are paid to the Treasury of the United 
States for the administration of the Oil and Gas Act. Out in Wyo- 
ming we can’t do anything about this until some major company down 
in Texas comes and makes up its mind that the price of crude is going 
to be raised. Then, if there is a posted price made, it will be followed 
in different steps throughout the country. 

The rise ordered by Humble Oil Co. down in Texas was 35 cents a 
barrel. In other parts of the country it is only 25 cents a barre! 
because its varies with the grade, gravity, and also with the trans- 
portation facilities. Here we have, then, a problem which seems, 
if the agreement is legal at all, to make certain that the oil companies 
which handle these prices in this manner would agree in consideration 
of getting an exemption from the antitrust laws that they would not 
victimize consumers, including the Government of the United States 
in defense. 

You are proceeding under the Defense Production Act. If you have 
any authority at all to approve an agreement of this kind to suspend 
the antitrust laws, it comes from the Defense Production Act. And 
yet here is the clear testimony before this committee that these in- 
creases have burdened the defense of the United States, the fiscal posi- 
tion of the United States, by the sum of almost $85 million. 

Now, I wasn’t asking for a new arrangement but I think the present 
agreement is not authorized. I wasn’t asking you for a new agree- 
ment. I was only asking if you could approve one amendment, why 
not approve another ¢ 

Mr. Hansen. I think I understand your question. I suppose, not 
facetitiously, I wish I had your testimony before the grand jury with 
reference to the operation of the oil companies. I understand your 
question to be as to why we did not have an agreement by the com- 
panies that they would not violate the trust laws. 

Senator O’Mauonry. No. I understand perfectly that the Gov- 
ernment was faced with an emergency. I sympathize with the fact 
that the Government officials were facing an emergency. The Suez 
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Canal had been blockaded and you were wondering what under heaven 
you could do. You were extending immunity from the antitrust law, 
and it was clear that the whole intent 9 purpose was to protect 
domestic consumers. You still say so. 

Mr. Hansen. Yes, sir. Well, as part of the program. 

Senator O’Manoney. All right, now. If an amendment of the 
previous Foreign Supply Agreement was sufficient to authorize an 
mnenlanaty in an emergency that arose after the amendments of 1955, 
why couldn’t a price limitation on the products of oil by these giant 
companies have been made also? 

Mr. Hansen. Well, one answer to it is the agreement by only about 
35 percent of the companies—about 35 percent of the total produc- 
tion—would not be effective, first. Secondly, the Government was 
asking these companies 

Senator O’Manoney. Pardon me for interrupting you, Judge, but 
you are suing some of these members. 

Mr. Hansen. Most of them. 

Senator O’Manoney. For everything overcharged to the Govern- 
ment. Why couldn’t you have said, very well, if you won an immu- 
nity from the violations of antitrust laws, let’s get this overcharge 
settled now so we won’t have to bring these suits in the future? 

Mr. Hansen. Of course, it was the Government that was asking 
the companies to do this and the companies, before they would agree 
to do this, demanded the immunity. 

Senator O’Manonery. Did they demand a price immunity ? 

Mr. Hansen. No mention was made with reference to the price 
immunity. 

Senator O’Manoney. Of course, except the mention I read in the 
record the other day from the files of Standard of New Jersey. It 
mentioned a 25-cent increase of crude oil would give Standard of 
New Jersey about $100 million profit or increase in receipts. 

Mr. Hansen. Well, I don’t know that I understand your question. 
I thought I understood it to be why was there not included an agree- 
ment there not to violate the antitrust laws. 

Now, if I misunderstood the question, if that is the question, well 
obviously whether they agree not to do it is immaterial. We still 
enforce if they do in fact violate it. So we didn’t need the agreement. 

Senator Keravuver. Mr. Chairman 

Senator O’Manoney. If you want to stand on that answer, it is all 
right with me. 

Mr. Hansen. I don’t mean to dodge it, Senator. If I misunder- 
stood your question, I would appreciate—— 

Senator Keravver. Well, Mr. Hansen—— 

Senator O’Manoney. Senator Dirksen doesn’t think you have the 
import of the question. Could we have the question repeated ? 

cater Drrxsen. I think, Mr. Chairman, just to find out—I think 
I know what he is seeking. 

Senator Keravver. I was going to come to that in my questioning, 
if I might finish up the voluntary part of it first. 

Senator O’Manoney. All right. 

Senator Keravuver. Mr. Hansen, I am glad to hear you say that you 
were interested in preventing a price increase and I understand you 
to say you were against the price increase. Is that correct? 
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Mr. Hansen. That I was against the price increase? I said I didn’t 
have sufficient facts to know whether a price increase was warranted 
or not, and I don’t today. 

Senator Kerauver. You are suing some of these companies on the 
grounds that the price increase was not warranted, 

Mr. Hansen. On this particular increase ? 

Senator Kerauver. You brought a grand jury action 

Mr. Hansen. We are investigating to find out whether or not there 
have been any violations of the antitrust laws or any agreements con- 
cerning the increase of price and concerning the very matters that 
Senator O’Mahoney mentioned there with reference to the price 
leadership, and so on. 

Senator Kerauver. You say in your statement that you have been 
preparing the suit for some time on the grounds that there was 
collusion to get prices up and you are now presenting it to the grand 
jury in Arlington. So do I take it that, with your interest in the price 
matter, your recommendations were not followed exactly by Mr. Flem- 
ming and Mr. Seaton in connection with prices? 

Mr. Hansen. I think they are identical. In fact, Mr. Wormser 
said the same thing that I have said. 

Senator Kerauver. Mr. Wormser said he stayed strictly away from 
them. He wouldn’t discuss it one way or the other. At Coal you say 
you have safeguards here that are supposed to have some good effect 
upon the preventing of resulting price rises. 

Mr. Hansen. Among other things. 

Senator Keravver. You are the first man that has come up here 
at all that has shown any interest in holding prices down. I congratu- 
late you. I think that is a laudable purpose. 

Mr. Hansen. Thank you, sir. 

Senator Kerauver. Why didn’t you ask Congress, or did you con- 
sider asking Congress for any additional legislation that might—— 

Mr. Hansen. Congress wasn’t in session. 

Senator Kerauver. Congress has been in session since January 5, 
Judge Hansen. ; 

Mr. Hansen. To answer your question specifically, no, it didn’t 
occur to me that we would request any legislation. 

Senator Krerauver. Mr. Hansen, you know, of course, the price 
increase is irrevocably tied up with this whole MEEC operation, don’t 
you? 

" Mr. Hansen. I don’t know that; no, sir. 

Senator Keracver. You are familiar with Humble Oil’s statement 
or press release when they raised the prices, aren’t you ? 

Mr. Hansen. I read a statement that was purportedly made by the 
oil company. 

Senator Kerauver. Let me read part of it, what Mr. Hines H. Baker 
said when he announced Humble Oil’s price increase. 


The immediate cause of this price change is the sharp increase in demand for 
domestic crude oil, particularly in Texas, that has developed since the flow of 
Middle East crude oil to Europe and east coast. 


So that they are tied up together. 


_Mr. Hansen. Well, I am not assuming that there has been any short- 


age of crude oil in the United States that would justify an increase of 
price. 
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Senator Kerauver. Anyway, you take it from that. that-Humble’s. 
justification for their increase, which was followed by all the others, 
was directly related to this. 

Mr. Hansen. Maybe you can say it was an excuse for it rather than 
a justification for it. I don’t know. 

Senator Kerauver. Anyway, what they had to say about it—— 

Mr. Hansen. I understand that is correct. 

Senator Keratver. Shows it is tied up all together. 

Mr. Hansen. Yes, sir. 

Senator Krravver. You do gather that from this statement, don’t 
you? 

Mr. Hansen. Yes, sir. 

Senator Kerauver. Then, Mr. Hansen, if they are tied up together, 
according to what Humble says, and if you are interested in seeing 
that there is no domestic shortage and no resulting price rise, and you 
have five safeguards here, then why was it not possible to amend the 
voluntary agreement or suggest an amendment in line with Senator 
O’Mahoney’s suggestion to at least see whether, when they are getting 
exemptions, they wouldn’t, also, in getting that exemption, agree to 
no further price rise? 

Mr. Hansen. I don’t concede to the facts stated by Humble as being 
the fact. I therefore can’t assume if they are tied together. From 
what information I have, there is no relationship between the opera- 
tions of this plan and the increase in prices. 

Senator Kerauver, That makes the price increase all the more 
extraordinary, if there is no relation. 

Mr. Hansen. And I have no jurisdiction or authority to do any- 
thing about it. Unless they are violating the antitrust laws, and, as 
stated in my statement, we are moving in as quickly as we can. 

Senator Keravver. Assuming you had no authority or jurisdiction 
to do anything about it, here is Humble’s statement. Here is a state- 
ment in the various minutes of meetings of the MEEC that there is 
bound to be a price rise resulting from this. Mr. Flemming was told 
that. 

The uncontroverted evidence is that it was brought to the attention 
of governmental officials that this squeeze was going to adversely affect 
the price structure. 

So my question is: While you now say you have no jurisdiction, 
while you were writing all these safeguards to prevent domestic short- 
age and a resulting price rise, why didn’t you just put another safe- 
guard in to protect the public against further increases ? 

Mr. Hansen. Do you have any assurances that the oil companies 
would have signed such an agreement ? 

Senator Krerauver. My question is, they could either take it or 
leave it; couldn’t they? 

Mr. Hansen. No; because they only represent 35 percent of the 
sroducers, and all the rest of them—would they agree they wouldn’t 
increase it and let the 65 percent increase it? 

Senator Keravuver. I am talking about these 15 big companies, 
these international companies. What they do is very conclusive upon 
the oil industry. If they didn’t accept that, that would be one thing; 
but why wasn’t it logical to ask them, among other safeguards, also, to 
write in a price safeguard ? 
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Mr. Hansen. I have indicated that I think it is an inconsistent 
position for the Justice Department in one instance to indict a com- 
pany for agreeing to fix prices and then, in the next instance, ask 
them to agree to fix prices. 

Senator Kerauver. Mr. Hansen, of course, in this whole operation 
you were taking them out from under the antitrust laws for a par- 
ticular purpose, to meet this particular emergency. Of course, get- 
ting an agreement on the limit of prices wouldn’t mean that they 
-couldn’t cut the prices under that. 

So, if you are trying to protect the consumer, as you say you were, 
why didn’t you suggest also a limitation to at least hold the line on 
prices ¢ 

Mr. Hansen. I thought I had answered that, sir. 

Senator Kerauver. There isn’t any legal reason why you could not 
do so, is there? 

Mr. Hansen. If you mean by “legal reason” the setting up of an 
‘estoppel that would prevent us, make it impossible or impractical for 
us to successfully prosecute them for fixing prices in other cases that 
we now have pending, I would say, “Yes,” there was a legal reason 
why we should not. 

Senator Kreravuver. Mr. Hansen, of course, this operation has no 
effect on violation of antitrust laws because that is the purpose of the 
exemption. 

Mr. Hansen. It is only a very limited exemption. 

As I indicated in my statement, if we find any evidence on the part 
of any of them that there was any increase in prices here as a result 
of an agreement between them, or if they use any of the information 
here in the way of a conspiracy agreement, they are certainly not 
immune from any antitrust prosecution. 

Senator Kerauver. Mr. Hansen, in the light of antitrust laws, an 
oil company is just as guilty under the antitrust laws to agree upon 
production and supply as it is to agree on prices, isn’t it / 

Mr. Hansen. That is correct. 

If you will notice in our 

Senator Krerauver. Then you exempt under the antitrust laws their 
liability under the Sherman Act, insofar as production and supply 
are concerned. So why wouldn’t it be just as logical to exempt price 
under the antitrust laws ? 

Mr. Hansen. We aren’t. Under the Defense Production Act we 
made certain exemptions, and we have insisted that they can’t go 
beyond, which I have put in my statement here this morning, beyond 
those limitations that we have given, and we have had the require- 
ment of the approval of the agenda, control of meetings, control of 
the type of discussion that can go on, and the information that they 
shall gain and accumulate, and it is very specific that if they go be- 
yond that and it violates the law, they have no immunity whatsoever. 

We have only given them immunity to do those specific things that 
we have seausetett them to do. 

Senator Krravuver. Mr. Hansen, let’s put it the other way around: 

In the absence of this voluntary agreement, they are pooling to- 
gether, and what they are doing now under this voluntary agreement 
would be a violation of the antitrust laws? 

Mr. Hansen. Yes, sir. 
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Senator Keravuver. So that if you can exempt their operations 
under production and transportation from the antitrust laws, why 
couldn’t you, in the interests of the American consumer, also try to 
write in a safeguard to hold the price line? 

Mr. Hansen. This doesn’t include production. It includes trans- 
portation. 

Senator Keravver. I know it does. 

Mr. Hansen. I understood your question to include production. 

Senator Keravuver. That is in violation of the antitrust laws in the 
absence—— 

Mr. Hansen. That is correct; if they did this. 

But I say we are not attempting to control or agree as to the amount 
of production under this agreement. 

Senator Kerauver. Anyway, as to transportation, that would be a 
violation of the antitrust laws in the absence of this agreement? 

Mr. Hansen. Yes, sir. 

Senator Keravver. You exempt them for that purpose so they can 
get some oil to Europe. Why wouldn’t it be logical, if you are thinking 
about a resulting price rise, as you say you are in protecting the 
Amnertoan consumers, to write in another safeguard holding the line on 

rice? 
i Mr. Hansen. Well, in the wisdom of Congress, they didn’t authorize 
that or suggest it. They outlined wherein there could be exemptions 
given, and we have just as scrupulously stayed to the requirements of 
the Congress and the acts that have been passed concerning them. 

Senator Keravuver. Mr. Hansen, where do you find in the wisdom of 
Congress that Congress authorized this waiver of the antitrust laws 
as to pempertatings Where do you find that in the wisdom of Con- 

ss ¢ 
om Hansen. Senator O’Mahoney read from the minutes of the 
discussions in passing one of the acts, and we have got—I have in- 
cluded in my statement here certain statements concerning that. 

Senator Kerauver. You are now relying upon the 1955 amend- 
ments, but the testimony has been made clear—and I am sure you 
would substantiate it—that this voluntary agreement had to get 
eee the 1955 amendments in order to be legal. It doesn’t touch it 
at all. 

So, your reference to the 1955 amendments has no pertinency in the 
subject we are discussing here because this is not under the 1955 amend- 
ments. 

Mr. Hansen. Maybe I misunderstood your question. I would ap- 
preciate it if you would repeat it. 

Senator Kerauver. You said because the acts of Congress didn’t 
authorize it. I was asking you what acts of Congress do not auth- 
orize it. 

Mr. Hansen. Defense Production Act. 

Senator Kerauver. You were talking about the 1955 amendments. 

Mr. Hansen. Price and wage stabilization, title 4, terminated at the 
close of April 30, 1953, by section 11, 1953 amendments. 

Senator Kerauver. Are those the 1955 amendments? 

Mr. Hansen. Yes, sir. 

Senator Kerauver. You have already said that this doesn’t touch 
the 1955 amendments because you and the Attorney General had to 
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base it on the 1951 and the 1953 agreement, in order to make it legal. 

So the 1955 amendments have nothing to do with this. 

Mr. Hansen. Is it your point that the agreement that has been 
drawn is illegal, contrary to law ? 

Senator Kerauver. No, sir. It may be; I don’t know. But my 
point is that this agreement on the MEEC, in order to be legal, 
could not be based upon the 1955 act. It had to avoid the 1955 act 
and go back to the old voluntary agreement relating to foreign oil 
supply. It had to go back to that old agreement and be an amend- 
ment of that, to avoid the 1955 act. 

Mr. Hansen. Very well. I don’t get your—is it your point that 
we should have not permitted these agreements, or what is it? 

Senator Kerauver. No. My point is, Judge Hansen, you say here 
in your statement that one of the reasons why you couldn’t have done 
something about prices, and you have said it over again, was because 
of the 1955 amendments to the Defense Production Act. 

Mr. Hansen. Well, I have given practical reasons for it, too, sir. 

Senator Kreravver. Let’s settle one at a time. Do you now retract 
that the 1955 amendments had anything to do with your inability 
to have some agreement about price in this MEEC agreement if they 
had been willing to accept it? 

Mr. Hansen. Do I retract if they would have? Do I retract what? 

Senator Keravuver. You said you couldn’t do this, among other 
reasons, because of the 1955 amendments to the Defense Production 
Act. 

Mr. Hansen. Yes, sir. 

Senator Krrauver. Now, you admit that the 1955 amendments had 
nothing to do—— 

Mr. Hansen. 1953, instead of 1955. 1953, April 1953. 

Senator Krravuver. What do you find there now that prohibits 
you from asking for a voluntary agreement not to raise prices? 

Mr. Hansen. Well, title 4, which is entitled “Price and Wage Sta- 
bilization,” was terminated at the close of April 30, 1953, by section 
11, 1953 amendments. 

Senator Krrauver. That is the Government action ? 

Mr. Hansen. That is correct. 

Senator Kerauver. But this is a voluntary agreement, is it not? 

Mr. Hansen. Well, you are asking for—well, yes, it is a voluntary 
agreement requested by the Government. 

Senator Kerauver. You concede, then, that the 1955 amendments 
were no barrier to getting some price agreement if you had sought it, 
and the companies had been willing to give one. 

Mr. Hansen. I won’t concede that; no, sir. 

Senator Kerauver. What do you base it on ? 

Mr. Hansen. I told you three reasons that I based it. 

Senator Kerauver. What legal acts of Congress do you say pro- 
hibited you from having done it 

Mr. Hansen. Prohibited or not, there are sound reasons, in my 
opinion, why we should not have identified it in there and explained it. 

Senator Keravver. You are throwing it at Congress. I am talking 
about the law. Yousay here: 


Such new agreements, moreover, as I have indicated, could not be approved 
by the Attorney General, for it would not, as amended, section 708 (b), requires, 
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relate “to equipment used primarily by or for the military which is being procured 
by the Department of Defense or any Department thereof.” 

That is the 1955. amendments. Now, what does that have to do with 
your ability to get or not to get a voluntary agreement under the 
MEEC as it relates to price ? 

Mr. Hansen. I would like to read section 2 of the voluntary agree- 
ment of May 8, 1956. What this agreement does, this is a voluntary 
agreement 

Senator Keravver. I am talking about the law here. You have 
made a statement here that the amendments to the Defense Production 
Act of 1955 prevented you legally from getting some agreement about 
price. Now, what is there about that that so prevented you? 

Mr. Hansen. My construction of it. 

Senator Krerauver. What is your construction ? 

Mr. Hansen. That it prevents us. 

Senator Kerauver. Well, but prevents 

Mr. Hansen. I won’t say prevents. There is no authority for it. 
I assume, as I have said before, if they want to voluntarily agree on 
it, | suppose they could. Then we come to the practical question. 

Senator Kerauver. Then, anyway, you admit that this MEEC is 
based on an old agreement which was that. way purposely to avoid 
the 1955 act ? 

Mr. Hansen. No,sir. I don’t concede that. 

Senator Kerauver. You don’t concede that ? 

Mr. Hansen. No, sir. 

Senator Kerauver. All other witnesses have, Mr. Hansen. 

Mr. Hansen. Well, Lam only one witness and I can’t vouch for what 
they do, and they likewise can’t vouch 

Senator Krrauver. Let’s get the Attorney General’s report. The 
Attorney General himself said that if it had to be based on the 1955 
act, it would be illegal. 

Mr. Hansen. That is correct. 

Senator Kerauver. So then doesn’t it naturally follow that if it 
were illegal based on the 1955 amendments, then it had to be based 
upon some previous action in order to escape that illegality ? 

Mr. Hansen. Well, supposing we assume it. 

Senator Kerauver. Well, then, do you assume it? 

Mr. Hansen. No, sir; I say, supposing we do assume it for the sake 
of argument. 

Senator Kerauver. Then if we assume it, then your statement is 
wrong. 

Mr. Hansen. All right, then it is wrong. 

Senator Keravuver. Then we have this out of the way. 

Now, what other legal difficulty was there in trying to get some 
voluntary agreements for the companies to hold the price line? 

Mr. Hansen. In my opinion, the practical reasons would outweigh 
requesting it, No. 1; and No. 2, if what I indicated before 

Senator Keravuver. Let’s see. Mr. Hansen, are there any other legal 
impediments ¢ 

Mr. Hansen. I said if you construe the defense estoppel in an 
existing case as being a legal proposition, yes, there are legal reasons, 

Senator Kerauver. Judge Hansen, I am not asking you as an oil 
expert. I am questioning you as a lawyer, the head of the Antitrust 
Division. We now assume the 1955 act had nothing to do with it. And 
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now let’s get the next legal impediment: What is that now? What 
is the other legal impediment? 

Mr. Hansen. The danger of setting up an estoppel in pending cases 
against some of the same defendants, or the same parties, that are 
members of the committee, in pending litigation where in one instance 
we ask them to do that which in the other we condemn them for doing. 

Senator Keravuver. Judge Hansen, if you are afraid of setting up 
an estoppel, then you are setting up an estoppel as to transportation. 

Mr. Hansen. Yes, sir. We have given them direct immunity con- 
cerning that particular phase. 

Senator Kerauver. Why would you be willing to give them direct 
immunity as to transportation nid not also be willing to give them 
immunity, whatever it may be, as to price? 

Mr. Hansen. I understood it was our duty to enforce the antitrust 
laws and certainly I wouldn’t want to do anything to make it impos- 
sible for us to prosecute our cases which, in our opinion, violate the 
antitrust laws, because it wasn’t necessary to accomplish 

Senator Kerauver. Of course, the whole purpose of the voluntary 
agreement and your approval was to take out of the operation of the 
antitrust laws these particular things which would be an admission 
by the companies and by everybody else that ordinarily they would 
be in violation of antitrust laws, but you take them out to meet an 
emergency. 

Mr. Hansen. I supposed that is why Congress passed the act. 

Senator Kerauver. If your doctrine of estoppel works, if there is 
an estoppel against any prosecution for transportation combines, the 
same situation would apply as to prices, wouldn’t it ? 

Mr. Hansen. We don’t concede so; no, sir. 

Senator Kerrauver. Judge Hansen, what I can’t get clear is 
that 

Mr. Hansen. I might add this. The defendants in one of our big 
oil cases contend the very thing you are mentioning now, that we 
have been estopped. But we certainly don’t concede that. 

Senator Krerauver. What this does is to take out of the operation of 
the antitrust laws this operation for a particular purpose. 

Mr. Hansen. That is correct. 

Senator Keravver. It is not intended to affect any previous opera- 
tions, is it? 

Mr. Hansen. That is correct, and they so understand. 

Senator Keravver. It is not intended to affect your cartel case, 
which you brought some years back ¢ 

Mr. Hansen. I’m afraid, if I took the position you have indicated, it 
might 

Senator Krrauver. Among the charges you make in the cartel case 
is that they have gotten together on transportation in violation of the 
Sherman antitrust law. 

Mr. Hansen. And other things, but there was no immunity granted. 

Senator Keravver. Have you personally taken a chance on ex- 
empting them, or estopping the Government from further prosecution 
of the cartel case, as it relates to the —— 

Mr. Hansen. Quite to the contrary. 

Senator Keravver. As it relates to illegal agreements with refer- 
ence to the transportation ? 
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Mr. Hansen. Quite to the contrary, sir. It is very specific that we 
are relating it to the operations under these schedules and under this 
agreement. 

Senator Keravuver. That is what I am getting around to. Here in 
your cartel case, you aver that they combined as to prices, you aver 
they combined as to transportation, as to other acts, in violation of 
the Sherman Act, and here in this agreement you exempt them for a 
specific time and a specific emergency in connection with the trans- 
nen and other agreements that might be illegal under the Sher- 
man Act. 

So I am asking you why, for the protection of the consumer, you 
didn’t also secure a limitation or protection as to price? 

Mr. Hansen. I don’t know how more definitely I could answer the 
question. 

Senator Keravver. I submit you haven’t answered it definitely for 


my purpose at all. I have here the complaints of the Government in 
the cartel case. 


Mr. Hansen. Yes, sir. 

Senator Keravver. It has been pending a long time. 

Mr. Hansen. Yes, sir. 

Senator Keravver. In the cartel case you charge that they divided 
among themselves foreign producing and marketing territory ? 

Mr. Hansen. Yes, sir. 

Senator Keravuver. That they eliminated or restricted competition 
and they have joined together for transportation purposes. They con- 
trolled exports, and all of these things in violation of antitrust laws. 

You have exempted during this period of operation anything they 
might do in connection with transportation or shipping in the same 
tanker, and so forth, from prosecution by the Government. So why 
didn’t you do the same thing as to price? 

Mr. Hansen. Because the law specifically passed by Congress gave 
us the right to grant the immunity in such emergencies. 

Senator Kerauver. Where did the law specifically rule out—— 

Mr. Hansen. I didn’t say 

Senator Kerauver. The immunity as to price, too? 

Mr. Hansen. Excepting as I already answered. I thought we were 
over that. Let’s assume that there is nothing in the law that would 
prohibit us from asking them to agree to maintain prices. 

Senator Kerauver. On that basis, price and transportation, then, 
would stand on the same footing. You exempted one, you didn’t 
exempt the other. 

Mr. Hansen. We didn’t put them on the same footing. We limited 
the transportation. That was the problem. 

Senator Kerauver. Legally they stand on the same footing. You 
exempted what they do in the antitrust laws as to transportation. My 
question is, What other legal impediment was there in the way to 
prevent you from doing the same thing as to holding the price line? 

Mr. Hansen. I couldn’t, from reading the Defense Production Act 
or any law about it, that would indicate that it was the intention of 
Congress that that law was to be used to set pore. 

Can the Senator point out any provision there to indicate that? 

Senator Kerauver. You are not setting prices. You are asking for 
a voluntary agreement to hold prices. 

Mr. Hansen. Well, isn’t that setting prices? 
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Senator Keravuver. No; it isn’t setting them. They can accept it 
or not. They can go very much lower than that. 

Mr. Haaren: Then what effect would it have if they can raise it or 
ower it ? 

Senator Kerauver. There is a lot of difference between that and a 
mandatory OPA ceiling. 

Mr. Hansen. I revert to the parties. Those are the parties to the 
agreement. There was only 35 percent. They wouldn’t begin—— 

Senator Krrauver. We will get to that 35 percent. But show me 
anywhere in the law that there is anything that would make it illegal 
for you to try to secure a voluntary agreement for them to hold down 
prices, just like you have secured an agreement exempting them in 
connection with transportation. 

Mr. Hansen. We gave them the exemption by virtue of the Defense 
Production Act. 

Senator Kerauver. Show me anything that eliminates prices from 
that, 

Mr. Hansen. Well, in reading it, it certainly wasn’t the purpose, the 
intent of that act to establish price control. I don’t know of any rea- 
son in there that would indicate that, or any provision that would 
indicate that. 

Senator Kerauver. I want to emphasize we are not talking about a 
price ceiling. We are not talking about wage and price controls. 

Mr. Hansen. Isn’t it pertaining to a price ceiling ¢ 

Senator Kerauver. We are talking about a voluntary agreement 
as a condition for giving them an exemption from the antitrust laws. 

Mr. Hansen. I understood that if you are asking to retain a given 
price, you are setting a ceiling. They can’t go above it. 

Senator Keracver. They can go a whole lot below it. 

Mr. Hansen. Yes, they can. If competition is there, they certainly 
would have to, I suppose, if they wanted to sell their products. 

Senator Keravuver. Do you now admit you can point to no statute, 
no words in any statute, that put a legal impediment in the way of 
trying, at least, to get them to enter into an agreement to hold the 
price at the same time they were pooling together their shipping 
resources ? 

Mr. Hansen. I can’t point to any law that authorizes it, and I know 
it would be a violation of the antitrust laws to ask for such an 
agreement. 

Senator Kerauver. The idea here is to exempt from the antitrust 
laws, isn’t it? 

Mr. Hansen. I don’t think that would include prices. No, sir, I 
clon’t. 

Senator Kerauver. The transportation pooling is a violation of the 
antitrust laws, is it not? So the whole idea of voluntary agreements 
is to exempt them from the antitrust laws, isn’t it ¢ 

Mr. Hansen. Specifically as to the items we requested them to do 
that was contrary to the law and no further. 

Senator Kerauver. My question is, Why didn’t you add an item at 
least to try to hold the price line? 

Mr. Hansen. Well, I thought I had answered it several times. 

Senator Kerauver. Mr. Hansen, you say that since you don’t refer 
to any law, what did you say the practical difficulties were ? 
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Mr. Hansen. I didn’t say I didn’t refer to any law. I referred to 
the Defense Production Act, No. 1. 

Senator Keravver. I wish you would read me the words or the 
clause in the Defense Production Act that you refer to. 

Mr. Tlansen. The absence of it is what I referred to. 

Senator Keravuver. So far as the absence in the 1955 act, there is 
also the absence of the transportation combine, 1 isn’t there? Tt j is just 
as absent as the price in the 1955 act, isn’t it, Judge Hansen ? 

Mr. Hansen. I would say “No.” 

Senator Keravuver. There is nothing said in the 1955 act? 

Mr. Hansen. About the word “transportation.” 

Senator Krravver. About pooling together transportation ? 

Mr. Hansen. Transportation was the emergency that had arisen, 
and certainly we—the first time I had heard anyone indicate tliat it 
wasn’t the intention of that act to meet just such an emergency as we 
have here, and we used it, and I assume that was the authority. 

Senator Kerauver. Anyway now, you say in your statement here 
that other things are that these big companies only control 30 percent 
of the oil, or something like that. That is in your statement some- 
where; isn’t it? 

Mr. Hansen. I don’t recall that. Can you refer it to me, sir? 

Senator Keravuver. You said it either extemporaneously or it is in 
your statement. 

Mr. Hansen. I said my understanding is that the companies that 
are members of the Emergency Committee control approximately 25 
vercent of the production and that an agreement from them would not 
be binding, assuming it might be binding to them, would not be bind- 
ing on the rest of the industry. 

Senator Keravver. As a matter of practical effect, these companies 
are the leaders. It is the action that they take, the oil that they buy, 
being the dominant companies in the aes that sets the price struc- 
ture all throug! the country, don’t you think? 

Mr. Hansen. No, I don’t. That is what our investigation is right 
now. 

Senator Keravuver. Well, Judge Hansen, that is what you allege 
in the cartel case. 

Mr. Hansen. That is foreign production. 

Senator Keravver. No, this is domestic production. T have the 
complaints. On page 4 of your cartel case, you allege agreement to 
maintain and correlate domestic and world prices of petroleum 
products, 

Mr. Hansen. Yes, sir. 

Senator Keravver. Then you do admit that they set the price, that 
they are the—— 

Mr. Hansen. We have alleged it, sir. 

Senator Kerauver. What they do is exert the dominant influence ¢ 

Mr. Hansen. We have alleged it. We hope we are able to prove it. 

Senator Keravuver. And you allege that as to only five of the com- 
panies involved ; don’t you ? ? 

Mr. Hansen. Yes, sir. 

Senator Keravver. And you allege in your carte] case that these 
5 companies control 81 percent of ‘the world’s estimated crude oil 
reserves, and 90 percent of the estimated crude oil reserves outside of 
the United States, Russia, and Mexico. 
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Where do you get this 30 percent ? 

Mr. Hansen. That is in the United States, domestic production. 

Senator Kerauver. Oh. All right. They control 55 percent of 
the refining capacity of the free world, according to your complaint! 

Mr. Hansen. Well, of course, that complaint speaks as of the date 
of the complaint. The situation today is considerably <lifferent. 

Senator Keravuver. Is concentration less or greater today than in 
the complaint ? . 

Mr. Hansen. I am not prepared to answer that. 

Senator Krrauver. You know concentration is greater. I have 
here a clipping from the New York Times which shows that concen- 
tration in the hands of these big countries has increased all over the 
world and in the Mideast in 1946 from 39.3, American owned, to 
58.4 in 1956. 

Mr. Chairman, I would like to offer this for the record. I want to 
refer to it. 

Senator O’Manoney. It may be received. 

Senator Kerauver. So have you not averred that the concentra- 
tration—— 

Mr. Hansen. Have I not what? 

Senator Kgrauver. Do you know that there has been an increase in 
concentration, an increase of concentration in the hands of these few 
companies ? 

r. Hansen. Well, you have read an article there. I have no rea- 
— to doubt the accuracy. From my personal knowledge I don’t 
mow. 

Senator Kerauver. What are you doing about this cartel case that 
started back in 1952? 

Mr. Hansen. Preparing it for trial. 

Senator Keravuver. It started on April 22, 1953. 

Mr. Hansen. Yes, sir. 

Senator _Krravver. And it was preceded by a criminal case, repre- 
sentation to the grand jury. 

Mr. Hansen. Yes, sir. 

Senator Krrauver. And the criminal case was converted into a civil 
case in 1952. 

Mr. Hansen. Yes, sir. 

Senator Kerauver. Doesn’t your knowledge of that case show- that 
these companies dominate, lead the market, that the prices they set 
will determine the price all over the United States and the world ? 

Mr. Hansen. Don’t I know that? 

Senator Kerauver. Yes. From the facts of the record, the facts 
that you have gotten up. 

Mr. Hansen. I don’t know of my own knowledge that the concen- 
— of oil in foreign countries dominates the price in the United 

tates. : 

Senator Keravuver. I am talking about these big international com- 
panies, the companies in the MEEC. You alleged that they dominate 
the price in the United States, didn’t you? 

Mr. Hansen. As of that date; yes, sir. 

Senator Keravver. Then what do you mean by telling us or testify- 
ing here that the agreement of these big companies might not control 
the price because they just represent a part of the production ¢ 








714 EMERGENCY OIL LIFT PROGRAM 


Mr. Hansen. You asked me with reference to an agreement. Ob- 
viously if you are going to have an agreement you have got to have 
an agreement between the parties, and it is either enforceable by law 
or it is enforceable as a matter of —— 

Senator Krerauver. Voluntary agreement. 

Mr. Hansen. Voluntary agreement. Now, obviously if you only 
have 35 percent represented in the agreement, you couldn’t enforce it 
by law as against the others because they are not a party to it. Sec- 
ondly, I don’t 

Senator Keravver. On that point, Judge Hansen, even if they only 
had 35 percent of the American production and refining , which is very, 
very much less than what you say here in the petition : that they have, 
it would be—— 

Mr. Hansen. I didn’t say 35 percent of the refining. I did not use 
the word “refining.” 

Senator Keravver. All right. Let’s say production. It would be at 
least some relief to the consumers of the ‘United States if they would 
hold the price down, even though their leadership didn’t keep the 
other prices down. 

Mr. Hansen. I don’t disagree with you on that. I wish they would 
hold the price down for my own sake and everybody’s sake. IT am not 
at issue with you on that, sir. 

Senator Keravuver. Then you do see, if you could have votten them 
to enter into a voluntary price agreement, it would have been bene- 
ficial to holding the price Ii sae It would be beneficial to the consum- 
ers of the United States. 

Mr. Hansen. I don’t agree. 

Senator Krerauver. Why not? 

Mr. Hansen. It is not an enforceable one, and it doesn’t cover all 
the parties, No. 2; and No. 3, I would have to weigh that as against 
the other effects it might have on pending litigation in the depart- 
ment. 

Senator Keravuver. Of course, what sets the price is what the refiners 
will pay for crude oil, isn’t it? 

Mr. Hansen. Well, you are asking me an economic question, My 
understanding of the facts is that there still is a surplus of oil. My 
understanding of simple economics is that, normally, where there is a 
shortage, prices increase, and, if there isn’t a shortage, I suppose they 
couldn’t increase. There may be other economic factors with which I 
am not familiar which justify or cause an increase in price.. I.don’t 
know. It may well be that there was a conspiracy between them 
whereby they agreed to increase the price. If there is, [ hope.we find it 
out in our pending grand-jury investigation and other investigations 
we now have underway. 

Senator Kerauver. Why wouldn’t a trial of this cartel ease be a 
good avenue for finding that out? 

Mr. Hansen. I am sorry. 

Senator Keravver. If you can get this cartel case to trial-— 

Mr. Hansen. We certainly would like to. 

Senator Keravver. It has been pending 5 years, 

Mr. Hansen. We had some 60,000 exhibits, and ‘ode had to be 





read, indexed, categorized, and compared with other documents... That 


is just part of the job. 
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Senator Kerauver. Judge Hansen, your experience with these in- 
ternational companies certainly indicates that you should have tried 
to work out some arrangement for holding the price line to the con- 
sumer; wouldn’t it? 

Mr. Hansen. That is your conclusion, sir. It isn’t mine. 

Senator Keravuver. Wouldn’t that be your conclusion ? 

Mr. Hansen. No, sir; it would not, because it is not my function. 

Senator Keravuver. You have had to sue them for overcharges 
amounting to over $200 million ? 

Mr. Hansen. Correct, and then would you ask me to go back in the 
next breath and say, here, you fix the price, when I accused you of hav- 
ing done so by agreement. 

Senator Krerauver. Of course, you get back to the -—— 

Mr. Hansen. That is the basis of it, sir. 

Senator Kerauver. Back to the question we have been over and 
over, 

Mr. Hansen. That is correct. 

Senator Keravver. For a particular time and particular emergency 
you waive the antitrust laws for one purpose but 
Mr. Hansen. Will not waive it for another; that is correct, sir. 

Senator Krrauver. But you wouldn’t waive it to try to protect the 
American consumer against further increases ? 

Mr. Hansen. Well, do you feel that the chance should be taken to 
waive an antitrust violation where it might permit other violations to 
exist ¢ 

Senator Kerauver. Judge Hansen, of course, the waiver you would 
have asked would be against further increases, not against reductions. 

Mr. Hansen. No. The waiver 

Senator Kreravuver. So that, in any event, the American consumer 
would be benefited, and I say to you, sir, that the people in the Govern- 
ment certainly knew—Mr. Flemming and everybody else—and I 
would assume from your experience with these companies you should 
have known, that an arrangement like this dealing with supply would 
certainly bring a pressure upward of retail prices. They said that 
themselves. And that is what Humble said when they raised their 
price. So that, if you could have gotten an agreement, its only effect 
would have been to protect the American consumer. 

Thank you, Mr. Chairman. 

Senator O’Manoney. Senator Dirksen. 

Senator Dirksen. Judge, this has been a rather interesting meta- 
physical discussion, I think. I believe metaphysical means over and 
above the physical, does it not? 

Mr. Hansen. I assume so; yes, sir. 

Senator Dirksen. Did we prove anything or not as yet? 

Mr. Hansen. I think not. 

Senator Dmksren. You can be perfectly candid. I just wanted to 
ask one question. That is with respect to the possibility of pleading 
in a‘subsequent suit that has been filed for collusion, either to set prices 
or to raise prices, that you may try at some subsequent time, whether 
the companies could come in and plead that under this agreement if 
they had done something about prices that they would do precisely 


what you said. In one breath we indict them for setting prices and in 
the next breath—— 
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Mr. Hansen. We ask them to fix them. 

Senator Dirksen. Could they plead it? 

Mr. Hansen. We would oppose such a plea. But, from a practical 
standpoint, if it is a criminal case with a jury and before the jury the 
Government in one instance asked them to set the price and in this 
instance we are charging them with a crime for having done so, I think 
that it certainly would prejudice our case. 

Senator Dirksen. It is fair to assume that counsel would plead ? 

Mr. Hansen. It will get before them. There is no question. 

Senator Dirksen. I presume so, and would have some impact and 
could conceivably have some definite impact on the outcome of the 
litigation. 

Mr. Hansen. That is my opinion, sir. 

Senator Dirksen. Thank you. 

Senator Carroit. I have just 1 or 2 questions, Judge. I think you 
stated this morning, if I remember the substance of your testimony, 
that if you hadn’t entered into this voluntary agreement or if the 
companies hadn’t entered into it, there would have been no oil shipped 
to Europe. 

Mr. Hansen. I don’t think I went that far, to say there would be 
no oil. 

Senator CarroLu. You said the program wouldn’t have become effec- 
tive at all. 

Mr. Hansen. There would have been a shortage; yes. 

Senator CarrouL, So, actually, in your case, coming into the Attor- 
ney General’s Office in July of 1956, a crisis developed. 

Mr. Hansen. Yes, sir. 

Senator Carroti. The Attorney General was called upon to make 
a decision, and that decision, in part, was to exempt certain of these 
companies who had entered into the voluntary agreement from certain 
provisions of the antitrust law. 

Mr. Hansen. To weigh the national-defense aspects as against the 
antitrust implications. 

Senator Carroti. And to weigh—and, of course, the antitrust pro- 
visions are to protect. public interest. 

Mr. Hansen. No question about it. 

Senator CarroLL. So, when we talk about the function of the anti- 
trust laws, it is really to curb monopolistic practices. 

Mr. Hansen. That is correct. One of the reasons. 

Senator Carroty. And there is a function on the part of the Federal 
Trade Commission, too. 

Mr. Hansen. Yes, sir. 

Senator Carro.i. This was the executive branch of the Government 
function. 

Mr. Hansen. Yes, sir. 

Senator Carroii. The Federal Trade Commission, as I understand, 
is an arm of the Congress. Its power is to conduct investigations; to 
make its reports prior to antitrust violations; to try to prevent them 
if itean. It concerns itself, primarily, with the domestic economy of 
this Nation. The Department of Justice has a function to impose 
sometimes civil and sometimes criminal sanctions. 

Mr. Hansen. Yes, sir. 

Senator Carrot. But the Federal Trade Commission is the inves- 
tigating arm. It also has certain civil functions. 





al 
18 


ra 


n 


— 


. 


a rae ~~ 


EMERGENCY OIL LIFT PROGRAM 717 


Mr. Hansen. Well, yes; they do. 

Senator Carrotu. Now, the Federal Trade Commission, I think 
from the testimony developed so far in this hearing, has really had 
no participation in the formation of voluntary agreements. I am not 
blaming you in any sense of the word, but I note in the record that 
you had—I am referring to the Department of Justice, not you per- 
sonally—you did have a representative at a meeting of the MEEC on 
September 19, 1956, at which time a Mr. S. P. Coleman, who was 
chairman of that meeting, a representative of the Standard Oil Com- 
pany of New Jersey, along with all the other great oil companies, who 
control oil in the Middle East, it was there discussed, as Senator 
Kefauver so ably brought out in the examination of Secretary 
Wormseer, that there was a discussion of prices. 

Now, that discussion of prices—I don’t know whether you are 
familiar with that or whether Mr. Fugate was your representative— 
I believe he was from the Department of Justice; W. L. Fugate. 

Mr. Hansen. Mr. Fugate is here and he tells me that at that time it 
was brought out that they had no function in the discussion of prices 
and it wasn’t any responsibility of theirs, and further it would be 
improper for them to so discuss it. 

Senator Carron. Judge, “they” refers to Mr. Coleman, who is 
Standard Oil of New Jersey’s representative. 

Mr. Hansen. Yes, sir. 

Senator Carro.u. He was the chairman of the meeting. 

Mr. Hansen. Yes, sir. 

Senator Carron. These are the oil companies meeting. Now, it 
seems to me, that your representative from the Department of Justice 
was there to determine, not what they want but perhaps what could 
be done in the public interest. 

Mr. Hansen. May I read an excerpt from the minutes of that 
meeting ¢ 

Senator Carrotu. May I continue questioning just a moment, and 
then I will be very happy. It is all in the record, may I say, but I 
don’t want to limit you in your answer, or in any way curb your desire 
to give your own explanation, but I would like very much, if I might, 
put a question or two about it. It was there discussed. 

Mr. Hansen. Iam sorry I interrupted. 

Senator Carro.u. Secretary Wormser indicated in a question here, 
and I read you his testimony, so you know I am not trying to mislead 
you on this matter, because I put the question to him. Wormser said: 


Senator, I don’t see how you can expect otherwise— 


when we were referring to this price situation that might develop 
when the voluntary agreement was put into action— 

I don’t see how you can expect otherwise than to have dislocations with such 
a gigantic disruption all over the world. 

The testimony in this September statement that you are going to 
read from, I assume it is that section of it that had to do with tanker 
rates, had to do with the shipment of Middle East oil, and it also very 
significantly had to do with gulf prices. 

It seems to be not the question of whether you can formalize in a 
voluntary agreement some price-fixing arrangement; but certainly 
someone, it seems to me, could have said, in behalf of the Government, 
knowing what was going to happen as it did happen—as we have said 
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before we are not confronted any longer with a theory but with a con- 
dition—they knew or should have known that the condition would 
arise and, therefore, have taken some reasonable step to reach, not a 
price-fixing agreement that would interfere with your prosecution of 
suits, but, say, “Can we have agreement here to hold back the prices?” 

We did at one time, before World War II, and we find from the rec- 
ord that nowhere has a single individual attempted to curb the price 
rise, although the record is clear that there would be a serious economic 
dislocation. As Senator O’Mahoney said this morning, it has already 
cost the Defense Department, who spend $1 billion on petroleum prod- 
ucts annually—it costs them $85 eiiffion. The price increase sweeping 
oo this Nation, it is estimated, will cost the consumer over a billion 

ollars. 

Is there any way without some act of Congress, in this voluntary 
agreement, that we could call the Department of Justice in? Because 

it had the power of approval. It did grant some exemptions because 
of the emergency. Is there any way that you can see that you can 
draw them in, to have them at least hold the line as of now? Obvi- 
ously, we know you can’t roll them back. 

Now, that is the purpose of my questioning. What do you think, 
as an individual or in your official capacity, might be done? 

Mr. Hansen. Well, I frankly think that the Department of Justice 
is not in a position that they can do anything that would indicate an 
indication on the part of the Government for them to agree concern- 
ing price. 

enator Carrot. Supposing the economic situation would worsen ? 
Do you think you can reexamine, because you have the power of ap- 
proval? You have the power of withdrawal. 

Mr. Hansen. Well, bear in mind the oil companies aren’t coming 
to the Government and asking them to do this. The Government is 
asking the oil companies and saying, “This is what we want you to do 
because of this emergency. We want you to get in and do this job 
for us.” And they say, “All right, if we do that job, we are going to 
violate the antitrust laws.” Well, we will give you exemptions as to 
these particular things. They have hired counsel to just keep them 
right on the track to see that they don’t go beyond that. They are just 
as fearful of violation of the antitrust laws as any group or industry 
in the country. It isn’t a question of just bargaining with them to 
say, “You do this and we will give you immunity.” We are going 
to them to ask them to do this job. 

Senator Carrott. Is it a question of the United States Government 
standing with its hat in its hand and asking them to please get together 
so we can get the oil that is needed? In other words, there is no power 
over them except the limited power that you have here under the 
voluntary agreement. 

Senator O’Manoney. Would the Senator yield? I want to make 
one thing clear, Judge Hansen. I am afraid I failed to state it in | 
understandable words, though I had tried to do so. 

It seems to me that there has not been an understanding between you 
as the witness, Judge, and the Members of the Senate as interrogators. 
I intervened because the suggestion was mine. I did not suggest that 
you should grant an immunity to price fixing. 

Mr. Hansen. I would not think you would, sir. 


a 
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Senator O’Manoney. No; certainly not. I recognize, of course, 
that wage and price stabilization ran out on April 30, 1953, because the 
Congress felt that it didn’t want too much Government. We all feel 
that way. That has been a particularly good Democratic point of 
view, that that government is best which governs least, as Jefferson 
told us. We sometimes try to follow that advice. 

So, my proposition is simply this. Since you—I mean the Govern- 
ment—while undertaking to request these oil companies, engaged in 
foreign supply, to make certain that Western Europe would not suffer 
for lack of fuel because of the Suez stoppage, an objective with which 
I completely agree, the Government said, by virtue of the law back 
in 1953, as it stood at that time—‘we will grant an immunity from 

rosecution under the antitrust laws if you do certain things.” There 
is no misunderstanding between you and the interrogators that one of 
the immunities was a pooling arrangement about tankers. No question 
about that. None whatever. 

Now, I said or attempted to say, if it were legally possible for the 
Government to make a new agreement after the amendments of 1955 
which were intended to tighten up the antitrust laws, if it were legally 

ossible to do that, as has been contended, then why would it not have 
oe possible for the Government in framing this voluntary plan of 
action to say to these big companies: “Now, in consideration of exempt- 
ing you from the antitrust laws in certain various fields”’—which you 
have attempted to mention in your testimony this afternoon—‘we 
want you not to fix prices but to agree with the Government that you 
will not improperly raise prices.” 

Now, why did I ask that question? Because we have before us—I’m 
sorry I haven’t it here, and Chief Counsel tells me I did not put it in 
the record when I talked about it the other day—we have here from the 
files of one of the oil companies a statement about the queries that were 
being raised in the Dutch Parliament about the Dutch Shell Oil Co. 
raising prices to the consumers over there as a result of this effort. 

What the Government was doing was making an appeal to the 
patriotic sentiments of the executives of the oil companies. I have 
no hesitancy in saying that in World War II, and I was here during 
the time as a Member of the Senate, the oil industry did cooperate most 
effectively. I would even agree that the oil industry should have had 
a rose pinned on it for what it did during World War II. 

But that is not the situation now. It would not be, as I see it, an 
exemption grant, but the oil companies, in return for the exemption 
with respect to tanker use and the items that you have mentioned here 
today, would have agreed that extortionate prices would not have 
been levied; that those companies would not take advantage of the 
situation to increase the prices. 

Now what has happened—and we have the facts here—the tanker 
rates were skyrocketed. - Don’t you know that? 

Mr. Hansen. I understand certain Greek owners make a million 
dollars a trip, and I suppose that they —— 

Senator O’Manoney. I do not know which ones did it, but I know 
some did, and their tankers are being used. The price that the traffic 
would bear apparently, according to this evidence, was being levied. 
Now would not such an agreement, such a consideration, have been 
possible to write into the agreement? You understood me, because 
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you have said in response to my question that you thought the oil 
companies would not agree to it, because the Government was asking 
for them to do something. Now I am not inclined to agree with you, 
that these companies would not have agreed. 

Mr. Hansen. I did not say they would not. 

Senator O’Manonry. You had some doubt. 

Mr. Hansen. I stilldo. But I do not disagree—— 

Senator O’Manoney. But if the question had been raised, and it 
never was raised, then you would have known. 

Mr. Hansen. You indicate an agreement not to improperly in- 
erease prices. Well, they will contend that they have not improperly 
increased it or 

Senator O’Manoney. May I have that exhibit from Esso that we 
had here this morning? I just wanted to show you what raises the 
difficulty in our minds. 

Senator Dirksen. Judge, you will have to let me ask the chairman 
a question. 

r. Chairman, what you contemplate here would have been in writ- 
ing—everything in writing? 
‘Senator O’Manoney. It would have been in this voluntary plan- 
ning. 
-, Senator Dre«sen. Well, it would have been reduced to writing in 

e plan? 

Senate O’Manoney. I think so. The witness has reduced it in 
writing in his statement, and it did not take a page. The exemption 
from the antitrust law which is granted in the agreement is as broad as 
a barn door. 

Senator Dirxsen. Yes, very well. 

Senator O’Manonery. What I am trying to do is limit it. 

Senator Dmxsen. First then, your notion is there should have been 
something in writing to cover this. Now, secondly, would there have 
been an enforcement clause in that memorandum of understanding ? 

Senator O’Manoney. I think it would have been perfectly possible 
for the purchasing agent of the Department of Defense to know 
whether extortionate raises were being made. They were made, ac- 
cording to Admiral Lattu. Hehas told us that by reason of this agree- 
ment and these exemptions, which have been granted and approved by 
the Attorney Geneval, the cost to the United States Government will 
be almost $85 million. And he showed what the price increases were. 

Senator Dixsen. Well, Mr. Chairman, here is what is in my mind. 
Here are these 15 companies with their representatives. Everything 
is now pretty well arranged except a discussion of the price. So they 
say: “Now, look, fellows, we do not want you to raise the price—do 
you mind if we put a little something in this agreement that you will 
not improperly raise the price?” 

There is nothing in there now enforcing it. And after a month or 
two, one or more may raise the price. Now what I am thinking about 
is this: Suppose it happened that somebody had broken the line? 
Would we today be quizzing Judge Hansen as to why he was so 
silly as to not get this thing nailed down legally so it was enforce- 
able? Maybe you would be here for an entirely different purpose 
this afternoon, Judge, and we might be spanking you all around the 
stump that you were equal to the responsibility and you did not get 
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it nailed down in plain English so that you could go ahead and 
enforce it. 

Senator O’Manoney. Senator Dirksen, you are a good lawyer, and 
I have known you, in the Judiciary Committee—off the record. 

(Discussion off the record. ) 

Senator O’Manoney. But this could have easily been written into 
the docket. It seems to me that the companies could not raise prices 
above such and such an amount. But there would also be this pos- 
sibility—once I introduced a bill to require it—that when the amount 
of industry in any particular line was controlled by less than five 
companies, and there are many such instances, that no price rise should 
be allowed until those companies filed an explanation of a reason for 
the rise with the Department of Justice or the Federal Trade Com- 
mission. 

Now this is extraordinary, I grant you, but it is only because we 
are living in extraordinary times. Free government is in danger of 
extinction, and it can be written off by monopoly just as well as it 
can be written off by dictatorship. It can be written off in the eco- 
nomic field just as it can be written off in the political field. Unless 
we keep our eyes open to this, we are in great danger. 

I think that the leaders of the great oil companies of the United 
States are even willing to make great sacrifices to protect their coun- 
try. Ihave not any doubt about it. 

I think that we were in such haste to do this job that we left loop- 
holes that have brought about unnecessary and extortionate increases 
of fuel prices, of products prices. I am not complaining about the in- 
crease in the price of crude oil because I know that we have allowed 
inflation to run amuck in this country. 

My authority for that is the Secretary of the Treasury and former 
President Hoover, who only a litle while ago advised that he had his 
hair curled by runaway inflation at one time, and he saw the signs. 

All I am pleading for now is such a handling of this matter in 
the future that we can continue to supply the oil to Europe without 
offending the intent and purpose of the antitrust law and without 
permitting monopolistic practices. 

Senator Dirksen. May I intrude a minute? 

Now I am just delighted, Mr. Chairman, by this disseration on the 
law, but where is the enforcement- The great American slogan is 
“There ought to be a law,” and when they say there ought to be a law, 
they want some punch in it. They want to be able to go into a court 
and allege and get it all out there in specifications, and then the 
prayer for damages and whatever punitive action might be taken. 

Senator O’Manoneyr. We are not talking about a law, we are talking 
about a voluntary agreement. 

Senator Dirksen. I know. 

Senator CarrotL. May I continue—— 

Senator Keravuver. Mr. Chairman, wouldn’t it be just as enforce- 
able as the rest of the matters included in the vountary agreement, 
that is, the tanker pool? It is all on an effort that they are going to 
voluntarily do certain things, and wouldn’t one be just as enforce- 
able as the other? It would seen so to me. 

Don’t you think that is true, Judge Hansen? It all rests on their 
voluntary cooperation ? 
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Mr. Hansen. Entirely voluntary. 7 
Senator Keravuver. So that pooling of tankers, that is not enforce- 
able? You have no way of enforcing it? 
Mr: Hansen. No, sir; we have not. 
Senator Keravver. The only leverage you have is that if they do 
not carry out their agreement to pool resources, you can withdraw 
the antitrust immunity ? 
Mr. Hansen. Yes, sir. 
Senator Keravuver. And that would be the same leverage you would 
have over prices, if they did not hold some price line, or try to prevent 
rices from going up, you could withdraw your antitrust immunity ? 
sn’t that true? 

. Mr. Hansen. That is the only enforcement. You never can en- 
orce it. 

Senator Dmxsen. But, Judge, the burden of all the interrogation 
here for several days has been: Mr. Wormser, why didn’t you say 
something about it; Mr. Seaton, why didn’t you say something about 
it; Mr. Hansen, why didn’t you say something about it. 

Very well, maybe something should have been said. But, from 

our standpoint, as identified with the law-enforcing agency of the 
United States Government, the question is: If the price line had been 
broken, that what might have been said as to your negligence—get- 
ting something that was enforceable in the field of price? Not in the 
field of tankers, in the field of price, as it touches the consumer in 
this country. 

Senator O’Manoney. I really do not agree with you, Senator, but 
I am not going to argue with you for the record. We will argue when 
there is no record being taken. 

Senator Kerauver. May I just make a request of Judge Hansen? 

Senator O’Manoney. Will you pardon me—— 

Senator Keravver. Judge, would you mind furnishing us for the 
record, setting it up as to the present status of the cartel case, your 
ae oaanete, and also your best estimate when it may be reached for 
trial ? 

Mr. Hansen. Yes, sir; I would be happy to. 

Senator Kerauver. After you have examined the record and talked 
with your associates. 

Mr. Hansen. Yes, sir; I have been examining the record. I have 
sat through many days of preparation of that trial personally. I will 
be happy to furnish you with the present information. 

The material referred to is on p. 655.) 
enator Keravuver. I am interested in the status of the cartel case, 
and where it is, and when we can expect the trial to begin. 

Mr. Hansen. Yes, sir; I would be happy to do that. 

Senator Keravuver. Thank you. 

Mr. Hansen. I would like to comment, if I might, to Senator 
O’Mahoney, I do not want any of the Senators to feel that any of the 
comments made have not had a very indelible impression on my mind, 
and I am sure that I will think of them in the future. 

Senator O’Manonry. We are looking to the future. 

Senator Carroll. 

Senator Carroti. May I now pursue my questioning? 

Senator O’Manoney. You may indeed. 
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Senator Carrot. Judge, yesterday we had some testimony that 
there has been a serious depletion of the inventory of oil in this coun- 
try. That was anticipated by the September 19 statement. We know 
when that shortage exists, with all the problems that were presented 
on September 19, it seemed that the price rise would be inevitable, 
unless some action were taken. 

I take the position from what you said that the Attorney General 
holds a good club, that he has to approve or he can disapprove. Now 
here is my personal opinion: We have left in the hands of a few 
major giant oil companies with international interests almost the 
entire formulation of a policy in order to get them to deliver oil that 
was needed. We know that they had extensive holdings in the Middle 
East, and we know the old Biblical expression, and it certainly ap- 
plies to the giant oil companies, that their heart is where their treas- 
ury is, and a great amount of their treasury is in the Middle East, 
and they want to preserve their treasury. That is one of the reasons 


-that is a part of the Eisenhower doctrine for which we are going to 


spend some $200 million in the first year and then another $200 
million. 

We had a club that we could have used upon them to get them to 
hold the prices, in my opinion, had we been able to write in some- 
thing, perhaps not an enforceable sanction, that you could see, except 
the one that you have the power to withdraw if they created an in- 
flationary pressure affecting the whole economy as it has affected it 
today. 

That is a thought I leave with you. It is only my personal opinion. 

Mr. Hansen. I notice that just yesterday, after some 2 months, 
the Texas Railroad Commission has increased the daily allowables. 
It might well be that our reserves might be replenished somewhat 
by the increased production in the State of Texas. 

Senator Carrot. What I was trying to say, appreciating your 
own position as a distinguished lawyer in the Department of Justice, 
here is an emergency, we have got to get this oil, but you have really 
got to stand almost with your hat in your hand to get the voluntary 
agreement so they will get the oil moving because they control it. 
But we did have this power, and you still have the power, the right 
to withdraw. And at the same time as they give us the oil, the price 
is going up. 

have not gone into the Export-Import loan implications. I won- 
der if you could answer this question: Did the oil come to this coun- 
try, because they could only get the billion dollars from the Export- 
Import Bank for the people of Europe in this way? Is that why 
they did not ship it directly to Europe, or are you familiar with 
that situation ? 

Mr. Hansen. I cannot answer that question. I know that our own 
industry, however, was attempting to restrain the importation of for- 
eign oils to this country before the Suez emergency. 

Senator Carrotu. Yes; but I am referring to the voluntary agree- 
ment because this concerns the international majors and the major 
integrated companies of this Nation. 

Mr. Hansen. I do not feel qualified to answer your question, sir. 

Senator Carrotz. That isall. Thank you, Judge. 

Senator O’Manonry. Mr. McHugh, you wanted to ask a few ques- 
tions. 
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Mr. McHven. Judge Hansen, won’t the approval of immunity 
granted under this plan of action, and the previous approval by the 
Attorney General to the so-called Iranian consortium, seriously inter- 
fere with the ability of the Government to successfully prosecute the 
cartel suit ? 

Mr Hansen. I would say definitely “No.” ; 

Mr. McHven. Don’t you think that it may be a psychological dis- 
advantage to you in the trial of this case where defense attorneys will 
be able to point to the Government coe immunity for similar 
type of conduct which is at that time being charged as being illegal? 

Mr. Hansen. It might; it may work just the other way. 

Mr. McHven. In other words, if they indicate here, now, they had 
to have the immunity, it might indicate that they, not having it before, 
might be guilty ? 

Mr. Hansen. So I think psychologically it balances one way as 
well as the other. 

Mr. McHveu. Have there been any efforts in the case of the cartel 
suit to negotiate a settlement ? 

Mr Hansen. Specific negotiations; no. There have been 1 or 2 
that they might be interested, but we have had no formal suggestion 
from anyone. 

Mr. McHoven. Are there any negotiations pending now for possible 
settlement ? 

Mr. Hansen. No, sir. 

Mr. McHveun. Has there been any effort on the part of any of the 
companies to obtain a voluntary dismissal by the Department of 
Justice ? 

Mr. Hansen. Any effort? I have heard several of them indicate 
the case should be dismissed because we had no case, but it has gone 
in one ear and out the other, and I have not even considered it 
seriously 

Mr. McHvscn. Does the Government have any intention of dismiss- 
ing any of the defendants from the cartel suit ? 

Mr. Hansen. Certainly not tomy knowledge. 

Mr. McHveu. Voluntarily? 

Mr. Hansen. Certainly not tomy knowledge. 

Mr. McHvucn. Judge Hansen, Mr. Wormser testified yesterday that 
schedule 4, which provided for rearrangement of pipelines in the 
United States, had been, for all practical purposes, suspended. Were 
the views of the Department of Justice consulted in connection with 
this action to suspend the operation of that schedule? 

Mr. Hansen. I will have to ask Mr. Fugate. 

Mr. Fugate tells me that he was not, and he would be the man that 
would be consulted, as he is designated in that position. They have 
not consulted with reference to that schedule 4, the abandonment of it. 

Mr. McHveu. The Department of Justice was consulted previous : 
to the approval of the schedule, was it not? : 

Mr. Hansen. Yes,sir. Waitaminute. The approval ofschedule4? | 

Mr. McHveu. Schedule 4. : 

Mr. Hansen. Yes, sir. 

Mr. McHveu. Is it your understanding, Judge Hansen, that itis | 
necessary to have this type of a schedule in order for companies in ) 
the United States to enter into the type of arrangements which are 
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contemplated by that schedule and escape violation of the antitrust 
laws ¢ 

Mr. Hansen. The bringing of oil from the Gulf of Texas to the 
east coast requires the use of pipelines as well as tankers. If we are 
going to have the oil available to the east coast, divert that which was 
coming from the east coast over to Europe—to effectively operate the 
plan it seemed reasonably maps 

Mr. McHvueu. In the absence of a schedule authorizing some kind 
of joint action by the companies with reference to the rearrangement 
of pipelines, would this type of activity be in violation of antitrust 
laws ¢ 

Mr. Hansen. I think it might well be. 

Mr. McHueu. Judge, calling your attention to the report of the 
Attorney General, of February 9, 1957, on page 56, under the item 
“Current operations under the amended plan”—here is the statement: 

In the United States joint action has been taken to alter the flow of certain 
pipelines and combine the operation of others in order to increase the petroleum 
available for tanker loading at gulf coast ports. 

Now was the action that is referred to there done pursuant to this 
schedule 4 ? 

Mr. Hansen. Yes; ye they were. And that is the matter I was 
mentioning when I told you I thought it was necessary. 

Mr. McHuexu. Now I may be mistaken—— 

Mr. Hansen. You asked was that done under schedule 4? 

Mr. McHvuen. Yes. 

Mr. Hansen. I do not know any other basis that it could be done 
under other than schedule 4. Therefore, my conclusion is that it comes 
within schedule 4. 

Mr. McHucu. We were under the impression, from the testimony 
given by Assistant Secretary Wormeer, that no action had been taken 
under schedule 4 of any type. 

Mr. Hansen. Maybe he is of the opinion that that could be done 
without schedule 4, I do not know. I have not discussed it with him. 

Senator O’Manoney. No; his testimony was very clear on that point. 
Perhaps I might advise the witness about that. i 

I was interrogating Secretary Wormser, and I said to him: 

Senator O’Manoney. Let me intervene. As I recall the testimony of Mr. 
Wormeer a little while ago, you expressed concern about the domestic industry. 

Mr. WorMser. Yes, sir. 

Senator O’Manoney. You would not want to see any domestic industry, do- 
mestic producer, or domestic refinery a victim of a practice prohibited by the anti- 
trust laws as the result of any part of this agreement, would you? 

Mr. WormMseEr. Absolutely right. 

Senator O’Manoney. So that if schedule 4 should affect adversely any domestic 
producer or refiner, it would be your opinion that nothing should be done under 
schedule 4? 

Mr. Wormser. I would issue an order to countermand it. 

Senator O’Manoney. And nothing has been done to date? 

Mr. Wormser. Nothing has been done to date. 

Senator O’Manoney. The time is ripe for such an order to repeal schedule 4. 


Mr. Hansen. Then assume pursuant to that it is withdrawn; is 
that correct ? 

Senator O’Manoney. Oh, no; it has not been. 

Mr. Hansen. Suspended operations. 
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Mr. McHuen. Judge Hansen, in connection with that, then I won- 
der, would you tell us what specific companies entered into the kind 
of arrangements, and explain just what type of arrangements were 
involved in this reference in the Attorney oe report ? 

Mr. Hansen. I haven’t it here, but I would be happy to get the 
information and submit it. Do you desire me to do so? 

Mr. McHveu. Yes; if you would, please. 

(The material referred is on p. 655. ) 


Mr. McHueu. Do you know whether or not the companies reported 


this action to the MEEC, and was this action reviewed by the review 
committee ? 


Mr. Hansen. Well I do not know of my own knowledge. Mr. 
Fugate tells me it has not been submitted to the review committee. 

Mr. McHvuseu. Isn’t this action required to be approved by the re- 
view committee under the plan of action ? 


Mr. Hansen. If it was a part of the plan of action, pursuant to the 


plan of action, yes. But if it was an independent company operation, 
it would not be. 


Mr. McHueu. The reference here in the Attorney General’s report 


is to concerted action which you state would be illegal in the absence 
of a schedule authorizing this kind of action. 


Mr. Hansen. I said it might be. 


Mr. McHucu. Was there a specific study of the transactions in- 
volved here to determine whether or not it violated the antitrust laws? 


Mr. Hansen. May we check the record and submit that information 
for you also? 


Senator O’Manoney. In order to help you do that, may I read into 
the record the testimony that was given by Mr. Wormser on this point 
on February 6? Mr. McHugh was examining him. I am reading 
from page 178 of the transcript of Wednesday, | February 6, 1957: 


Mr. McHueH. Mr. Wormser, you have made reference to the fact that this 
most recent schedule, schedule 4, provided for the rearrangements of pipelines in 
the United States, in order to get oil to the gulf coast in the most efficient manner. 

Now, is that schedule put into effect pursuant to the specific amendments on 
December 3? 

Mr. WorMSER. I might explain, sir, that that schedule was designed to enable 
some of the persons who are able to utilize existing pipeline capacity, perhaps 
to reverse the flow, so as to get more to the gulf coast, and they felt that they 
ought to have antitrust immunity if they were even to discuss that with their 
competitors. 

In the meantime, I find that there is some question as to whether the Govern- 
ment would be partial to these companies and not to, perhaps some independents 
or others. So yesterday I instructed the Vice Chairman of the MEEC not to take 
any action under the schedule until he has given us notice, at least 72 hours 
notice, so we will have a chance to disapprove it, and also that we are reviewing 
the schedule, so that if there is any intimation that this in any way damages any 
domestic interests, I can assure you, sir, we will suspend it. 

Mr. McHvueGH. Mr. Wormser, what type of companies do you have in mind which 
would participate in any of the arrangements with reference to these domestic 
pipelines? Are they just members of the MEEC? 

Mr. WorMSER. Essentially members of the MEEC; yes, sir. 

Mr. McHucH. This would not include any arrangements with any other do- 
mestic producers or refiners? 

Mr. WorMseEr. It might be, but I think it is a technical question. 
refer that to Mr. Stewart, here, to answer, sir. 

Mr. Stewart. The schedules or the actions that might take place under that 
schedule 4 would be those actions basically taken by the pipeline companies which 
were in a position to furnish transportation of petroleum to the gulf coast, and 
those companies, to the extent that they were members of the Middle East Emer- 
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gency Committee, would be included and if, in turn, there were other pipeline 


companies that had to be brought in, they could be designated by the administra- 
tor as a participant in this particular action. 


Independent refiners or independent producers who had no pipeline simply 
would not be in a position to make a contribution to pipeline transport capacity. 
Mr. McHvueu. But, if there were other independent producers who had pipe- 
line capacities, who entered into any of these arrangements, and they were not 


members of the Middle East Emergency Committee, could they also obtain this 
immunity to the antitrust laws? 


Mr. STeEwArT. To the extent they were designated by the administrator as an 
essential element in the individual transaction, they would get that immunity. 

This is an illustration of how frank the Department of the Interior 
people were in their testimony to this committee, and in their desire to 
prevent any injury within the United States to domestic producers, 
domestic refiners, and the people of the United States generally. 

So that it seems to me, particularly with respect to schedule 4, we are 
dealing with an amendment to the fore eign supply committee volunteer 
agreement established before the Defense Production Act of 1955. 
There is extreme doubt of the legal right of the Government to grant 
antitrust immunity without the consent of Congress to any agreements 
among the committees that affect the operation of the petroleum i in- 
dustry in the United States itself. 

Of course, I think that as soon as Congress came into session again, 
appeals should have been made to the Congress for the necessary au- 
thority, when it probably would have been granted very speedily, and 
we would have closed the loopholes that seem now to exist. 

Did you have any further questions? 

Mr. McHvuceu. One last question. 

Judge Hansen, referring to the minutes of the meeting of the 
Middle East Emergency Committee of January 4, 1957, in_ which, 
among other things, this question of schedule 4 is ‘considered, there 
appears the following statement: 


Mr. Fowler stated that it had been reported that actions already undertaken 
of the kind described in schedule 4 had made available approximately 100,000 
barrels a day of crude oil at the United States gulf for movement to Europe or 
to the east coast in substitution for Middle East supplies diverted to Europe. 


After discussion, upon motion duly made, seconded, and unanimously carried, 
it was: 


“Resolved, that schedule 4 be approved and submitted to the administrator.” 

Now I ask whether the Department has made an analysis of the 
details of this transaction to determine whether, since it was enacted 
before schedule 4 was passed, whether or not that would involve a viola- 
tion of antitrust laws? 

Mr. Hansen. There is no antitrust immunity granted, and we have 
not accumulated the facts on it yet. 

Mr. McHueu. You say you have not? 

Mr. Hansen. Have not. 

Mr. McHuen, Does the Department have under consideration then 
a study of this situation to determine 

Mr. Hansen. Mr. Fugate just mentioned to me that they were. 
That was the fourth, was it not 2 

Mr. McHven. This is schedule No. 4. 

Mr. Hansen. I was away from the 4th until the 17th and I, 
frankly, have not had an opportunity to review those minutes as yet. 
Mr. Fugate tells me that he is checking it. 
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Mr. McHven. In the event that the Department concludes that 
these matters violated the antitrust laws, I assume that action will 
be brought. 


_ Mr. Hansen. We are certainly going to consider it and see if there 
is any violation. 

Mr. McHueu. Now the situation that is referred to in these min- 
utes, does that refer to the same facts as are contained in the Attorney 
General’s report ? 

Mr. Hansen. Yes, sir. 

Mr. McHvueu. That is the same situation? 

Mr. Hansen. It is the same one. 

Mr. McHveu. Has any other situation come to the attention of 
the Department involving other types of rearrangement of pipelines 
previous to the adoption of schedule No. 42 

Mr. Hansen. I know of no other instance. And I learned of this 
for the first time today. 

Mr. McHveu. Then do I understand that you are going to review 
these facts and submit them to the committee and tell us what the facts 
are with reference to the—— 

Mr. Hansen. Is that your desire? 

Mr. McHvueu. Yes; if you would. 

Mr. Hansen. Very well. 

Senator O’Manoney. Judge Hansen, as Chairman of the Com- 
mittee, I feel that this agreement you have made with General Counsel 
McHugh is most helpful. As I said at the beginning this morning, 
we are looking to the future, and nobody can doubt the crisis in whic 
the world is involved. Nobody can doubt that it is important for those 
of us who are in the Government, whether in the executive or in the 
legislative branch, under the Constitution of the United States, to do 
everything in our power to see that we do not cut corners under the 
Constitution of the United States and the laws as they stand. 

Certainly, if we are going to preserve free competition, prevent 
monopolistic practices and monopoly, we have got to be most careful 
in granting any immunities. And that, of course, was the attitude 
of the Senate Banking and Currency Committee when it passed the 
amendments of 1945. 

We are very grateful to you, sir, for your presentation this after- 
noon, your readiness to answer the questions and to cooperate with us. 

Mr. Hansen. Thank you, sir. 

Senator O’Manonry. The committee will meet tomorrow morning 
at 10 o’clock. The first witness will be Senator Margaret Chase Smith 
of the State of Maine. She will be followed by Mr. Hines Baker, 
president of the Humble Oil Co.; and then by representatives of the 
Texas Oil Co., President Foley and Vice President Lilley, the Texas 
Co. being a member of the MEEC. 

The committee stands in recess until 10 tomorrow morning. 

(Whereupon, at 4:40 p. m., the subcommittee adjourned, to recon- 
vene Thursday, February 21, 1957, at 10 a. m.) 
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EMERGENCY OIL LIFT PROGRAM AND RELATED 
OIL PROBLEMS 


THURSDAY, FEBRUARY 21, 1957 


Untrep States SENATE, 
SuBCOMMITIEE ON ANTITRUST AND Monopoty, 
OF THE COMMITTEE ON THE JUDICIARY AND 
SvuscoMMITTEE ON Pusiic LANDs OF THE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
Washington, D. C. 

The subcommittees met, pursuant to recess, at 10:15 a. m., in the 
caucus room, Senate Office Building, Senator Joseph C. O’Mahoney, 
presiding. 

Present: Senators Kefauver (chairman of the Subcommittee on 
Antitrust and Monopoly), O’Mahoney (presiding), Wiley, and Dirk- 
sen, of the Subcommittee on Antitrust and Monopoly of the Com- 
mittee on the Judiciary. 

Senators O’Mahoney (chairman of the Subcommittee on Public 
Lands), Barrett, and Carroll, of the Subcommittee on Public Lands 
of the Committee on Interior and Insular Affairs. 

Committee and subcommittee staff members present: Donald P. 
McHugh, cocounsel, Antitrust; James De Maras, Jr., research con- 
sultant, Public Lands; H. B. Watson Snyder, consultant, Antitrust; 
Peter Chumbris, counsel for minority, Antitrust; Carlile Bolton- 
Smith, counsel to Senator Wiley; Louis Rosenman, attorney, Anti- 
trust; Paul Banner, economist, Antitrust. 

Senator O’Manoney. The committee will come to order. 

We have the privilege this morning of having as our first witness 
Senator Margaret Chase Smith of the State of Maine who, by her 
record both in the House of Representatives and in the Senate of the 
United States, has won herself a distinguished place in the history of 
congressional leadership and in expression of opinion. 

We are very happy, indeed, to have you with us, Senator Smith, 
and we will be glad to have your statement. 

You may proceed, 


STATEMENT OF HON. MARGARET CHASE SMITH, UNITED STATES 
SENATOR FROM THE STATE OF MAINE 


Senator Smirn. Mr. Chairman and members of the committee, at a 
meeting of February 6, 1957, the members of the New England Sena- 
torial Coriferenics instructed me to appear in behalf of that group 
before senatorial committees investigating the matter now before your 
committee. It was also anticipated that the Committee on Interstate 
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and Foreign Commerce, of which four New England Senators are 
members, would hold hearings on this matter. 

Consequently, I have delayed my request for appearance before 
your committee until the Committee on Interstate and Foreign Com- 
merce organized its plans for inquiry and study of this matter. I did 
so in the desire of appearing before the two committees at approxi- 
mately the same time. However, I was informed the other day that 
the Committee on Interstate and Foreign Commerce had decided, in 
the interests of avoiding duplication of the hearings of your com- 
mittee, not to hold hearings although making a serious study of the 
matter. 

Mr. Chairman, I want to thank you very kindly for giving me this 
opportunity to come in here this morning. 

enator O’Manonry. We are very happy to have you with us. 

Senator Smiru. I believe that there is little that I can add to the 
basic information which has been given you other than some refine- 
ments with respect to the effect of the fuel oil price rise upon the 
New England States of Maine, New Hampshire, Vermont, Massachu- 
setts, Rhode Island, and Connecticut. 

As a region, New England probably has the coldest and longest 

winters of any area in the United States. Since there have been no 
appreciable discoveries of oil or natural gas in New England and with 
the conversion from coal to oil heating during recent years, New 
England is perhaps the heaviest and most dependent consuming area 
of fuel oil. 
_ To that extent, we of New England are at the mercy of the oil pro- 
ducers. We do not have the luxury of refusing to buy fuel oil if we 
feel the price is too high. We have practically no choice but to buy— 
if we want to keep our homes warm and our families from freezing. 
That is particularly the case in my own home State of Maine. 

As one who believes in free enterprise, I would ordinarily be im- 
pressed with the policy of permitting the law of supply and demand 
to be applied to the adjustment of this situation. Unfortunately, that 
respected law is not completely applicable to this situation for the 
simple reason that the situation existing at least borders on, or ap- 
proaches, a monopolistic condition. 

For a competitive factor is almost nonexistent. The only appre- 
ciable element of competition which has acted to provide some degree 
of protection for New England fuel oil consumers in the past has 
been foreign imports of oil. And on that score we of New England 
have had to wage a continuing fight against attempts of domestic 
producers to have restrictive quotas and other restrictions placed on 
foreign imports of oil. Obviously these attempts of the domestic oil 
producers have been to eliminate the competition of foreign oil. 

Had their efforts in the past on this been successful, they would have 
converted New England fuel oil consumers into practically a captive 
market and made them helpless captive consumers. 

I have read and been told that domestic oil producers have claimed 
that an oil price rise was justified and necessary many, many months 
ago and even years prior to the recent rise in prices. Perhaps they 
are right. Perhaps they can fully justify the oil price rise. For I 
would unhesitatingly acknowledge that there has been a general rise 
of prices on many commodities. 
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But surely that cannot justify the recent raising of oil prices on the 
law of supply and demand for production and storage statistics reveal 
oil supplies and inventories at their highest levels in history. The 
plain fact is that the supply is greater than the demand. And under 
the working of the law of supply and demand, prices should fall 
instead of rise when supply far exceeds demand. 

What, then, is the explanation and the justification? Apparently 
it is the Suez crisis and the blocking of the Suez Canal. But if that 
is the attempted justification and explanation, it is not convincing for 
supply and consumption still remain ahead of production. 

Instead what appears to be an attempt to exploit the Suez crisis 
actually makes domestic oil producers extremely suspect. If there 
was a justification and need for increasing oil prices years and months 
ago, then why didn’t the domestic oil producers raise their prices at 
that time? 

Mr. Chairman, I don’t profess to know the answer. But I would 
observe that it is entirely possible that oil prices were not raised by 
domestic oil producers prior to the Suez crisis for the very obvious 
factor of competition from foreign imports of oil. Perhaps domestic 
oil producers didn’t dare increase prices for their oil for fear that they 
would lose such markets as the New England market because imported 
foreign oil could be purchased at lower prices. 

So that it may very well be that the Suez crisis is the real reason 
for the price increase since the factor of foreign oil competition 
appeared to be eliminated or drastically curtailed for the period of the 
Suez crisis. In other words, that it was the element of elimination 
or curtailment of foreign competition rather than a matter of supply 
and demand. 

For the Suez crisis at least gave the hope of greater possibility of 
making New England more of a captive market than it had been in 
the past—more of a captive market than had been unsuccessfully 
attempted by domestic oil producers’ pressures for restrictions against 
foreign oil imports to New England. 

This is not a pleasant picture to captive consumers bearing the 
brunt of a fuel oil price increase in the middle of a very cold winter. 
The people of New England are reasonable and fair people. But 
they, in turn, want fair treatment and they protest economic exploita- 
tion of themselves. 

The authoritative magazine Fuel Oil and Oil Heat estimated that 
on January 1, 1956, there were 1,380,133 oil burners in use in New 
England, of which approximately 6 percent were in small stores and 
the like, the balance in homes. 

The average consumption of fuel oil, for New England, per house- 
hold is figured by the industry as 1,600 gallons per year. This, of 
course, may vary with weather and obviously from home to home de- 
pending on the condition of the equipment and the design and con- 
struction of the home. 

In 1956 the price of fuel oil per gallon in Portland, Maine, rose from 
14.1 cents as reported in January 1956 to 15 cents in 1957—a rise of 
almost 1 cent a gallon. But in 1 month in 1957 from January to 
February there was an even greater rise from 15 to 16 cents. In other 
words, a price rise of 1 cent in 1 month. I am told that such an in- 
crease of 1 cent occurred throughout New England. 
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Senator O’Manoney. I do not know, Senator Smith, whether it 
has been called to your attention, but Admiral Lattu of the United 
States Navy, who is procurement agent for the 8 armed services for 
the purpose of buying oil products, testified before this committee that 
in his opinion these price increases, of which you testify, will cost the 
Government of the United States, through the different services, not 
less than $84,700,000 during the next 12 months. 

So that, if it is any satisfaction to you, you can tell the homeowners 
in New England that the United States Government is in exactly the 
same position as they are, paying the higher toll which has resulted 
after, if not because of, the Suez crisis. 

Senator Smira. Mr. Chairman, then the people in New England 
are paying more than the prices which I have just related, since they 
ae the pzomppenaneant and paying the taxes toward that $84 million, are 
they not? 

, fenton O’Manonry. That is a very characteristic point, Senator 
mith. 

Senator Smirn. If the 1-cent rise holds for the rest of 1957, it will 
mean that the relatively captive consumers of New England will have 
had to pay out of their pockets over $22 million more for fuel oil than 
they did in 1956. 

nd it may ultimately be even more than that in view of some claims 
that it will be necessary to raise oil prices even more. For every cent 
raise on a gallon of fuel oil, the heating bill of New England fuel oil 
consumers will be hiked another $22 million. 

Senator O’Manoney. Perhaps, Senator, you may remind your con- 
stituents, and I am sure all New England count themselves your con- 
stituents, that there are so many millions of people in the United 
States who buy the commodities of many industries, that those who 
are in the position to control the manufacture and distribution of 
products, which are regarded as necessities of life by most of our 
people, can command huge profits from small distribution. 

The fact that you are testifying reminds me that you probably 
look at the $64,000 Question occasionally, as I do. The penny pur- 
chases of cosmetics by the women of America have made possible this 
extraordinary giveaway program on television, the $64,000 Question, 
the $64,000 Challenge, and other programs—all built upon the ability, 
the skill, the efficiency of manufacturers of capturing a market of 
small purchasers throughout the United States. 

We are today, I think, in this situation, so far as oil is concerned, 
just the same as the purchasers of cosmetics. Because so many peo- 
ple need oil, there is a tremendous profit to be gained. And when 
the people of the United States as a whole feel that they are being un- 
justly dealt with, those who are handling such an industry should be 
warned as to what may happen. 

I am not threatening, but I have pointed out to the oil industry that, 
on the 11th of February, I think it was, Congressman Heselton, of 
Massachusetts, introduced a bill in the House to make the petroleum 
industry a public utility and subject it to the control of the Govern- 
ment through a new Commission. 

We do not want Government controls. As a people, and as legis- 
lators, we limit Government controls as much as we can. We estab- 
lish them only when public demand makes it important that they 
should be established. 
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When a record seems to show, as this record shows, that the in- 
ereased prices of oil products have been out of line, the danger of ex- 
tended Government control certainly appears on the horizon. 

You will notice I spoke of oil products, not of crude oil, because 
I know that independent producers and independent refiners are in a 
squeeze, just as well as the householders are, because their economic 
life is largely dependent upon what the giant corporations who are 
now handling the European oil lift do or do not do. 

Senator Smiru. Thank you, Mr. Chairman. 

Senator Witry. Senator, to give you some comfort, I have just got a 
letter from a constituent in my State. If you are getting oil up there 
in your State for 16 cents, up in my State he is paying 17 cents, if that 
will give you any comfort. 

Senator Smiru. Well, we are paying 17 in some part of Maine. I 
suppose it gives some comfort, but it does not give the people in the 
State much heat. 

Senator O’Manonry. Would you mind telling us what you would 
have to pay if you bought oil up there? 

Senator Sauru. I live in the central part of Maine, and pay 16.9 
cents a gallon. 

Senator Witry. If you don’t mind, I would like to put into the rec- 
ord this letter, together with an exhibit, showing that in 1941 the price 
of fuel oil was 7.7—it goes through the years—and in 1943, 8 cents; 
1946, 814 cents; 1947, 9.3 cents; 1948, 10 cents; 1948 it went up to 13.9; 
1949, 14.1; 1950, dropped to 12.3, and increased constantly through 
those years until we get to 1955, 1514 cents; 1956, 16 cents; 1957, 17 
cents. 

Mr. Chairman, if there is no objection, I will place this in the record. 

Senator O’Manoney. It may be received. 

(The documents referred to are as follows:) 


MILWAUKEE SCHOOL OF ENGINEERING, 
Milwaukee, Wis., February 14, 1957. 
Senator ALeEx WILEY, 
Senate Office Building, 
Washington, D.C. 

DEAR FRIEND WILEY: My compliments to you regarding your action before 
Congress on the investigation of fuel oil and gas increases. 

It might be of interest to you to have the itemized list of prices paid by me 
for fuel oil during the period of 1941 to the present time, 1957. This list shows 
the actual amount paid, per galion, during the period mentioned. 

Any other information that will be helpful will be gladly furnished you. 

Very truly yours, 
A. ©. Scumipt, Coordinator. 


Price per gallon of fuel paid to Socony-Vacuum Oil Co., now Socony Mobil Oil Co. 


Price Price 
Year: (cents) | Year—Continued (centa) 
TIT ici crattininfaiersiaytietteainedincaiiottaiaele rok 1950 (February) ~..---..--_ 13. 0 
I iaocsesnepasniconinatcs Gnninragteeitnctabbiacay 8.0 I tera igres enc aempicientniot conde 13. 8- 
I a el he ee 8.5 1951 (November, through 
IPT i ics-6 user tdbiasenciaciiana re demitast 9.3 RED seta cares ttncaes tamecpatikeecdiomen 14.0 
Be vtncsninncsibatnaibie-ssgecttccaenontiliine 10. 0 UN aaa van dad 8 eset eevee: 15. 0 
ee ieemseredecetine <cuaherscubeuiian 13.9 1953 through 1954_..._.____ 15. 0 
 - beer Eahien seine 4 14.1 a idling ont ae 15. 5. 
End of 1949 dropped_______- 13. 0 idee terion neh otpibiesnsnaptecias 16. 0 
a A ae ae 12.3 RN tie sconittartc ccmanieteleabemaaciedapsion 17. 


90507—57—pt. 1——_50 
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Senator Smirxa. Mr. Chairman, outside of my remarks which I 
would like to continue, I would like to say that apparently you have 
given a great consolation to many, many women, and perhaps men, 
across the country, in classing cosmetics as a necessity. I am sure the 
— will be glad to get rid of the luxury tax on lipstick and cos- 
metics. 

Mr. Chairman, perhaps your committee may not be able to persuade 
domestic oil producers to roll back their prices. Obviously the cap- 
tive consumers of New England have no significant buyer-strike bar- 
gaining power on that. : ¥ 

But if the hearings of your committee serve no other purpose than to 
prevent a further increase in oil prices, you will have earned the deep 
gratitude of the people of New England in the serious plight that 
domestic oil producers have placed them in. 

In closing, may I say that I hope and am confident that the domestic 
oil producers will be given every chance to explain their side of this 
matter. However, from my viewpoint, thus far, they have failed to 
make a plausible case for themselves and to remove the suspicion that 
New England fuel-oil consumers have of their motives. 

Mr. Chairman, I have asked for statistical information from the 
Independent Oil Men’s Association of New England, Inc., with respect 
to oil consumption and prices in New England. I submit that sup- 

lied information along with my statement to the committee for its 
information and use in the study of this matter. 

(The documents above referred to are as follows :) 


INDEPENDENT Or MEN’s ASSOCIATION OF NEW ENGLAND, INC., 
Boston, Mass., February 13, 1957. 
Senator MARGARET CHASE SMITH, 
Senate Office Building, Washington, D. C. 


Dear Senator SmitTH: This is in reference to your request for some facts and 
figures for presentation, on behalf of the Conference of New England Senators, 
to the subcommittee headed by Senator Pastore. 

On December 31, 1956, at 2:35 p. m., this association dispatched a telegram 
to President Eisenhower which we released for publication as of January 2, 1957. 
The text of the telegram is attached and marked “A.” It stated our fear that, 
in the event of a crude-oil price increase, the owners of some 8 million household 
oil burners in the United States would be the “prime target of price increases.” 
The crude increase movement began on January 3. 

The telegram referred to is as follows: 


“ExHIBIT A 


“Statement of Independent Oil Men’s Association of New England, Inc., to 
President Eisenhower, January 2, 1957. 

“The commendable American effort to prevent the Middle East crisis from im- 
posing a catastrophic petroleum shortage on Europe has placed a great strain 
on the petroleum production and transportation systems of the United States and 
other North and South American countries. 

“We realize that this effort must succeed in the interest of our national security. 
But we fear that the burden may be borne unequally and that there may be price 
inflation whith will hurt the 8 million consumers of household fuel in the United 
States. 

“We fear this may occur because, if a crude oil price increase comes, and if 
gasoline is in long supply because of lack of European demand, the heavy 
European demand for extra production of fuel oils carries the danger that the 
American fuel oil customer will be the prime target of price increases. 

“The problem of supplying Europe is a national problem and its successful solu- 
tion will benefit the whole Nation. The whole Nation therefore should share any 
incidental hardships. We are sure that you will use the powers of your office to 
insure that the household fuel customer is not asked to pay a bill which is the 
responsibility of the whole Nation.” 
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Under date of January 11, 1957, I received a letter from Arthur S. Flemming, 
Director of the Office of Defense Mobilization, in which he said, inter alia, that 
“there is no statutory authority for controlling petroleum prices’ and that thus 
“the curbing of inflationary trends becomes primarily the responsibility of the 
oil companies themselves and we hope that their actions will reflect a sense of 
public responsibility.” A copy of this letter is attached and marked “B.” 

(The letter referred to is as follows:) 


ExuHrsit B 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington 25, D. C., January 14, 1957. 
Mr. Donat M. SuLLivan, 


Eerecutive Secretary, Independent Oil Men’s Association of New England, 
Inc., Boston, Mass. 

Deak Mr. SuLtivan: Thank you for your thoughtfulness in providing me 
with a copy of the telegram you sent to President Eisenhower on December 31, 
1956. The White House Office had also called my attention to the receipt of your 
wire. 

I know you appreciate the fact that the Government, in taking steps to alleviate 
worldwide petroleum shortages occasioned by the unhappy developments in the 
Middle East last fall, is deeply conscious of the possible impact of these actions 
on the domestic petroleum front. Consequently, every effort is being made to 
minimize disruptive infiuences on our domestic economy which might stem from 
emergency transport measures. At the present time, however, there is no 
statutory authority for controlling petroleum prices. Thus the curbing of in- 
flationary trends becomes primarily the responsibility of the oil companies them- 
selves and we hope that their actions will reflect a sense of public responsibility. 

Since Secretary of the Interior Seaton is the Government’s agent for conduct- 
ing operations under the Middle East Emergency Committee’s plan of action, I 
have called your telegram to his attention in the hope that further direct contact 
will be made with you by appropriate people within the Department of the 
Interior. 

Again, many thanks for giving me the benefit of your views on what is ad- 
mittedly a difficult problem. 

Sincerely yours, 
Artuour §S. Fremmine, Director. 


Under date again of January 11, 1957, I received a letter from H. A. Stewart, 
Director of the Office of Oil and Gas of the Department of the Interior, who 
acknowledged Secretary Seaton’s receipt of an information copy of the I. O. M. A. 
message to President Eisenhower, and enclosed a copy of Secretary Seaton’s 
remarks to the December 14 meeting of the National Petroleum Council. Letter 
and enclosure are attached and marked “C.” You will note that Secretary 
Seaton declared the principle of allowing the “least possible Government inter- 
ference’ with industry handling of the European oil supply problem. 

(The documents referred to are as follows:) 


Exuipit C 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF OIL AND GAS, 


Washington 25, D. C., January 11, 1957. 
Mr. Donat M. SULLIVAN, 


Executive Secretary, 
Independent Oil Men’s Association of New England, Inc., Boston, Mass. 


Dear Mr. Sutxivan: Secretary of the Interior, Fred A. Seaton, has requested 
that I express to you his appreciation for your courtesy in forwarding him on 
December 31 an information copy of the message which your association sent 
to the President of the United States with regard to the potential impact on the 
domestic consumer of supplying additional quantities of oil to Europe. 

I am enclosing a copy of Secretary Seaton’s remarks before the National 
Petroleum Council om December 14, 1956, which clearly:sets forth the principles 
that are guiding the activities of this Department. 

Sincerely yours, 
H. A. Stewart, Director. 
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“REMARKS OF SECRETARY Frep A. SEATON BEroRE THE NATIONAL PETROLEUM 
CounciL, Frmpay, DECEMBER 14, 1956 


“Chairman Hallanan and members of the National Petroleum Council, I have 
just returned from a visit to the Virgin Islands. 

“While I was away, Felix E. Wormser and Hugh Stewart have been carrying 
forward the Department’s oil activities in connection with the Suez emergency. 
On them has fallen the burden of developing a petroleum program within the ad- 
ministration’s overall policy. 

“I am well aware of the seriousness of the problem which the free world faces 
as a result of the transportation stoppage in the Middle East. I am also aware 
of the complications that you in the industry are facing. 

“A few principles have guided our efforts to date and will continue to guide 
our efforts until oil from the Middle East flows normally again. 

“The first principle is: Let the industry handle this problem to the maximum 
extent possible with the least Government interference consistent with the 
national interest and Federal law. 

“The Middle East Emergency Committee was created to meet a Government 
need. The plan of action under which it operates was developed jointly by 

, Government and industry, and approved by Government, as a means of permitting 
' the industry to take actions to supply oil to Europe, 

“Government gave industry extraordinary freedom—including certain im- 
munity under the antitrust laws. Government has an obligation to review the 
actions of the Middle East Emergency Committee. We gave the American 
petroleum industry tools to help solve a mutual problem. At the same time, the 
Government holds the checkrein. 

“The second principle is: The increased flow of Western Hemisphere oil to 
Europe and the rest of the free world must not result in petroleum shortages 
in the United States. The American petroleum companies represented on the 
Middle East Emergency Committee must be constantly alert to the effect of their 
proposed actions on the supplies of oil for the American people. 

“The third principle is: Efforts will be made to keep to a minimum the adverse 
effects on the various segments of the petroleum industry. 

“Here, the administration has only limited authority granted by the Congress. 
You in the petroleum industry must by your own actions ward off adverse effects 
on other segments of your industry. 

“A question frequently raised is: ‘What will happen to prices?’ 

“The administration has no authority to control prices. The industry must be 
fully aware of and is responsible for the effects of any price changes it makes. 

“The fourth principle is: To meet the objective without burdensome controls 
over the petroleum industry. 

“The administration believes and hopes that this can be done through the 
voluntary cooperative action of Government and industry. 

“The fifth principle is: The Federal Government will not encroach upon States 
rights. 

“In the solution of this petroleum problem, the Federal Government will rely 
on cooperation and support of the oil regulatory bodies of the States. There is no 
reason to believe that the States will not by their own individual actions render 
maximum support to this program. 

“The Office of Oil and Gas has been assigned Interior’s oil responsibilities in 
connection with the Middle East emergency. Mr. Hugh Stewart will explain 
later how the Office of Oil and Gas plans on increasing its staff to discharge this 
increased responsibility. 

“T have called upon Mr. Herbert Hoover, Jr., Under Secretary of State, Dr. 
Arthur Flemming, Director of the Office of Defense Mobilization, Assistant 
Secretary Felix Wormser and Mr. Hugh Stewart to outline to you the adminis- 
tration’s general policies on this problem and their application to oil. They 
will describe the critical nature of the emergency caused by the transportation 
stoppage in the Middle East and the reasons why Government decided to reduce 
the oil deficiencies of the free world. 

“Your participation in this meeting of the National Petroleum Council is proof 
that through Government-industry teamwork the American petroleum industry 
is again willing to help meet an emergency.” 

From this correspondence and in the absence of any statement from the White 
House, it appears logical to assume that the President took the position that, if 
one may paraphrase Secretary Seaton, the problem could be handled with no 





=” 


ve 
ns 
y. 
d- 
es 
re 


de 


am 
he 


nt 
ng 
m- 
he 
an 
he 
to 
es 
he 
sir 


‘se 


‘tS 


ite 


no 


EMERGENCY OIL LIFT PROGRAM 737 


Government “interference,” without “petroleum shortages” domestically, with 
minimum adverse effects on the various segments of the petroleum industry. 
without controls, and without encroachment on States rights. 

Secretary Seaton’s declaration of December 14, of course, was known prior 
to the crude increase and prior to the I. O. M. A. statement to President Hisen- 
hower that “We are sure that you (the President) will use the powers of your 
office to insure that the household fuel customer is not asked to pay a bill which 
is the responsibility of the whole Nation”. 

On January 23, the board of directors of I. O. M. A. gave unanimous approval 
to the statement to President Eisenhower which had originally been dispatched 
under the authority only of our executive committee. 

The I. O. M. A. board of directors, at the same time, authorized me to repre- 
sent the association in connection with this matter within the limits of the state- 
ment to the President. 

Now as to your request for the impact of fuel oil price increases on the New 
England consumer. Following the raising of the price of crude oil, there was a 
general increase in the price of gasoline and of fuel oil by 1 cent per gallon. 

I have attached hereto photostatic copies marked D, D1, DA from National 
Petroleum News, issues of January 1956, and January and February 1957. These 
show the postings of tank wagon prices, the price which the household con- 
—— pays, for No. 2 fuel oil which is the fuel used in household power 

urners. 

(The documents referred to are as follows :) 
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Fuel oils—Tank wagon—Chicago, Ill 








Standard Standard 
heater oil furnace oil 





ed 1 penne dsc achedbadiaedsmlmmammanans 16.6 15.6 
dei pene esscieiinmpeepuntbeaitinniemaientieeeisiinaies PSE 
eo sieuitmenqnutidhaucrarsinataatoiaeccoessau RE Miccndipadiicniwencie 
er i Ate hs ch ebuinersnendidigee soaker tisatniornahdnccnlsuasacenseose 14.6 
I ee ld eedisiinioninenosaeemeshoal 14,1 
Stanolex Stanolex 
fuel A fuel C 
ed guedadodicubsiekuaganosonabwatunna 110.9 19.75 
I it dt SE ae leeliibaseutasdnens 110.15 19.0 


i**Temporary”’ price. 

Taxes: St. Louis, Mo., gasoline tax includes 1 cent city tax. Des Moines, Iowa, kerosene and furnace-oil 
_—— > not include 7 cents State tax. State sales, occupation, consumer, and use taxes to be added, where 
applicable. 

Discounts: Red Crown—Consumer tank wagon prices at some points subject to varying discounts for 
quantity deliveries. 


Nore.—Premium-grade gasoline tank wagon prices generally 2 cents above regular. 
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Indiana Standard 


Tank-wagon prices listed below were obtained by Oilgram correspondents who 
visited Stundard of Indiana bulk plants where the company’s prices are publicly 
posted. 











Red Crown gasoline (regular) Standard furnace oil 
Kerosene 
tank 
Direct Consumer | Gasoline wagon 1 to 99 100 gallons 
tank tank taxes gallons and over 
wagon wagon 
i achat 116.3 118.3 8.0 17.1 16.1 (2) 
South Bend, Ind....--..------ 217.0 118.3 7.0 18.1 16.8 15.8 
OS So eae 116.3 117.8 9.0 17.1 16.2 15, 2 
Minneaplis-St. Paul, Minn-.}|_.......-__- 417.8 8.0 17.5 16.0 () 
POR. LOWO. ...n-cescperdéccaecunduats 317.3 9.0 17.1 915.5 314.5 
OS. 2 lo. nunamibabiiinacsentidis de 117.4 7.0 17.0 15.4 14.4 
Wichita, Kans...............- 514.9 616.6 8.0 614.9 13.6 12.6 
Omaha, Nebr......<........... 116.0 117.5 9.0 16.8 14.4 13.4 
Fargo, N. Dak....-.--.-.-.- 416.1 417.7 9.0 418.4 416.2 415.2 
Huron, 8. Dak-- 417,2 418.7 8.0 18.3 16.6 614.4 
Milwaukee, Wis-_-...........-. 116.8 118.3 9.0 18.0 17.0 (?) 





1 Effective date, Dec. 5. 
2 See below for prices on larger quantities: 


Standard furnace oil Stanolex fuel A Stanolex fuel C 





100 to 399 | 400 gallons 1 to 749 | 750 gallons 1 to 749 | 750 gallons 
gallons and over gallons and over gallons and over 


setae merits Gucice 15.1 14.6 #12.5 #114 « 10.85 ¢10.1 





Standard furnace oil 


100 to 174 | 100 to 349 | 175 to 849 | 350 gallons | 850 gallons 
gallons gallons gallons and over and over 











Minneapolis-St. Paul 0 |. eee 
IIL. 055 cad naamnnns tinea se 16.0 


* Effective date, Dec. 5. 
+ Temporary price. 

3 Effective date, Dec. 12. 

4 Effective date, Nov. 1. 

§ Effective date, Oct. 29. 

* Temporary price. 


Taxes: St. Louis gasoline tax includes 1-cent city tax. Des Moines kerosene and furnace oi] prices do not 
include 7-cent State tax. State sales, occupation, consumer and use taxes to be added, where applicable. 


$ Discounts: Red Crown consumer tank wagon prices at some points subject to varying discounts for quan- 
ity deliveries. 
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Standard of California 


Prices are tank truck posting, ex all taxes, applying for deliveries of 400 gal- 
lons or more; see below for other deliveries. 





Chevron 


Chevron Gasoline | Kerosene 








(regular) taxes 
Diesel fuel |Furnace oil} Stove oil 

San Francisco, Calif.......... 16.9 9.0 118.5 113.7 115.2 
TD IS nan intelli ene 16. 4 9.0 118.0 113.2 114.7 
EG crete nhunccnenemniete 18.0 9.0 120.5 114.5 1 16.0. 
UI 18.1 8.0 121.4 115.6 118.6 
PN DENY cia tapccscccemiwws 19.3 9.0 121.1 SRD Faces cmewiclascstct ee 
Portland, Oreg...........-.-..- 17.4 9.0 120.5 oe ee SRY ME ahr BRET 
Seattle, Wash................. 17.5 9.5 120.5 RAD Danateameseestncckdetesare 
SD ee oe oe 19.7 9.5 123.3 BRI Tecndaneantselsepcdivecuun 
Se a ek 17.5 9.5 120.5 RRO bin ciccccuccdineetmazcenas 
OS ae ee 219.0 9.0 130.3 215.3 215.3 216.8 
Salt Lake City, Utah__.....-- 17.7 8.0 119.2 14.0 312.0 14.5 
RS Bd Mn ce iaeebodieisks 18.0 11.5 119.6 114.5 $366 Foo ln coesee 
Fairbanks, Alaska-........... 29.0 8.0 DO A incrennnuualbasbbenssies lotvenh aaee 
GEE 66-6bbsiecicbesenenediran 19.1 8.0 426.5 


1 Effective date, Nov. 22. 

2 Effective date, Dec. 7. 

$ Standard No. 2 Burner Oil. 
4 Effective date, Nov. 23. 


Taxes: Honolulu—Diesel/furnace oil price is ex 1 cent territorial tax; all Territory of Hawaii prices are 
ex Hawaiian gross income tax of 1 percent to resellers, 2.5 percent to consumers. 


Notes.—For ether deliveries— 

Chevron (regular): Add to 400-gallon-and-over price 1 cent for 40 to 199 gallons, 0.5 cent for 200 to 399 
gallons except to marine trade in Alaska where 0.5 cent differential applies to 40 to 399 gallons; for less than 
40 gallons, add 5 cents a gallon, except at Honolulu add 5 cents for less than 40 gallons to marine trade and 
less than 100 gallons to shoreside trade. Chevron Supreme (premium) prices are 3 cents higher than Chev- 
ron (regular) for quantity delivered. 

Kerosene: Add to 400-gallon-and-over price 11 cents for less than 20 gallons; 6 cents for 20 to 199 gallons; 
3 cents for 200 to 399 gallons; tank car/truck trailer, deduct 3.5 cents. 

Diesel, furnace, and stove oils: Add to 400-gallon-and-over price 5 cents for less than 40 gallons; 1 cent 
for 40 to 199 gallons; 0.5 cent for 200 to 399 gallons. 
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Indiana Standard 


Tank-wagon prices listed below were obtained by Oilgram correspondents who 
visited Standard of Indiana bulk plants where the company’s prices are publicly 
posted. 


Red Crown gasoline (regular) Standard furnace oil 
a Kerosene 

tank 

Direct Consumer | Gasoline wagon ! 1 to 99 100 gallons 
tank wagon'|tank wagon taxes gallons! | and over! 





Chicago, Il__- : 19.3 8.0 | 
South Bend, Ind__...___- 18. 19.5 7.0 | 
Detroit, Mich ; 7. 18.8 9.0 
Minneapolis-St. Paul, Minn_. 18.8 8.0 
Des Moines, Iowa.__- Ra 18.3 9.0 | 
St. Louis, Mo Aided 6aaaheiite Sa 18.4 7.0 | 
NS ee ee 5. 17.6 8.0 | 
Omaha, Nebr-- gije , 18.5 9.0 | 
Fargo, N. Dak--- ihc iheiees : 18.7 9.0 
Huron, 8. Dak---_-- Siumsontaieth. aa 19.7 8.0 | 
Milwaukee, Wis é ; 19.3 9.0 


PH 
woo 





FP OH 
PMN ARO 








1 Effective Jan. 


Shandend Sempane Stanolex fuel A Stanolex fuel C 
ol 


es OME: 


| 
100 to 399 400 1 to 749 750 1 to 749 750 
gallons | gallons | gallons gallons gallons 


and over | and over and over 


gallons 


mw 
Chicago... ' x16.1 | 16.6 | X13. 15 x14 | X11. 85 X11 
! 


STANDARD FURNACE OIL 





| | | 
100 to 174 | 100 to 349 | 175 to 849 | 350 gallons | 850 gallons 
gallons gallons gallons and over and over 


Minneapolis-St Paul. = eae 3 ta 115.3 |___- 


Milwaukee dieka F 





1 Temporary price. 


Note —Taxes: St Louis gasoline gax includes 1 cent city tax. Des Moines kerosene and furnace oil 
prices do not include 7 cents State tax, State sales, occupation, consumer and use taxes to be added, where 
applicable. 


Discounts:] Red Crown ce. |t.fw. prices| at?some points subject to varying discounts for quantity 
deliveries. 


90507—57—pt. 151 
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Standard of California 


Prices are tank truck posting, ex all taxes, applying for deliveries of 400 gal- 
lons or more; see below for other deliveries. 


| | 




















| | Chevron 
| oe Gasoline | a ea 
(regular) | taxes cerosene 
| Diese] | Furnace | Stove oil 
| fuel | off | 
——_—_] |/-— 
nek I BE ch ccgecnnensseacaes 16.9 9.0 | 18.5 13.7 | 13.7 15.2 
Les. UD pide iecnccdas iggy cane = . eT = 13.2 13.2 14.7 
ae eetien 18. 9. 5 14.5 | 14.2 16.0 
Phoenix, EE oe Rk 18.1 8.0 21.4 15. 6 15.6 | 18.6 
weeny sc a Re BES) 19.3 9.0 | 21.1 16. 2 sm 
Portland, ee te a et eS 17.4 9.0 20.5 14 4 Ae 
Seattle, Wash__-_- _- ah ae | 17.5 2.5 20. 5 14.5 } oda 
Spokane... ital cE cetponaptiowho-nee-s-oniepeote 19.7 9.5 23.3 16.3 its 
ae 17.5 9.5 20.5 | 14.5 
“Boise, Idaho___- Ree. os bee 19.0 Ay 30.3 15.3 | 15 3 | 16.8 
Salt Lake City, U to er oe 17.7 8.0 19.2 | 14.0 112.0 | 14.5 
Mens. M......-......-------..-- 18.0 1.5} 196] 145) 146] 
Fairbanks, Alaska___-__-_-_-___-_____ - 29.0 8.0 | 34. 6 | eat : 
i ; 19.1 = 26. 5 | 
| 





| 
| 
| 


1 Standard No. 2 burner oil. 


NorTe.—Taxes: Honolulu: Diesel/furnace oil price is ex 1 cent territorial tax; all territorial tax prices are 
ex Hawaiian gross income tax of 1 percent to resellers, 2.5 percent to consumers. 

Notes: for other deliveries— 

Chevron (regular)—Add to 400-gallons-and-over price 1 cent for 40 to 199 gallons, 0.5 cents for 200 to 399 
gallons, except to marine trade in Alaska where 0.5 cents differential applies to 40 to 399 gallons; for less than 
40 gallons add 5 cents a gallon except at Honolulu add 5 cents for less than 40 gallons to marine trade and 
less than 100 gallons to shoreside trade. Chevron Supreme (premium) prices are 3 cents higher than 
Chevron (regular) for quantity delivered. 

Kerosenhe—Add to 400-gallons-and-over price 11 cents for less than 20 gallons; 6 cents for 20 to 199 gallons; 
3 cents for 200 to 399 gallons; tank car/truck trailer, deduct 3.5 cents. 

Diesel, furnace, and stove oils—Add to 400 gallons-and-over price 5 cents for less than 40 gallons; 1 cent for 
40 to 199 gallons; 0.5 cents for 200 to 399 gallons. 


Inspection will show that for Portland, Maine, the price per gallon was 14.1 
cents as reported in January 1956. As reported in January 1957, the price was 
15 cents. As reported in February 1957, the price was 16 cents. 

To give a balanced view of prices, I also have attached a photostatic copy of 
a page from Petroleum Facts and Figures, 12th edition, published by the Ameri- 
can Petroleum Institute, the reproduction being that of page 309, and marked 
com 9° 

(The table referred to is as follows:) 


coe ee enema rian cnn 


agement 


OEP TR IE 








gal- 


eS are 


to 399 
s than 
le and 
* than 


allons; 


ent for 


14.1 
was 


py of 
meri- 
irked 
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Exursit BE 


Average retail price of No. 2 fuel oil in representative United States cities, by 
months, 1955 


[Price per 100 gallons] 

















City January | February March April May June 
peer ene enna rns ssrensssnses sips enioncepennennnnnell india t ca 
Baltimore, Md---......-.-.--- $14, 02 | $14. 02 $14. 02 $14. 02 $13. 44 $13. 44 
Boston, Mass........-..--.-.- 14.00 14.00 14.00 14. 00 13. 38 13, 38 
SNR WEL = ooo 2c5coneset sete 14. 38 14. 38 14.38 14. 38 14. 38 14. 38 
FS 15. 35 15.35 15. 35 15, 35 15. 35 15. 00 
Minneapolis, Minn. _---_-_-_- 13, 87 | 14. 03 14. 03 14. 03 14. 03 14. 03 
See Werk IN. © v< eedinnde ss 14. 50 14. 42 14. 42 14. 42 13. 82 13, 82 
Philadelphia, ilcsteepiinnsingenins 13. 76 13. 76 13. 76 13. 76 13. 13 13.13 
St. Louis, Mo...._-----.--..-- 14.18 | 14. 18 14. 18 14. 18 14. 18 14. 18 
Washington, D. C__-___.____- 14. 48 14. 48 14. 48 14. 48 13.99 14. 90 

: | 

City July | August | September; October | November | December 
eee pitt ae ate ak le Pl. Pee eT De eae 
Baltimore, Md.........--..-. | $13. 44 $13.58 $13. 58 $13. 69 $13. 69 $14. 13 
Boston, Mass..........-.--- ; 13. 38 13. 63 13. 70 13.70 13. 70 14. 30 
a 14, 45 14, 52 14. 52 14, 52 14. 52 14. 87 
Detroit, Mich......--.------- 15. 00 15. 00 15.00 15. 35 15. 35 15.35 
Minneapolis, ‘Minn.2-222.2-2. 14. 03 14. 03 14. 03 14. 03 14, 03 14.03 
New York, N. Y-..-..------- 13. 82 14.07 14. 13 14, 13 14. 13 14. 54 
Philadelphia, Pa-.---------- 13. 13 13. 24 13. 14 13. 30 13. 20 13.60 
OS eee 14.18 14. 18 14.18 14.18 14. 18 14. 18 
Washington, Bi eco. 13. 87 | 14.17 14.17 14,17 14.17 14, 68 

' 











Authority: Bureau of Labor Statistics. 


Average retail price of No. 2 fuel oil in representative United States cities, by 
months, 1954 


baka per 100 gallons] 






































| 
City January February March April May | June 
Baltimore, Md_-_-_---------- penne $13. 54 | $13. 77 $13. 77 $13. 46 $13. 20 $13. 16 
Boston, Mass..--..---.------- 13. 50 | 13. 70 13.70 | 13. 20 12. 90 12. 90 
Chicago, Il zs 14.08 14 08 14.08 | 14. 08 14.08 14.08 
Detroit, Mich---- 14 83 | 14. 83 14. 83 14. 83 14. 83 14. 83 
Minneapolis, Minn_- i 13. 53 | 13. 53 13. 53 13. 53 13. 53 13. 53 
meen work, MN. Y 5<.-...-.=-- 14. 07 | 14. 34 13. 82 13. 62 13. 12 13. 12 
Philadelphia, Pa.......--.---- 13. 23 | 13. 33 13. 33 13. 03 12 83 12. 73 
St. Louis, Mo 13. 67 | 13. 97 | 13. 97 | 13. 67 13. 67 13. 67 
Washington, D. C__- ss deuy 13. 92 | 14.18 | 14.18 | 13. 95 13. 57 | 13. 57 
| | | 
an ———_——_— - a — — a = = = — = 
City | July August September | October | November | December 
aie ee ri ee te fs: PY EN tar Ot 
Baltimore, Md.-...-.-.------] $13. 16 | $13. 16 | $13. 16 | $13. 41 $13. 41 $14. 02 
Boston, Mass-_-_--...-- ms 12. 90 | 12. 90 | 12. 90 | 13. 40 13. 40 14. 00 
Chicago, I] aneeened al 14. 08 | 14. 08 | 14. 08 | 14. 08 14. 08 14. 08 
Detroit, Mich... __- cil 14. 66 | 14. 66 | 14. 66 | 14.83 14. 83 14. 88 
Minneapolis, Minn_- 13. 53 13. 53 | 13. 53 | 13. 53 13. 53 13. 53 
mow york, N. Y....... aw 13. 12 | 13.12 | 13. 29 | 13. 76 13. 84 14. 42 
Philadelphia, Pa_._- ‘ 12. 62 12. 83 12. 83 | 13. 13 13. 13 13. 76 
St. Louis, Mo-__-- i 13. 67 13. 67 | 13. 67 | 13. 67 13. 67 13. 97 
Washington, D. C 13. 57 | 13. 57 | 13. 57 | 13. 87 13. 87 14. 48 


--| | 
| | | 
| 


Authority: Bureau of Labor Statistics. 


This document shows for 1954 and 1955 the average retail price of No. 2 fue! 
oii in representative cities by months and is based on the figures of the Bureau 
of Labor Statistics. It may be noted that in January 1954 the price quoted for 
Boston was 13.5 cents and in December 1954 it was 14 cents, with a low for the year 
of 12.9 cents in June through September. It may be further noted that, in 
1955, the Boston price quoted was in January, 13.38 cents, May through July, 
rising in two jumps to an average of 14.3 cents in December of 1955. 

The pattern shown by this document, then, is that the price is normally higher 
in the colder months and drops from whatever is the high for the year to a 
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lower level during the summer, the period in which the fuel, of course, is in low 
demand, in which the industry effort is to fill storage in a period of usually lower 
ocean tanker transportation costs. 

The authoritative magazine Fuel Oil and Oil Heat estimated on January 1, 
1956, there were 1,380,133 oil burners in use in New England, of which approxi- 
mately 6 percent were in small stores and the like, the balance in homes. For 
the various States, the number of burners estimated by the magazine were as 
follows: 


ae OO  , 726, 162 
Rew Hampshire... 96,301) node Isiaad._.................. 102, 771 
ieee ok a ea, We IU es 328, 630 


The average consumption of fuel oil for New England, per household, is figured 
by the industry as 1,600 gallons per year. This, of course, may vary with weather 
and obviously from home to home depending on the condition of the equipment 
and the design and construction of the home. 

It is impossible to predict with accuracy the impact of a 1-cent-per-gallon 
inerease in fuel oil. 

If the Suez Canal is soon opened and if the administration does not further 
restrict Middle East imports into the United States after resumption of pre-Suez 
conditions, and with the easing of European demand on Western Hemisphere 
sources, a reduction of price could occur through oversupply which might be sub- 
stantial. It is my understanding that midwestern oil shipped by river to the 
Gulf of Mexico has recently failed to command premium prices. It may be that 
the situation is now easing, Nasser willing. 

Were one to assume that the 1 cent increase would stick, and that seasonal 
summer lowering of price is not consequential, then the average New England 
consumer of household heating oil would pay on 1,600 gallons a total of $16 more 
over a 12-month period. Obviously the assumption is subject to qualifications to 
a presently unascertainable degree. 

Now as to industrial heavy oil. On July 28, 1956, the Boston and Portland 
price per 42-gallon barrel of No. 6 (industrial fuel) oil was $2.86. On February 
11, 1957, the Boston and Portland price was $3.36 per 42-gallon barrel. 

As to consumption of No. 6 oil in New England. The best figures are those 
of Army engineers. For 11 large New England ports, the traffic in No. 6 oil for 
1955 was 50 million barrels, of which 32.6 million barrels was foreign and 17.4 
million was coastwise. Obviously the cost of industrial fuel oil to New England 
has considerably increased since Nasser was permitted to seize the Suez Canal. 
Specifically, by a total of 50 cents per barrel. 

As to both No. 2 (household) and No. 6 (industrial fuel) oils, it is in point to 
remember that the highest European demand is for these products, along with 
diesel oil, rather than gasoline. As you know, much of New England’s No. 6 oil 
comes from Venezuela. And you have undoubtedly observed the complaint from 
the Independent Petroleum Association of America before the O’Mahoney com- 
mittee that the large oil companies are still importing oil into the United States 
from Venezuela. And, as you know, the Texas Railroad Commission refused 
the requests of such companies for increased domestic production. No doubt 
the producers have a case and perhaps the most moderate statement of the case 
from a producer has come from Jake L. Hamon, of Dallas, Tex., before this 
association in January. I attach a copy, marked “F,” and invite your attention 
to pages 2 through 6. 

(The statement referred to is as follows :) 


“ExHisir F 


“AN ADDRESS BY JAKE L. HAMON, Ort PropucER, Datias, Tex., CHAIRMAN OF 
THE BoarD, AMERICAN PETROLEUM INSTITUTE AT THE ANNUAL DINNER MEETING, 
INDEPENDENT Ol MEN’s ASSOCIATION OF NEW ENGLAND, Horet STATLER, Bos- 
TON, MAss., JANUARY 23, 1957 


“Members of the Independent Oil Men’s Association of New England, you were 
very kind to honor me with an invitation to speak to you, and I appreciate it very 
much. Your organization, though regional in scope, has achieved a national 
reputation in the oil industry because of your outstanding accomplishments. As 
a subscriber to your magazine, through personal acquaintance with your mem- 
bers, and from my work in the American Petroleum Institute, I know what a fine 
and able group of men I’m speaking to. Your two basic objectives are lucid, 
logical, and admirable. I agree with them wholelieartedly, as you need a fav- 
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orable political and industrial climate in which to do business, and you need to 
have unity of all the petroleum segments in this area. 

“IT must say, however, that the billing your executive secretary gave me in your 
leaflet as ‘the man with the answers’ was so extravagant that it sounded like 
something out of Texas rather than staid and conservative New England. Events 
since that leaflet was mailed may have provided some more authoritative answers 
than I could give you anyway, as to the questions he posed. 

“There are many among you who think of us independent producers as being 
problem children. We seem always to want more money for our crude oil. 
Apparently, we want to shut off your supplies of foreign crude. We lead an easy 
life, because whenever we need more money we drill in another gusher, make a 
lot of money on which we pay no income taxes, and proceed to use the money 
to corrupt legislators and have fun. Now each of you who believes that, write 
me out a check for about $10,000 and I’ll take it back to Texas and get you initi- 
ated into the independent oil operator fraternity. If you make the next grade of 
independent oil producer, I'll let you know. But don’t call me; I'll call you. 

“There is, of course, another way to invest in our so-called easy business. 
You can buy stock in any number of well-managed producing companies that are 
listed on the exchanges. However, if you will look up the record of those that 
confine their operations within the United States, I think you'll agree with me 
that somebody misinformed you about our business being a cinch, as the records 
of these excellently managed companies are not what they should be, if this 
‘easy’ business were true. 

“Seriously, if you ever get really interested in the facts of life about our end 
of the business, you will find it something like this: 

“Producing oil can sometimes be very frustrating. We carefully work up a 
trade to drill a well. That takes time and skill, and our efforts are constantly 
being paid off in a dry hole. It is as if after you had carefully lined up a new 
account, and gotten the business, the account went bankrupt. We spend a lot 
of time and work finding a place to drill. After we have done that, we set out 
to secure leases from the landowners. Frequently, landowners are scattered all 
over the United States, and it is necessary to contact them personally in most 
instances. After we have leased all that is unleased, we must then work out a 
drilling deal with other oilmen or companies who own leases in the area, This 
again involves a lot of salesmanship and negotiations. After working all this out, 
which ordinarily will consume about 3 months’ time, you then drill a dry hole, and 
you have to look for another prospect. This probably accounts for the high mor- 
tality rate of heart disease among us producers, and explains why there are only 
about 4,500 of us out of Texas’ total population of 8 million. 

“Accumulations of oil are rather difficult to locate. Every time you find one 
there is one less to look for, and we’ve found a lot of them in the last 97 years. 
Since the depression of the early thirties, those that we do find are a lot smaller 
than they used to be, on the average. 

“When I started out, a geologist went out and mapped the dips of the beds of 
rock that were exposed on the surface, and worked out the probable places to 
look for oil. This was called “surface geology.” Then, as these surface signs 
had been fairly well combed over, we started drilling shallow holes to reach 
formations below ground, and we located oilfields by this newer method. This 
was called “core drilling’ because we brought out cores of the earth to look at. 
Then somebody hit on the idea of using the instrument that was originally 
invented to record the shocks caused by earthquakes. So, now we create little 
earthquakes by explosive charges and locate possible oil formations by mapping 
the sounds as they go down in the earth and come back to the surface. This is 
called the ‘seismograph,’ and it has been used very extensively. Nowadays, 
we use it, along with subsurface information gathered from oil wells and 
dry holes in the area. 

“But as our knowledge and scientific methods improve, we still run up against 
the fact that the easy or obvious fields have been located, and it gets herder 
to find new ones every year. As a result, the search for oil has extended far 
out in the Gulf of Mexico, and off the coast of California, as well as into practi- 
cally every foreign country in the world. The most spectacular successes in the 
foreign fields, unfortunately, are located in the turbulent Arab countries of the 
Middle East, and you have seen how vulnerable they are when a Nasser comes 
along. So there is a real need for us to have oil in the United States to insure 
an adequate supply in peace and in war. To do that, it should be readily appar- 
ent that we need a healthy, vigorous industry in this country to keep on lovking 


and drilling for oil. And it happens that about 80 percent of the drilling is done 
by us independents. 
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“I’ve told you about the main methods used in finding oilfields. We find many 
tiny fields, but only once out of every 42 wells we drill we find a ‘keeper,’ as 
the fishermen say. In other words, we just about get our money back on those. 
The odds on getting a medium-sized field, or a big one, are much, much greater. 

“Tt is certainly true that the more wildcat wells you drill, the more oilfields 
you find. The limiting factor is money. 

“IT know you men know what competition means, too, and you know that to 
stay abreast of and get ahead of your competitors takes hard work, both physical 
and mental. In our business this is true also. 

“Just last month, after months of work, I had located a likely spot to drill a 
wildcat. We correlated our data on Thursday night, drove to a nearby city to 
lease the land, only to find that we were 30 minutes too late. Another producer 
had agreed to drill it and so all our work was wasted. Incidentally, he got a dry 
hole, so I ducked a bullet. That doesn’t always happen, of course, but it is so 
common that we try to reach a decision quickly, as soon as our data is available, 
To assist us we have men called lease brokers who are located in various places 
throughout the oil areas. These men are like fire horses, ready to go anywhere 
at a moment’s notice; they work on a commission and they are worth their com- 
pensation, because they are good traders and they save you valuable time. The 
University of Texas auctions off leases on its lands every few months, and they 
received $30 million last year from such sales. The competition at these 
auction sales is terrific. The room is crowded with company men and individual 
operators, and you usually find you’re outbid. You probably will think I’m trying 
to scare you away from my end of our oil business when I tell you that almost 
40 percent of all the wells we drill are dry, and that on an average oil well you 
only get double your money back. Even when you get by all the many hazards 
of drilling an oil well, there are a lot of problems connected with producing one. 
You have corrosion problems on your equipment, even the removal of paraffin ac- 
cumulation is expensive. Salt water is usually, or eventually, present and you 
have to drill another shallower well to pump the briny water into it. It’s 
properly against the law to pollute the fresh water streams with it, so this is 
necessary. Then, there’s the little matter of taxes. We Texans don’t have a sales 
tax or a State income tax for the simple reason that we oil producers pay a gross 
production tax on our oil which makes up for the lack of a sales and State income 
levy. We also pay large amounts of ad valorem taxes to myriads of local taxing 
agencies. 

“Maybe you would like to know how we tell whether we’ve made any money 
at the end of the year or not. Well, we take an inventory of how many barrels 
of oil we’ve got in the ground at the end of each year under every well we have 
by figuring its reserves. If you started out with an inventory of 100,000 barrels 
January 1 and produced 15,000 barrels, and wound up on December 31 with 90,000 
barrels, for instance, you’ve lost money. On the other hand, if you wound up 
with 125,000 barrels in the ground, you have made money for that year. I’m 
simplifying it, but that is the essence of the matter. And it explains the compul- 
sion we are under to replace the oil we produce. 

“As for the 2714-percent depletion provision, there was a true and excellent talk 
on it made before the Marketing Division at the annual meeting of the American 
Petroleum Institute in Chicago last year. Get it and read it if you are interested 
in knowing about it. As time is short, all I can say is that it’s not large enough. 
You only get it on the particular wells that make money, not on the break-even or 
money-losing lease, and finally, without it, no one would stay in the producing 
end of the business—it just couldn’t be done. 

“What it all boils down to, however, is that if you can beat your competition 
to the best drill sites, and are lucky you enjoy similar measures of prosperity to 
that of oil marketers who put together an efficient organization, nail down some 
good accounts, and are smart in making their purchases. I know there are a lot 
of you who wouldn’t trade places with a lot of us in the producing field. 

“In some quarters the southwestern oil producer has been the most unfairly 
maligned creature in the American scene. But he probably has less to say about 
what he will receive for his product than any businessman in the American 
economy. Nobody asks him whether they can raise the price of pipe, pumps, or 
labor. Yet, if he doesn’t continue to find oil, then his Nation becomes dependent 
on foreign supplies for a substantial part of its petroleum products. 

“But I’ve talked enough about the producing end of our business. I realize 
the great importance of the marketing end of our industry. This important di- 
vision in the American Petroleum Institute is regarded by all of the board mem- 
bers as one of the four cornerstones of our great industry. The new vice presi- 
dent of marketing, Dwight Colley, is well known to all of you. He’s a great guy 
in my book, and under his leadership the many problems of your segment of the 
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anes will be earnestly studied, and the desired solutions will be determinedly 
sought. 

“Just as the techniques of finding oil have improved, so have your techniques 
in working with your customers improved. The American Petroleum Institute 
marketing division is doing research to improve techniques in defining buying 
patterns, developing sales approaches, forecasting market potentials, and evaluat- 
ing sales profitability. The market division can’t do the job it needs to do with- 
out your participation. We need members of all types, retailers, consignees, dis- 
tributors, brokers, jobbers, and dealers. The great value of such participation is 
the opportunity it affords to exchange ideas and to learn the other fellow’s view- 
point. The three committees in the division that have attracted the most atten- 
tion are the jobber advisory committee, the service station advistory committee, 
and the commission wholesale marketers advisory committee. I don’t know 
whether these committees are successful in your eyes or not. The high degree of 
interest in their work leads me to hope that progress is being made. 

“I know that when they were started the lawyers were afraid that jobber and 
dealer representatives might attempt to discuss prices and margins, which our 
antitrust laws forbid trade association groups doing. However, this has not 
happened. 

“Another very important committee is our fuel oil committee, which has made 
some important contributions to oil heating. I think the oil heating market 
reports grew out of the discussions of this committee, and while it is not a part 
of the American Petroleum Institute marketing division, I am familiar with the 
splendid promotional program for oil heating. 

“The marketing division of the institute wants to promote better mutual under- 
standing between the different groups of oil marketers, encourage standardiza- 
tion of equipment, develop better marketing techniques, upgrade the prestige 
and efficiency of your personnel, and to cooperate on mutual problems with the 
automotive, aviation, marine, industrial manufacturers, and the users of petro- 
leum products. Whether these objectives can be effectively achieved depends 
on the men in the marketing branch themselves. If you get in and work and 
state your views, I know we can get somewhere, and I know your ideas will 
be listened to. It’s up to you to sell them. Certainly you men are the elite 
troops of our industry, as you sell our products to the consumer and reduce our 
oil to dollars. 

“The big problem that is uppermost in all our minds today is this thing called 
inflation. The oil man, whether he is a Texas producer or a Boston fuel-oil 
peddler, is the same victim of national inflationary pressures as any other 
businessman or householder. Rising cost is a hair shirt that is as uncomfortable 
to us as anyone else. Yet when conditions forced the industry into general price 
adjustments a few days ago to meet higher steel, labor, and other costs, we in 
the petroleum industry were called stupid, greedy, and nominated for investi- 
gations. The truth is that as long as inflationary forces prevail, there are no 
magic tranquilizing pills for this industry, any other industry, or any consumer. 

“President Eisenhower recently made inflation one of his main topics in his 
state of the Union address to Congress. At the time he warned against price 
increases which do not bring about additional productivity. The economists 
tell us that one of the best hedges against inflation is production. This is 
exactly the target at which the American petroleum industry is aimed. The 
industry will accept the responsibility for providing an abundant supply of oil, 
but it cannot operate outside the economic tides affecting the whole economy. 
I am sure the administration will have the wholehearted support of this industry 
in its efforts to put a lid on inflationary forces that injure the American citi- 
zen’s pocketbook and subtract from his living standards. 

“We believe that the American consumer’s topmost interest is in having oil 
and gasoline. He does not want scarcity at an artificial or fictitious price. In 
spite of the serious interruptions brought about by the Middle East crisis, there 
is an abundant supply of fuel oil and gasoline for the American consumer. That 
it should cost more should not be a great surprise, any more than should it be a 
surprise that everyone wants to pass the buck of responsibility to someone else. 

“In recent months all of our business magazines and economic crystal ball 
gazers have been freely predicting upward increases in prices generally. One 
magazine (Nation’s Business) polled a cross section of leading business execu- 
tives and reported that more than half said their goods and services would bear 
higher price tags in 1957; 95 percent said their labor costs would be higher; 87 
percent said other costs would be higher. 

“In the petroleum industry the recent crude and oil product price increases do 
not seem to have made anyone entirely happy. Some refineries loaded with in- 
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ventories of some products, but still running almost full blast—would like to 
have seen the increase in crude prices delayed. Many producers felt that the 
increase in crude prices was both too late and too little. It seems there is never 
a ‘right’ time or a ‘right’ amount. 

“Explanation of the economic forces contributing to the final prices of oil 
products for the consumer is a tangle that defies the most studious efforts of 
long-haired economists and short-haired oil executives alike. There are so many 
factors involved, that it is easy to lose sight of the all-important fact that the 
long-range view should always be given more weight than the short-range view. 

“It is the traditional nature of petroleum economics, however, that crude prices 
are ‘sticky.’ They do not fluctuate much. This price inertis has been particularly 
disadvantageous to the producer during recent years of inflation. For the price 
of domestic crude oil has not moved until this month during the past 314 years. 

“Some commentators have expressed doubt of the ‘justification’ for the recent 
increase in the price of crude oil. Frequently they have looked at only a part 
of the picture of the situation, usually the present stocks of refined products, 
which have been rather high. This is the short-range view. Crude purchasers 
are about the most realistic people I know. As a crude seller I know they don’t 
stampede easily and they don’t pay a fraction of a cent more than they have to. 
But they do have to assure themselves of crude supplies. They have to watch the 
calendar for the months and years ahead. In recent weeks they have noted the 
declining stocks of crude oil in spite of record production rates. They saw demand 
go up 514 percent, while drilling of new wells went up only 1% percent. They saw 
the handwriting on the wall when the long-range view is taken Nothing stimu- 
lates oil production like better prices. Whether 25 cents was enough remains 
to be seen. 

“All crude purchasers were not in the same position at the time of the in- 
crease. Some companies, however, had a strong immediate demand for crude. 
Of this you can be sure, their offering of higher prices for crude could not have 
triggered an industrywide increase, if other buyers had not found the same 
situation prevalent. Their competitors had to look to the future also. 

“Those who first increased prices knew they had to act boldly today even if it 
did not win them any popularity contests anywhere. A modest increase today is 
much preferred to the kind of drastic increase that would result if we developed 
a real shortage of products, with 65 million autos on the road and 9 million oil 
burners in American homes. 

“If today’s crude prices are adequate—and we will only know through trial 
and error—they should stimulate production of much oil already found but 
uneconomic to produce. They should give a shot in the arm to exploratory 
effort. Weneed both. 

“You marketers who must meet the consumer face-to-face with higher prices 
for products bear the brunt of the first shockwaves of public reaction. That is 
the reason I have been trying for months to impress on all segments of the 
industry, that it is essential that every effort possible be made to assure that 
you are a healthy and willing member of the team that provides the fuel for 
America. 

“It takes money to find oil. As you know, the source for about 85 percent of 
the United States petroleum industry’s capital requirements comes from its own 
operations. Only about 15 percent is capital from outside sources. 

“The Chase Manhattan Bank took a look ahead recently of what will be 
needed in the way of capital requirements of the industry during the 1955 to 
1965 period. It found that a major portion of those capital needs will be for 
the producing end of the business. In recent years around 70 percent of all 
capital expenditures have been for production facilities. The study also calls 
attention to the rising capital cost of finding and developing crude oil. In 1955, 
these costs were about $1.65 for each barrel of oil produced. This was 60 
percent of the average price for a barrel of crude. In 1950, cost expenditures 
were equivalent to only about 40 percent. You can see how the margin has nar- 
rowed. This does not take into account the expense necessary to produce a 
barrel of oil once it is found. 

“Reaction to recent price changes have brought forth the usual blasts from 
professional critics of the general industry. Long investigations in previous 
years have proved most of their charges or insinuations to be utterly without 
foundations. Unfortunately, their headline sprees do confuse and misinform a 
number of honest consumers. 

“One of the least understood factors in the petroleum industry, thanks to 
these calamity howlers, is the operation of the oil and gas conservation laws in 
the oil producing States. But the fact is that if Texas, for instance, did not have 
the backlog of productive capacity which it has to meet this emergency brought 
on by the Suez crisis, consumers on the eastern seaboard as well as Western 
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Europe would be suffering a drastic shortage of oil this winter. Through the 
years, the Texas Railroad Commission, which administers our conservation 
laws, has a year’s basis allowed production rates which equal or exceed fore- 
east demands. Some months the production may be under; some over. Some 
companies have been dissatisfied with recent production rates as being too re- 
stricted; but a few months ago many buyers regarded the allowables as far 
too high. But to protect the reservoir pressures in all the fields so as to effect 
the highest possible recovery of oil and still protect the property rights of those 
who own oil producing lands, it is necessary for the regulatory body to prevent 
selective withdrawals of oil. I am sure there are some companies today, particu- 
larly those with inland markets, who feel that current allowables are providing 
them with more oil than they can comfortably handle. They might desire lower 
allowables. 

“There is likewise a misunderstanding in some quarters of the nature of the 
reserves in some of our producing States, such as Texas. It may turn out that 
estimates of productive capacity as high as a million barrels a day made last fall 
for Texas will prove to be a little optimistic for practical purposes. The oil is 
there in the ground, but transportation and economics both sometimes are limiting 
factors in making it available at a tanker loading dock. A great deal of ingenuity 
has been exercised to move the oil from inland fields to the coast. The new price 
schedule may help some in solving the economic problems of production and re- 
covery costs. 

“Whatever criticism we may make of the States’ conservation laws—and I 
have done my share as a producer—no one in his right mind, producer or con- 
sumer, would want to return to the boom-and-bust days of the twenties and 
the early thirties, when fields played out in a year or so, and millions of barrels 
of oil were left in the ground never to be recovered because there was no gas 
or water pressure to force the oil out. 

“Ags you know, one of the main causes for this increase in demand for United 
States crude has been to help alleviate the shortage of petroleum in Western 
Europe. Part of the increased domestic demand for crude is to replace that cut 
off from Middle East sources. I think nearly everyone in the industry from 
Texas to Boston is wondering what will happen when Middle East crude comes 
back onto the world market in full force. I know you have a great interest 
in this question of imported oil. 

“It was my privilege to serve on the import committee of the National Petro- 
leum Council with Wesley Downing who was the president of your association 
at the time. During the three-day discussion of the various phases of the prob- 
lem, I became convinced that the imports of crude oil are one thing, and the 
imports of residual fuel are another and entirely different thing. I believe that 
there should be some limitation on crude oil imports into this country if the 
domestic oil industry is going to survive. The closing of the Suez Canal must 
have brought home to everyone how dangerous it would be for this country tu 
be dependent on foreign sources of crude oil in peacetime as well as in wartime. 
The plight that oil-short Europe is now in, as contrasted to our own fortunate 
situation, points up as nothing else could how sound the 274% percent depletion 
provision, plus our conservation laws, are. Without them we wouldn’t have 
the backlog of available oil we have in this country. Residual imports should 
be allowed to come into this country without restrictions. Crude oil imports 
must be limited in the interests of national security. While those are my per- 
sonal views, I believe they are accepted by most intelligent people in all branches 
of our business today. 

“Gentlemen, I find that I have sounded off on quite a number of topics con- 
cerning your and my indusrty. I have tried to be frank. All of us will haev 
some rough days ahead. We are going to have differences of opinion, but let’s 
argue them out calmly and with dignity, but for goodness’ sake, let’s leave the 
brickbats outside. If we don’t, we will have some governmental third parties 
in our business who can neither find, produce, nor distribute oil. We don’t want 
Government control like so many countries in this world have, of all branches 
of our industry. America is the greatest nation in the world today because of 
our free enterprise system. Our petroleum industry is a shining example of what 
free men can do, so let’s keep our heads high, work for mutual understanding, 
and view the future with optimism.” 

I am also attaching, marked “G” an Index of U. 8S. Wholesale Prices of Petro- 
leum Products Compared with Other Commodity Prices, being a photostatic 
copy of page 311 of Petroleum Facts and Figures, 12th edition, heretofore cited. 
The indices for petroleum, steel, and commodities exclusive of farm products and 
foods, are interesting. 

(The document referred to is as follows :) 
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T also attach, marked “H” a table of distillate (which includes No. 2 oil) and 
residual fuel oit supply and demand, taken from the annual report of the presi- 
dent of the American Petroleum Institute covering 1956. It shows, as to distil- 
late, that domestic production has consistently exceeded domestic demand since 
1935. The reverse, of course, is true of residual oil (No. 6 oil) since, as you know, 


domestic production has to be supplemented by imports to fill the needs of indus- 
trial areas like New England. 


(The document referred to is as follows:) 


ExuHrsit H 


TABLE [X.—Distillate fuel oil supply and demand 


[Thousands of barrels] 

















| 
Year | Production Domestic ] Year Production Domestic 
demand | demand 
| 

ee 665, 350 635, 900 9 a a cate 379, 340 340, 576 
aa 603, 162 §81, 351 || 1947.......- othe teaieoe 312, 173 298, 273 
ER . 542, 278 BAG BAF 1) IONS. ..n scone ne nnn 287, 896 242, 894 
BE tied cadeleminaioael 528, 111 488, 075 | eR | 249, 224 226, 084 
1952 3 saints a 520, 378 OE ER etievcnmeaue seca 183, 304 160, 851 
1951_. 475, 801 447, 278 | Pepi dan dedetwtscasnc 100, 235 86, 028 
1950_.. eats Siidut 398, 912 394, 885 0 SS ae | (4) (4) 
SO tencec-d daca]. 329, 278 || 1925-2 222222222222 en s) 

| 1 








1 Estimated. 
2? Preliminary. 
3 Figures for 1952 and prior include some material used as jet fuel components. 

4 Not available prior to 1932; data for that year: production, 69,467,000 barrels; demand, 65,101,000 barrels 


Authority: Bureau of Mines. 


Tasle X.—Residual fuel oil supply and demand 


[Thousands of barrels] 











' 
Year | Production | Domestic | Year Production | Domestic 

| demand | es demand 
Fa <a 426, 300 | 569, 400 || 1948. ........... ential | 479, 988 500, 543 
1955 2 ; : 420, 331 SEE 8) a bin accoutsinnnacet 447,795 518, 510 
1054. .._- . Se 416, 757 | Ge eB bincsenwasandenns 431, 364 480, 029 
1953 = ee esced 449, 979 | | ee ee | 469, 492 523, 423 
1962. ..... ~~ ' 453, 897 555, 165 {| RD Ghd did oeehatee a 316, 221 340, 163 
1951_- . . 469, 377 = Se ac ies etasetsnl engine 259, 826 280, 695 
1950- - . | 425, 217 et oe... | (3) (3) 
1949. | 424, 909 | 496. 021 ] Mos tenb ok. (3) ) 

' i 








! Estimated. 

2 Preliminary. 

3 Not available prior to 1932; data for that year: production, 225,283,000 barrels; demand, 243,056,000 barrels, 
Authority: Bureau of Mines. 


Attached marked “TI,” is a table including crude oil prices from 1925 to 1956. 
You will note increases in 1947 and in 1953. 
(The document referred to is as follows :) 
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Exurait I 


TaBLe XI.—Kerosene supply and demand 


(Thousands of barrels] 
Year Production Domestic Year Production Domestic 
demand demand 
125, 750 123, 500 | ARONA eeet — 121, 914 112, 220 
119, 087 | FOE eee 110, 412 102, 519 
122, 305 CO NN ee a 104, 385 89, 088 
123, 200 114, 467 I Leone oie ine ore 81, 024 75, 573 
132, 300 | 124, 725 Siieashamaineds 73, 882 68, 776 
135, 742 | ER direct ineinnncewemnan 55, 813 47, 645 
118, 512 | on a ecenmieumarcne 49, 208 34, 736 
102, 152 | 59, 689 39, 969 








t Estimated. 
? Preliminary. 
3 Figures for 1952 and prior include some material used as jet fuel components. 


Authority: Bureau of Mines, 


TABLE XII.—Crude oil prices 
[Per barrel of 36 deg., API gravity, Oklahoma-Kansas oil] 











| 
Year | High | Low | Year High | Low 
bas eaLt.t. $2.82 | aoa Was ck ks a $2. 57 $2. 57 
1955_. .- 2. 82 | 2.82 |} 1947__.- ad 2. 57 1. 62 
1954___- 2. 82 | J) ee 1. 62 | 21.17 
1953 2. 82 | 2. 57 || 1945___-- *1.17 | 1.17 
Cr | 2. 57 | 2.57 || 1740... .| 1.02 | 1.02 
1951__- 2. 57 | 2. 57 || 1935... 1.00 | 1.00 
1950_ 2. 57 2. 57 || 1930... 1. 45 | 95 
1949____ 2. 57 2. 57 || 1925. 2.04 | 1. 25 
| | 


' Estimated. 
* Exclusive of differential and variable payments authorized by the Office of Price Administration to 
encourage specialized production. 


Authority: Platt’s Oil Price Handbook. 





The fact that New England householders and New England industry are pay- 
ing increased fuel oil bills is obvious. We sought to protect the household 
consumer by appealing to the President of the United States. 

In conclusion, may I express my appreciation to you, and through you to the 
Conference of New England Senators, for your and their renewed demonstra- 
tion of nonpartisan concern for the welfare of the New England consumers of 
household and industrial fuel oil. The people of every State in New England 
have good cause to be proud of you and your colleagues, regardless of party, 
for your efforts in the matter of oil imports and for your concern that the cur- 
rent situation be explored and examined. 

Very sincerely yours, 
Donat M. SULLIVAN, 
Executive Secretary. 

Senator O’Manonry. Thank you very much. It will all be re- 
ceived for the record. 

Senator Barrerr. Mr. Chairman, may I ask the Senator a question ? 

Senator SmirH. Yes, sir. 

Senator Barerrrr. You heard the chairman of the committee indi- 
cate a moment ago that he thought that the independent producers of 
this country were entitled to an increase in the price of crude oil, and 
he thought the small independent refiners ought to be entitled to an 
increase in the price of gasoline. 

Now, assuming that about half of the industry comes in that cate- 
gory of small independent operators, both in the producing field and 
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in the refining fields, would you favor, then, the increases for half 
of the industry and deny it to the other half? 

Senator Smirn. I want industry to have what it needs to carry on 
its business successfully, but I also want my people in Maine and the 
people in this country to be able to keep warm at prices that they can 
afford to pay, and not at the will of a few people who are making 
excessive profits, as are reported. 

Senator Barretr. The Senator has not answered my question. The 
question was, that the chairman indicated that after listening to all 
the testimony that the small independent producers of crude were en- 
titled to an increase and the small refiners were entitled to an in- 
crease, and I assume that the Senator agrees with the chairman that 
if the testimony shows that, that certainly they should have it. But 
the question I asked you: 

Would you deny it half of the industry and give it to the other 
half ¢ 

Senator Smiru. I do not believe in discrimination in any way. 

Senator Barrerr. I did not think you would. 

Senator O’Manoney. In order that the record may be clear after the 
comment of my colleagues, I want to state that one of the principal 
factors of this investigation is the antitrust factor. 

The oil lift program to Europe is being carried on under a volun- 
tary agreement and a plan of action adopted, allegedly under the 
authority of the Defense Production Action of 1955, by which these 
major oil companies which operate on a worldwide scale are granted 
exemption from the antitrust laws in return for their agreement to 
transport the oil from whatever sources that are available. 

Now, the small refiner and the small producer have been victims 
of monopolistic practices in the past. There have been many instances 
of it. So it is most important to bear in mind that we are not dealing 
here solely with the question of price increases. That is why the Com- 
mittee on Interstate and Foreign Commerce set up a subcommittee to 
look into that particular phase of it. 

But because monopolistic practices and price increases are in- 
separable, usually, the Interstate and Foreign Commerce Committee 
has allowed this committee to concentrate on the public hearings for 
the present. 

I have no doubt they will go into that later on. 

Senator Dirksen ¢ 

Senator Dirksen. No questions. 

Senator O’Manoney. Senator Carroll? 

Senator Carroiz. Senator Smith, I have just been doing some com- 
puting from your figures. Before I give you my conclusion—not to 
have a conflict with yours—we have had similar testimony from 
Florida, similar testimony from California, that these price increases 
have affected hundreds of thousands of people throughout the Nation. 
And there has been some discussion, “It is only a small amount,” they 
say, “It is not important.” 

However, from the figures here, in 1 month’s time in New England, 
the increase costs each of your consumers $1.33 a month. Because in 
the preceding year, I understand, there was only a 1 cent per gallon 
increase, it cost them $16 in that year. 

The one-month increase in January cost the people of New England 
a million and a half dollars. So the only thing that I should like to 
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call to your attention is your constant reference to the domestic pro- 
ducers. 

The price increase that arose through a subsidiary of Standard Oil 
of New Jersey has been reflected throughout the Nation, whether in 
New England—this is our first testimony from New England—and, 
as I have indicated to you, in Florida, California, and our own military 
establishments. 

Now, the question is: How will we resolve it? I just do not know. 
But I agree with your comment, that if we do nothing else, we will 
have focused the spotlight of public opinion on what is happening in 
this country, and then, perhaps, we can stop further increases. At 
least we can do that. 

I, for one, commend you on your forthright statement. 

Senator Smirn. Thank you very much, Senator. 


Senator O’Manoney. Thank you very much, Senator Smith, for 
your testimony. 


Mr. Baker. 


STATEMENT OF HINES H. BAKER, PRESIDENT, HUMBLE OIL & 
REFINING CO. 


Senator O’Manoney. Mr. Baker, would you be good enough to iden- 
tify yourself? 

Mr. Baxer. I am Hines H. Baker, president of Humble Oil & Refin- 
ing Co., living at Houston, Tex. 

am honored to have the privilege of appearing before your com- 
mittee today to discuss with you this matter of price increases which 
were initiated by the Humble Co. in January. 

Senator O’Manonery. How long have you been president of the 
company ? 

Mr. Baker. Since 1948. 

Senator O’Manonry. What was your occupation before that ? 

Mr. Baker. Well, I have been with the Humble Co. since 1919. I 
was in the law department, and became a director in 1937. Since that 
time I have been vice president, executive vice president, and then presi- 
dent of the company. 

Senator O’MaHoner. The Humble Oil Co. is a subsidiary of the 
Standard Oil of New Jersey; is it not? 

Mr. Baxer. The Standard Oil Company of New Jersey owns about 
87 percent of its stock. 

Senator O’Manoney. The balance of 13 percent, how is that dis- 
tributed? Do you know? 

Mr. Baxer. That is owned by something like 10,000 stockholders 
scattered over the country. 

Senator O’Manonry. In what State was the charter of the Humble 
Oil Co. issued? 

Mr. Baxer. Texas. 

Senator O’Manonery. When? 

Mr. Baxer. In 1917, 

Senator O’Manoney. In 1917. Just 2 years before you became af- 
filiated with them? 

Mr. Baxer. Yes, sir. f 

Senator O’Manoney. So that your experience has been practically 
coterminous with that of the Humble Oil Co., except for 2 years? 
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Mr. Baxer. That is correct. 

Senator O’Manoney. We have here, it may be appropriate to re- 
mark, an example of modern corporate structure, where 1 of the 
States of the Union, having issued a charter to 1 company, that com- 
pany created by the State secures other charters from other States to 
carry on business related to the original business, and operates in inter- 
state commerce without any charter from the only government which 


has the authority to regulate interstate commerce, namely, the Federal 
Government. 


That is a fact, is it not? 

Mr. Baxer. That is a fact, except that you do not get charters in 
other States; you get permits to do business in other States. You 
have only one charter. 

Senator O’Manonry. The Humble Oil Co. has a charter, has it not? 

Mr. Baxer. It has a charter in the State of Texas 

Senator O’Manonry. Right. 

Mr. Baxer. Which permits it to do business in States from Florida 
to, along the border, to California and Washington. 

Senator O’Manonery. Does Humble have any subsidiaries or af- 
filiates ? 

Mr. Baxer. It has the Humble Pipeline Co., which is 100 percent 
subsidiary, engaged in the pipeline-transportation business. 

Senator O’Manoney. What is the capital of the Humble Pipeline 
Co. ? 

Mr. Baxer. I have forgotten what its capital structure is. But it 
is one of the large transporting pipeline companies in the country. 

Senator O’Manonry. Through what States does it go? 

Mr. Baker. It transports only in the State of Texas. It was in 
New Mexico and Texas, but now it is in Texas alone. 

Senator O’Manonry. What parts of Texas? 

Mr. Baxer. All over the producing areas of Texas. 

Senator O’Manonry. Both east and west Texas? 

Mr. Baker. East Texas, west Texas, west central Texas, south 
Texas, southwest Texas. 

Senator O’Manoney. Is it one of the principal transportation lines 
for Texas producers ? 

Mr. Baxer. Yes; it is. ; 

Senator O’Manoney. Does it have capacity enough to carry the oil 
produced in Texas? 

Mr. Baxer. It has—no; not capacity to handle all the oil produced 
in Texas, because there are quite a number of other large transporting 
pipelines in Texas. . as 

Senator O’Manoney. Are there any other transporting pipelines 
affiliated with this wholly owned subsidiary of Humble? 

Mr. Baker. No. 

Senator O’Manoney. Is this an independent corporation / 

Mr. Baker. It is 

Senator O’Manoney. I mean it operates under a separate charter, 
does it? 

Mr. Baker. Yes; it is separately incorporated under the laws of 
Texas, as required by the statutes. : 

Senator O’Mauonry. Also a Texas corporation ? 

Mr. Baker. That is right. 
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Senator O’Manoney. Do you have any other Texas corporations / 

Mr. Baxer. No. 

Senator O’Manonry. You do not engage in refining, do you ? 

Mr. Baxer. Yes; we operate a large refinery at Baytown, Tex., with 
a capacity of 280,000 barrels a day. 

Senator O’Maronery. What is the value of that refinery; can you 
tell the committee ? 

Mr. Baxer. Well, I think the gross investment in it is about $200 
million. 

Senator O’Manonry. What were your stocks of crude oil and oil 
products at the time of the price increase ! 

Mr. Baker. I will have to—— 

Senator O’Manoney. If that is not ready, I will postpone that ques- 
tion, Mr. Baker, until you have had an opportunity to make your 
statement. You have come with a prepared statement, and I do not 
want to interrupt you in that. 

Mr. Baxer. | will be glad to provide that information. 

Senator O’Manonry. Very well. 

(The information requested is as follows :) 


The volume of our inventories on January 3 is not readily available, but on 
January 1, 1957, they were as follows: 


Barrels 
Crude oik (excludes 1,363,000 barrels working stocks in lease tanks)__ 15, 808, 000 
I cetacean ceenorec mies een 13, 457, 000 


Mr. Baker. On January 3, 1957, Humble Oil & Refining Co. in- 
creased its posted prices for crude oil in Texas by an average of about 
35 cents a barrel. In announcing this increase, the company made the 
following statement : 


The immediate cause of this price change is the sharp increase in demand for 
domestic crude oil, particularly in Texas, that has developed since the flow of 
Middle East crude oil to Europe and the east coast was drastically curtailed by 
recent events. Humble has been unable to secure its requirements at former 
prices. 

An important cause of a more basic nature is the substantial rise in unit costs 
since the previous general price increase in crude oil prices in June 1953. During 
this period of more than three and a half years crude oil prices generally have 
remained constant although wages and salaries, costs of materials purchased, and 
the investment required for the same amount of production have all increased 
greatly. In view of these various circumstances, Humble has advanced prices 
by an amount that should help it to secure additional supplies which it has been 
unable to purchase to meet unusually heavy demands, and should also tend to en- 
courage the rate of domestic exploration and development of new oil resources de- 
sirable for reasons of national security. 


While the statement sets forth the basic reasons for Humble’s action, 
further information is supplied herewith in connection with the change 
in prices at which Humble buys and sells crude oil in Texas. Informa- 
tion is also supplied with reference to gasoline price changes. 

Senator Barrerr. Mr. Chairman, I wonder if I could ask the wit- 
ness if he would prefer to read his statement without interruption, or 
do you want to submit to questions as you go along ? 

Mr. Baker. Senator, it makes no difference to me. I think I might 
prefer to give the statement as a whole and then answer questions, if 
that is acceptable. 

Effect of the Suez crisison Humble’s situation: 

In October 1956, crude oil production in Texas was 2,924,000 barrels 
daily. In the Texas market, Humble purchased 366,000 barrels daily 
from others and had available a total supply including net production 
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run from its leases of 568,000 barrels daily. Our refinery runs were 
241,000 barrels daily, of which about 150,000 was purchased oil. In 
addition we had some net production sold at leases to others in Texas 
and in other States. 

Early in November the flow of crude oil from the Middle East to 
Europe and to the east coast of the United States was drastically re- 
duced by the closing of the Suez Canal and the disruption of pipeline 
movements from Iraq to the eastern Mediterranean. On November 2 
1956, Humble was advised by affiliates of Standard Oil Company of 
New Jersey, its largest customers, of an additional emergency export 
requirement at a rate of 5 to 8 million barrels a month for November 
and December. This constituted an increase of more than 50 percent 
in the amounts customers wished to purchase from Humble. We were 
also advised that substantial emergency requirements might continue 
for an indefinite period depending upon the restoration of normal 
movements from the Middle East to Europe. 

Humble was asked to use its best efforts to provide the maximum 
possible quantity for export to Europe although it does not normally 
supply oil for Europe. 

It. proceeded immediately to make available all the supplies it could 
from its receipts and inventories and to purchase additional supplies 
from others. In November and December, Humble was able to supply 
for export to Europe 7,611,000 barrels, which was less than our custo- 
mers could have taken if we had been able to make more available. 

It was able to do this only by extroardinary spot purchases of 
3,605,000 barrels fr om other companies and by drawing on its inven- 
tories. The company’s inventories at coastal terminals for tanker load- 
ing were virtually exhausted by the end of December, so that: its abil- 
ity to meet. requirements in 1957 depended on the supplies that it could 
secure from current production and from spot purchases from other 
companies. 

Humble made appearances before the Railroad Commission of 
Texas presenting vigorously its additional requirements for crude oil 
in November, December, and January. There were other purchasers, 
however, who apparently did not need or want additional supplies of 
crude oil, as indicated by their nominations. After weighing evi- 
dence on market demand and other factors, as provided for by the 
Texas conservation statutes, the railroad commission set allowable 
production in December and January at slightly higher levels than 
in November. 

After crude inventories showed a substantial decline, it allowed a 
further increase of over 100,000 barrels daily for February. The al- 
lowable production established by the commission did not make avail- 
able to us as much oil as we wanted. We say this asa fact and not as 
a eriticism of the commission beeause it had many factors to consider 
in the performance of its legal duties. 

We repeatedly sought to buy crude oil from other companies but 
were unable to secure oil in the quantities needed. In December, we 
bought outright what oil was available, including 2,282,000 barrels we 
were able to ‘buy from inventories held by several companies only by 


agreeing to make available an equivalent amount of oil in 1957 at the 
same prices they charged Humble. 


90507—57—pt. 152 
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Because of the urgent needs of our customers, we bought crude oil 
on this basis, thereby taking the risk of having to buy oil at higher 
prices in 1957 to take the place of oil exported to Europe at lower 
prices. By the end of the year we were no longer able to secure addi- 
tional supplies from other companies at prevailing prices or even 
through special arrangements such as described. 

As a result of the preceding circumstances, Humble’s prospective 
receipts of crude oil at the end of 1956 were such that it could plan 
to supply for export only 600,000 barrels in January against a mini- 
mum export demand of 5,500,000 barrels. 

Humble was advised by its principal customers that unless addi- 
tional supplies could be made available that it would be necessary 
to divert tankers from the gulf coast to the Middle East. This action 
would reduce the ability of tankers to deliver oil to Europe and would 
increase costs because of the distance and cost of the trip around 
Africa. 

Efforts to make available additional oil on the gulf coast appeared 
highly desirable in the situation that existed at the end of December. 
We concluded that the only possible method remaining by which we 
might secure such supplies was to raise our price for crude oil. From 
our knowledge of the basic economic situation in the domestic petro- 
lenm producing industry and of the implications of the crisis in the 
Middle East for long-term domestic petroleum requirements, we de- 
cided that a higher level of posted prices at which Humble buys and 
on the basis of which it sells crude oil was required both immediately 
and for the long run. 

We hoped that this action would make available some additional 
supplies for emergency shipments to Europe. We believed also that 
such a move was consistent with the desirable long-term objective of 
seeking to assure for Humble a greater potential source of domestic 
supplies for its customers in the long run, as set forth more fully 
in the following section. 

Long-term implications of the Suez crisis: 

The Suez crisis emphasized the hazards involved in the use of oil 
from the Middle East. Beyond the immediate effects, it demon- 
strates dramatically that future supplies of domestic oil are even 
more important for the security of the United States and its allies 
than had been generally realized. In our judgment, the crisis meant 
that proved domestic reserves of petroleum should grow at least as 
rapidly as domestic demand in order to avoid the risk of increasing 
dependence on foreign oil. By this criterion, the level of prices that 
had prevailed in recent years was inadequate. 

Although drilling has continued to increase, it is a matter of con- 
cern that in recent years proved domestic reserves of crude oil have 
increased at a considerably slower rate than domestic demand. In 
1954 and 1955, for example, they increased by only about 1.1 billion 
barrels, or an average annual rate of only 1.8 percent. Domestic 
demand has continued to grow at an average rate in excess of 4 per- 
cent annually. 

Domestic productive capacity has been rising at a satisfactory rate 
relative to normal requirements. There has been a deterioration, how- 
ever, in the basic relationship of known reserves to demand. The 
trend in this relationship, which is the basic measure of the adequacy 
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of domestic exploration in terms of future requirements, is shown for 
the period 1941-56 in the following summary. 
I will not take time to read that summary. 


Senator O’Manoney. It will appear in the record just as you have 
given it. 


Mr. Baxer. Yes, sir. 


Relation of proved reserves to domestic demand in the United States 




















| 
| Jan. 1 proved reserves (million barrels) Ratio of 
| ____| Domestic proved 
demand petroleum 
(million reserves to 
Crude oil Natural gas Total barrels) domestic 
liquids demand, 
total liquids 
eins . | aes : \— |- 
OOM Pern So a 18, 300 2, 850 21, 150 | 1, 486 14.2 
Se Kbpilatethipe dupes 19, 942 3, 078 23, 020 1, 793 12.8 
ee pik erpida sn chesland 25, 268 4, 268 29, 536 2, 574 11.5 
DR s6 ok nebtcabdanbnchinwenes 30, 012 5, 438 35, 450 3, 228 11.0 


I 


Source: American Petroleum Institute (reserves) and Bureau of Mines (demand). 





Mr. Baxer. I would like to call attention to the fact that in 1941 the 
total proved reserves in the country, in the third column, was 21,150 
million barrels, and that that has continued to grow until in 1956 it 
is 35,450 million barrels. 

The domestic demand, on the other hand, which was 1,486 million in 
1941, has more than doubled in that period and is 3,228 million in 
1956. So that the relationship as shown in the last column is this: 
The ratio of proved petroleum reserves to domestic demand in 1941 
was 14.2, and it has steadily declined until in 1956 it was 11. 

The tabulation shows that proved domestic petroleum reserves are 
now less adequate in relation to domestic demand than at the begin- 
ning or end of World War II. 

In 1956, proved domestic petroleum reserves were only 11 times the 
annual rate of domestic demand. This ratio of reserves to demand 
is considerably lower than in the past and is less than is desirable. 

This declining ratio reflects the lack of incentives for domestic ex- 
ploration and development of new reserves. 

Senator O’Manoney. May I inquire, Mr. Baker, what the source 
of the statistics is? 

Mr. Baxer. It is the American Petroleum Institute on reserves and 
the Bureau of Mines on demand. 

Senator O’Manoney. Thank you. 

Mr. Baker. That appears in the text of the statement. 


BROADER CONSIDERATIONS AFFECTING CRUDE OIL PRICES 


With this background of recent developments, let us look at the 
broader considerations affecting crude oil prices. Two important 
facts stand out: (1) Petroleum prices have not kept pace with the 
increase in costs, and (2) the rate of earnings on domestic petroleum 
operations has been declining and is relatively lower than it should be 
as compared with other industries considering the risks 1 involved. 

Since 1947, there have been only two general increases in crude oil 
prices. Crude oil prices in the United States averaged $2.60 a barrel 
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in 1948. They declined slightly in 1949-50, and did not increase gen- 
erally until 1953. That is a period of about 5 years. An advance of 
about 25 cents in 1953 raised the average price to about $2.77 a barrel. 
‘This advance was much less than the change that had occurred in costs 
in the preceding 5 years, as I stated in testifying before the House 
Committee on Interstate and Foreign Commerce in June 1953. 

The second general advance followed the increase Humble made in 
January 1957 and appears to have raised average industry prices to 
about $3.07 per barrel compared with $2.60 at the end of 1947, an in- 
crease of 18 percent. 

The wholesale price index for petroleum and products as of January 
29, 1957, following the recent price increase, was 29 percent higher 
than in the base period 1947-49, according to the latest information 
released by the Bureau of Labor Statistics. 

By comparison, the principal cost items in petroleum producing op- 
erations have shown increases of 40 to 60 percent. Wage rates in petro- 
leum production have increased by 52 percent from an average hourly 
rate of $1.64 in 1947-49 to $2.49 at the end of 1956. 

The wholesale price indexes at the end of 1956 showed increases of 
63 percent for iron and steel, 52 percent for metal and metal products, 
and 43 percent in machinery and motive products as shown by the fol- 
lowing tabulation and in exhibit 4. The prices of these commodities 
are major elements of cost in petroleum operations. 

I will not read this table, but it appears in the statement. 

Senator O’Manoney. It will be part of the record. 


Wholesale commodity price indexes for petroleum and other major groups 
[1947-49= 100] 





| | 
1948 | 1953 December | January 





1956 =| = 19571 
i a caleahiameiechenimsinagestiatiadaiiakinme ciepenctineapttemnai aa —|_—____— 
I iceman 111.7 112.7 120.9 | 129. 3 
Major groups particularly affecting petroleum costs: | 
III IN pct d ier. dicing cei te ve thi Ble ae were 104. 3 131.3 163.3 | (2) 
Metal and metal products._......................-- 103. 9 126.9 152.4 | (2) 
Machinery and motive products. ---.......-..-....- 100. 9 123.0 | 143. 5 @) 
1 Estimated. 


2 Not available. 
Source: Bureau of Labor Statistics. 


Mr. Baker. But I would like to call your attention to these com- 
parisons between 1953 and 1956, just preceding the price increase. 

You will note that petroleum and petroleum products, the index for 
the year 1953 was 112.7, appearing in the second column. In Decem- 
ber 1956 it was 120.9, an increase of 8.2 points. 

For iron and steel, in the same period, the index for 1953 was 131.3, 
and in December 1956 it was 163.3, an increase of 32 points. 

Metal and metal products: 126.9 in 1953, 152.4 in 1956, for an in- 
crease of 25.5 points. 

Machinery and motive products: 123 in 1953, 143.5 in 1956, for 20.5 
points. 

Now you will note here that the estimate for January 1957 on 
petroleum and petroleum products is 129.3, That is after the advances 
that occurred in January. And you will notice an increase of 16.6 
points over the year 1953, which is very substantially below the in- 


EMERGENCY OIL LIFT PROGRAM 769 


creases for each of these principal commodities entering into our cost. 

The source of this material is the Bureau of Labor Statistics. 

The changes in two of our principal cost items, wages and steel, can 
be illustrated by the experience since the general crude oil price in- 
crease in June 1953. Wage rates in petroleum operations increased 
4 percent in 1953, 4 percent in 1955, and 6 percent in 1956, making a 
cumulative increase of more than 14 percent. 

The price of J—55 steel casing for new wells increased 4.5 percent in 
June 1953, 3.1 percent in July 1954, 7.0 percent in July 1955, 7.7 per- 
cent in July 1956, and 3.3 percent a few days ago, m making a cumulative 
increase of about 28 percent since May 1953. The price of this casing 
is now $198.25 a ton compared with $154.65 at the end of May 1953. 

Senator O’Manonry. Mr. Baker, do you later in your statement dis- 
cuss the comparison of these dr illing costs which you are giving us for 
the domestic industry 

Mr. Baxer. Yes. 

Senator O’Manonry. With the drilling costs in the Middle East? 

Mr. Baxer. No; not with the Middle East. We make no comparison 
with the Middle East. 

Senator O’Manonery. I will bring that subject up before we finish. 

Mr. Baxer. They are very much higher here because of the number 
of wells being drilled. 

Senator O’Manoney. I understood you to say that they are much 
higher here than they are abroad ? 

Mr. Baxer. Because of the number of wells having to be drilled to 
get the same amount of oil. 

While these numerous wage and price increases were taking place, 
mind you, crude oil prices generally remained the same during the 
34-year period prior to the recent advance. 

In addition to the effect of the large increases in costs of materials 
and labor, the petroleum industry has had to contend with other 
factors adding greatly to its costs. 

The increasing depth of new wells, the increasing proportion of 
dry holes, and the rising volume of work in expensive areas, such as 
offshore drilling, all contribute to rising unit costs. Constant improve- 
ment in technology and investment in more efficient equipment have 
been offsetting factors that have helped to make the advance in 
wholesale prices of petroleum and products relatively smaller than 
that of many other commodities. 

The preceding factors have operated to increase industry costs on 
the order of 10 to 15 cents a barrel annually. This would indicate an 
increase in costs of 35 to 50 cents a barrel since the last general increase 
in crude oil prices in June 1953. This consideration was a major 
factor in our decision as to the amount of the price increase we made 
in January 1957, 

The fact that costs for petroleum have risen more than prices has 
meant decreasing profit margins and a lower rate of return on invest- 
ments in domestic petroleum operations. 

Despite the popular impression of greatly increased profits in the 
petroleum industry, our studies indicate that the rate of return on 
investments in domestic petroleum operations has been declining 
during the past 10 years. Exhibit 1 shows the net income and net 
assets of eight imports int domestic oil companies that are relatively 
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large producers without substantial income from foreign operations. 

It shows that the total investment by the 8 domestic companies 
listed had approximately doubled between 1948 and the end of 1956, 
whereas their net income was only 40 percent higher in 1956 than the 
average in 1947-49, “gaan the rate of return on investment 
had declined to a level that falls below the average for manufacturing 
corporations generally, although the rate of return should be higher 
because of the greater risks in oil producing operations. 

Exhibit 2 shows the return on net assets of leading corporations by 
major industrial groups. It indicates a return of 14.2 percent on 

troleum producing and refining, including the high return on large 

oreign investments, compared with 15.0 percent for corporations en- 
gaged in manufacturing generally. 

It should also be noted that the rate of return in 1955 in a number of 
industries, such as chemicals, cement, iron and steel, automobiles, and 
aircraft, was higher than in petroleum operations. The return for 
the petroleum industry in 1954 and 1955 was at its lowest postwar 
level, but the 1955 rate of return in manufacturing generally and in 
several major industries was at the highest level in 5 years. (See 
exhibit 3.) 

Now, we have brought forth some of the most pertinent parts of that 
exhibit in the table which you find at the bottom of page 7, which 
I would like to have incorporated as part of my statement. 


Rate of return on net assets of leading corporations by major industries, 
1951-55—Percent return 











1951 1952 1953 1954 1955 1951-1955 








Petroleum producing and refining ----_--- 16.6 14.5 14.7 13.8 14.2 —2.4 
a soe Scant tnlentne 14.4 12.3 12.7 12.3 15.0 +0.6 
ne banca nce amos 12.3 8.8 11.6 9.4 15.2 +2.9 
Chemical products_-.-- 16.3 13. 5 | 13.2 14.4 17.7 +1.4 
Autos and trucks. -- 17.6 18.7 | 19.4 1.5 


| 18.0 | 29.1 eat i 





Source: First National City Bank of New York monthly letter. 


Mr. Baxer. I would like to call attention briefly to certain signif- 
icant trends. 

You will note in 1951, in the first column, that the rate of return 
on petroleum producing and refining of 16.6 percent in 1955 had de- 
clined by 2.4 percent to 14.2 percent. 

All manufacturing, on the other hand, a much less risky business, 
was 14.4 percent in 1951 and 15 percent in 1955, or an increase of six- 
tenths percent. On autos and trucks, the return was 17.6 percent in 
1951, had increased by 11.5 percent to 29.1 percent in 1955. 

This is taken from a study made by the First National City Bank 
of New York in its monthly letter. 

Senator O’Manoney. Of what month, and what year, do you know ? 

Mr. Baker. You mean the date of this study ? 

Senator O’Manoney. That is right, the date of the monthly letter. 

Mr. Baxer. This is taken from the April letter of each year 
involved. 

Senator O’Manoney. Not of each year, because it is from one 
monthly letter. The April issue of 1956? 

Mr. Baker. Or 1955—gives the figures for 1955. 

Senator O’Manonry. 1955? 
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Mr. Baker. Yes. No figures for 1956 are shown here. 

Senator O’Manoney. I thought it might have appeared in the 1956 
isste of the monthly letter, but for the year 1955 and years prior. 
Am I not right about that ¢ 

Mr. Baxer. I am sure that is correct, yes. 

Senator O’Manoney. Thank you. 

These monthly letters are very interesting to anybody who is in- 
terested in any of these economic facts with which they deal, and par- 
ticularly, with the increasing inflation. 

Mr. Baxer. Yes. I will be very glad to supply the 1956 figures if 
you would like to have them. 

Senator O’Manoney. We will check those ourselves, Mr. Baker. 

This inflation has been particularly noticeable from your chart in 
all manufacturing, in iron and steel and chemical products, and autos 
and trucks, as particularly emphasized during the years 1953, 1954 
and 1955, while the percent of return for petroleum production and 
refining was declining in the same period. And we have had as yet 
no solution for this inflation problem. 

Mr. Baker. Well, if you take automobiles, it has been moving up 
steadily, whereas, there has been a general decline with the exception 
of 1954, with reference to the petroleum industry. 

Senator O’Manoney. Of course, the number of corporations en- 
gaged in making automobiles and trucks has been decreasing, show- 
ing the concentr ation of economic power. 

Mr. Baker. W ell, and on the other hand, they have been increasing 
in the petroleum industry. 

Senator Barrett. Mr. Chairman, I wonder if the witness would ex- 
plain the drop in iron and steel from 1951 to 1952, if he can. 

Mr. Baker. I am not too closely familiar with the iron and steel 
industry, but the explanation I would have is that the demand during 
those periods was not as high as it is now. We now have really a 
shortage of steel products and 1s a result, the demand is high and the 
returns are high. 

Also, their prices have increased, and then it may be that the 1954 
figure and the 1952 figure were a result of the strike in the industry. 

‘Senator Barrerr. I thought perhaps this was a typographical 
error, but your reply indic ates they are correct figures. Maybe the 
answer you gave would account for the change. The general economy 
of the country wouldn’t warrant any such change. 

Mr. Baker. In 1954 it was lower; yes. 

Humble’s experience illustrates the decreasing rate of return on 
domestic petroleum investments. Its net income in 1956 of $179 mil- 
lion was only 9 percent more than in 1953 and actually less than the 
income 8 years before in 1948. By comparison, the company’s invest- 
ment has increased approximately 25 percent since the end of 1953 
and 87 percent since the end of 1948. Humble’s rate of return in 1956 
was less than 15 percent on its average net investment, and much less 
than that on recent investments. 

I may say, Mr. Chairman, that these conditions I have been de- 
scribing here of sharply rising costs and decreasing returns on invest- 
ments and the slower rate of increase in the reserves of petroleum as 
against the growth of demand, are not a new matter of concern with 
us. We have been conscious of this for a period of years. 
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In our annual report to the shareholders in 1953 we called attention 
to the fact that the increase in price made that year did not offset 
the increase in cost since the last general increase in price in 1947. And 
in our annual report to the shareholders in 1955, we called the atten- 
tion of the shareholders to the basic facts which I have been relating, 
and in that report we commented on these factors, and I would like 
to read our statement at this time, made in March a year ago. 


In recent years capital expenditures and investments have advanced more 
rapidly than income, with the result that the trend in the rate of return of 
domestic petroleum operations has been downward. 

Humble’s experience parallels generally that of the domestic industry. Higher 
demand resulted in increased operations and improved earnings. Net income 
for the year was $175,997,500, or $4.88 a share, a marked gain over 1954 when 
income was lower because of a decline in operations, but only moderately higher 
than in 1953 and 1951, despite the substantial increase in investments since 
these years. Compared with 1951, the shareholders’ investment in Humble has 
increased nearly $300 million or 35 percent, whereas, net income gained only 
$5,516,900, or about 3 percent. Capital expenditures in 1955 were $210,419,000 
compared with $158,793,800 in 1951. 

In the past 5 years Humble’s capital investments amounted to $844,868,300; 
and in addition, expenses for exploration work and dry holes in the search for 
new reserves were about $377 million. 

While the increased volume of business in 1955 generally operated to keep unit 
costs relatively constant, a strong upward trend in costs was still evident in 
practically all phases of operations. This trend is apparent in the prices for 
materials purchased, in rates of pay, in taxes, and most of all in the cost of 
leases and wells. Humble spent $46,485,700 on lease purchases in 1955, about 
twice the average amount spent in the preceding 4 years. Its total investment 
in unoperated leases has increased sharply in recent years while the net amount 
of acreage under lease has remained relatively constant. 

This rise in cost of leases has been accompanied by an increase in the cost of 
wells. The average cost of the 857 wells drilled by Humble in 1955 was $130,500, 
or nearly 60 percent more than the average cost of 1950, and almost 5 times that 
for 1940. 

The rapid rise in cost per well is due to increases in both rates of pay and cost 
of materials, greater average depths, and to the more difficult drilling, illus- 


trated more forcefully by the expensive wells drilled offshore in the Gulf of 
Mexico—— 


Senator O’Manonry. Mr. Baker, do I understand that you are now 
reading from the report of Humble to the stockholders? 

Me. Baxer. To the stockholders; yes. 

Senator O’Manonery. Do you have an extra copy of that? 

Mr. Baxer. No; but I will be glad—yes, I think we may have. 

Senator O’Manonry. I think the members of the committee would 
be glad to have copies of it if they are available. 

You may proceed while your staff distributes the report. 

Mr. Baxer. I am sorry I don’t have enough copies. 

| Reading : | 


Humble spent $46,467,700 on lease purchases in 1955, about twice the average 
amount spent in the preceding 4 years. Its total investment in unoperated leases 
has increased sharply in recent years while the net amount of acreage under 
lease has remained relatively constant. 

This rise in the cost of leases has been accompanied by an increase in the 
cost of wells. The average cost of the 857 wells drilled by Humble in 1955 was 
about $130,500, or nearly 60 percent more than the average cost in 1950, and 
almost 5 times that for 1940. 

The rapid rise in cost per well is due to increases in both rates of pay and 
costs of materials, greater average depth and more difficult drilling, illustrated 
more forcefully by the expensive wells drilled offshore in the Gulf of Mexico 
and the swamps and marshes of Louisiana. 

As a result of these developments, a much higher investment is being made 
per barrel of oil developed currently than was paid for the oil now being 
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produced. In other words, current replacement costs are much higher than the 
cost of reserves accumulated in the past. 

Senator O’Manoney. Offshore drilling in the Gulf of Mexico is 
much more expensive than drilling on the mainland, isn’t it? 

Mr. Baker. Yes. Much more expensive except that in the marshes 
of Louisiana it is very high, on shore in Louisiana. 

Senator O’Manoney. What is the return that you get? What is 
the rate of discovery ? 

Mr. Baker. Our experience has been fortunate in the offshore oper- 
ations off Louisiana, but unfortunate off Texas. 

Senator O’Manonery. That might have been predicted by the evi- 
dence presented at the hearings on the offshore bill. However, that is 
beside the question. Those wells which have come in off Louisiana, 
what do they average in production per day, per well ? 

Mr. Baxer. The present allowable is up some as a result of in- 
creases. About 200 barrels a day average. 

Senator O’Manoney. Are they profitable wells? 

Mr. Baxer. Well, we hope so. We haven’t had enough experience 
with the offshore operations to determine whether overall they will be 
profitable or not, but we continue to spend our money in the hopes 
that they will. 

Senator O’Manoney. Searching for oil is always a gamble. 

Mr. Baxer. It is an unusual gamble there. 

Senator O’Manoney. Humble has been unusually successful. 

Mr. Baker. Thank you. 

Senator O’Manoney. The rate of profit would indicate that, to 
which you have just testified. 

Mr. Baxer. I wish they weren’t declining, as I pointed out, on the 
amount of our investment. Continuing again: 

Another important factor operating to increase costs is the large amount of 
reserve-producing capacity being maintained. It is estimated that if all Humble 
wells had been produced during 1955 at maximum efficient rates, the production 
would have exceeded actual output by about 240,000 barrels daily. The develop- 
ment of substantial reserve-producing capacity since 1948 is desirable from the 
standpoint of national security ; however, it represents a real burden upon petro- 


leum producers in terms of bigher investment and operating costs per barrel of 
production. 


I will skip that next paragraph, Senator. 


Despite increasing risks and costs, Humble plans to continue an aggressive 
program of exploration and capital expenditures in the belief that such enter- 
prise is necessary to meet the tremendous demands for oil and gas foreseeable 
over the next 10 to 20 years. The difficulties and growing risks of losses inescap- 
able in exploring for and developing petroleum must be faced and overcome in 
order to meet the steadily rising demands for oil and gas by the American people. 

This can be done only if market prices respond to changing conditions in the 
domestic industry and if the long-established and reasonable tax provisions 
applicable to petroleum production in recognition of the peculiar risks of the 
business are continued in-effect. 


T read that to show 


Senator Carroti. Mr. Chairman, I would like to ask a question. 

Mr. Baker. To show that we have been conscious of these problems 
long before the recent occurrences. 

Senator O’Manonry. Mr, Baker, Senator Carroll would like to 
ask you a question. 

Mr. Baxer. Yes. 
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Senator Carrori. Did I understand you to say, Mr. Baker, that 
you had $844 million invested in capital iependitiavedt Was that 
your: 

Mr. Baxer. No. 

Senator Carrot. What was that statement, the reference to $844 
oo ¢ Capital investment I should have said. 

Mr. Baxer. I thought you said 44. Yes, I said that in the past 5 
years, that is, in the 5 years ending in 1955, we had made capital invest- 
ments in the amount of $844 million- -plus. 

Senator Carrot. What was the market position of Humble in 
1951 and, say, through the years in that period of time, to 1956? 

Mr. Baker. You mean the price of our stocks, or what ? 

Senator Carrotu. The price of your stocks, yes. 

Mr. Baxer. Yes. I don’t recall] these market price figures, Senator 
Carroll. Ican supply that. 

Senator Carrot. Submit them for the records, please. 

(The information referred to is as follows :) 


The market price range of Humble’s stock, adjusted in the year 1951 to reflect 
the issuance of additional stock on November 15, 1951, was: 
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The preceding prices should be considered in the light of stock prices generally, 
which approximately doubled between 1951 and 1956 as shown by the Standard 
& Poor’s index of 420 industrial stocks tabulated below : 





1953 | 1954 1955 5 | 1956 








| 
|} 1951 |} 1952 | 
—— ne — Re } 
420 industrials: | bs Ds 
Ne hel a SE ake eet cil tals ol 206.7 | 7.14 216.1 301.4 | 378.4 426. 2 
ee ce ian -| 189. 5 | 208.3 | 297.7 367.5 
1 


178.3 108 6 
| 





Senator Carroti. Was there an upward movement ? 

Mr. Baker. Yes. Its value has increased on the market. 

Senator Carrotu. In part, this capital investment, too, has made this 
stock more valuable ? 

Mr. Baxer. Yes. During that time, of course, we have been finding 
additional reserves of oil, too. 

Senator Carrout. Yes. I note here in your statement that the net 
income in 1956 was $179 million. 

Mr. Baxer. Yes,sir. 

Senator Carrotz. And, as I recall in your statement to the stock- 
holders, you had $377 million invested. There was a loss of dry holes? 

Mr. Baxer. No. In dry holes in that year, it was—— 

Senator Carroty. I meant in the 5-year period. I think you said 
in the 5-year period for dry holes. 

Mr. Baxer. Well, that includes not only dry holes, but the expense 
of exploration work. 

Senator Carroty. You wrote that off in your income taxes as cost 
of operation. 

Mr. Baker. That is right. 
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Senator Carroiu. Now, in this money, this $179 million in your net 
income, of course, you did not include the 2714-percent depletion al- 
lowance, because you were not required to; isn’t that so? This is net 
income after taxes? 

Mr. Baxer. This is net income after taxes; yes. 

Senator Carrot. In 1956 how much did you get by virtue of the 
depletion allowance of 2714 percent ? 

Mr. Baxer. Iam not able to answer that offhand. 

Senator Carrott. Maybe one of your assistants could answer at 
this time, if they have the information available. 

Mr. Baxer. I don’t believe they would have that information avail- 
able. 

Senator Carroti. Will you furnish that for the record at this point ? 
Mr. Chairman, I would like to have that in the record. 

Mr. Baker. We will supply the figures. 

(The information requested is on p. 803.) 

Senator Carrot. I think at the same time it might also be well to 
have the market position of your stocks during this 5-year period. 
Thank you very much. 

(The information requested is on p. 774.) 

Mr. Baxer. Yes. 

Senator O’Manoney. Mr. Baker, I didn’t quite hear the response 
to Senator Carroll’s request that you furnish the figures on the deple- 
tion allowance. 

Mr. Baxer. I said we would undertake to furnish the figures he 
has requested on both matters. 

Senator O’Manonry. The committee will be very happy to receive 
them. 

Mr. Baxer. It is well to note that average returns on total petro- 
leum: investments substantially overstate the rate of return being 
realized on current investments because of the much higher level of 
costs now being incurred than was the case for reserves acquired in 
earlier years. 

We cannot expect money to be reinvested in exploration and devel- 
opment in order even to replace current production, much less to 
expand reserves, unless the return on current investments appears 
sufficiently attractive to compensate for the risks taken. 

In view of our immediate needs for more crude oil, of the cost and 
profit conditions in the industry, and of the length of time required 
to realize results from expanded exploration and development, we 
concluded at the end of 1956 that a higher level of prices paid by 
Humble to those from whom it purchases oil was not only immediately 
appropriate but also in the right direction for the long run. 

Crude-oil price changes in 1957: On January 3, 1957, we raised 
prices on the crude oils we handled by amounts varying generally 
from 25 to 45 cents a barrel, depending on relative values, and aver- 
aging about 35 cents on our total volume. 

The amount of the increase was a matter of judgment. The general 
increase we made seemed to us the minimum warranted by the cir- 
cumstances. 

The level of general market prices is, of course, determined by 
evaluation of buyers and sellers as to current and prospective con- 
ditions of both supply and demand. A certain amount of trial and 
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error is involved in the determination of a new level of market prices 
following the initiation of price changes. At times in the past when 
others initiated price increases that in our judgment were not war- 

ranted by the economic circumstances then prevailing, we have re- 
teal making any changes. 

In 1947, our judgment to resist an upward movement in prices 
proved wrong and we had to meet a higher level in order to secure 
necessary supplies for our customers. In 1948, we resisted another 
price increase and in this case our judgment proved right as borne 
out by the fact that the companies initiating the changes finally had 
to drop back to the general market level. If our judgment on crude 
oil prices in January 1957 had been in error, other companies would 
not have changed their prices and Humble would have taken action 
to move back toward the established market level. 

Humble posted price increases varying among grades of crude oil 
in accordance with its interpretation of their reiative values. Other 
companies made changes which were smaller in some cases and larger 
in others than those posted by Humble. In west Texas, for example, 
Humble increased its price by 25 cents a barrel, but a number of 
companies raised prices by 35 cents a barrel and one raised 30 cents. 
Subsequently over a period of time, these purchasers dropped back 
to a 25-cent increase. 

For the Anahuac and Sweden grades, we posted an increase of 45 
cents but others raised comparable crudes only 35 to 40 cents. Humble 
found that market conditions established a lower price than it had 
posted; and it adjusted its prices for these grades downward by 5 
cents a barrel on February 1, 1957. 

Adjustments of the type described are part of the process of finding 
the general market level. By the end of January, it appeared that the 
general market level for crude oil prices had increased about 25 cents 
a barrel in west Texas and the midcontinent producing area. 

Senator O’Manonery. Do you have any figures on the public lands 
States ? 

Mr. Baker. Yes, I think so. 

Senator O’Mauonry. Will you provide them ? 

Mr. Baker. Yes. 

(The information referred to is as follows ee 

As shown by the price exhibit introduced by me and appearing at pages 1607 
to 1610 of the transcript, the initial price changes of various purchasers of oil 
in these States varied from 23 cents to 35 cents per barrel and after several days 
elapsed these price increases settled down following adjustments to an average 
of about 25 cents per barrel. 

Mr. Baxer. Recent gasoline changes: 

As a direct marketer of gasoline in Texas and New Mexico, Humble 
had to decide what part of the increase in cost of crude oil jt should 
seek to recover from gasoline. We had to consider the situation of our 
refinery and also the increase in prices paid to several inland refineries 
for gasoline bought from them to supply part of our market. 

Mr. McHueu. Mr. Baker, excuse me. Before you go on with your 
gasoline price discussion, I wonder if you could tell the committee 
what proportion of your total crude you sell to Standard of New 
Jersey. 
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Mr. Baxer. Yes, I can give you those figures. We do not sell to the 
Standard of New Jersey, but we sell to Esso Standard Oil Co. , Which is 
an operating affiliate of Standard of New Jersey. 

I have the figures here in this tabulation through 1955. We were 
marketing in 1955 an: average of 490,000 barrels a day, of which 192,800 
went to Esso Standard and for the 5- -year period from 1951 to 1956, 
we marketed 505,000 barrels a day, of which 183,000 went to Esso 
Standard. 

Mr. McHveun. You don’t have the—— 

Mr. Baker. That is about a little over 30 percent. 

Mr. McHven. What percentage of the crude that you were market- 
ing did you produce? 

Mr. Baker. We produced net about 360,000 barrels a day. 

Mr. McHvucu. What was the figure again for your total marketing? 

Mr. Baxer. Pardon? 

Mr. McHveu. What was the figure you gave us a little earlier con- 
cerning the amount of your total marketing? 

Mr. Baker. The figures here are for the Texas market. We market 
crude at leases in Louisiana and Mississippi and other States, but 
the Texas market shows that we purchased 366,000 barrels daily from 
others in October of 1956, before this condition arose. And we had 
au — supply of 568,000 barrels a day in October of 1956 on the Texas 
market. 

Mr. McHvueu. I wonder, for the committee records, if you could 
submit these figures for the past 5 years showing the total amount of 
crude or the percentage of your total crude which is sold to Stand- 
ard’s subsidiary, Esso. I wonder if you could also show us what per- 
centage during this 5-year period of the total crude which you market 
is produced by you and how much is purchased from other sources. 

Mr. Baker. We will be glad to submit those figures. 

(The information requested is as follows :) 


[Percent of ees 





| l | 
1952 1953 | 1954 | 1955 | 1956 
| 
| 
(a) Crude sales to affiliated companies__........-..------------ 36 | 33 35 | 39 39 
(6) Sources of crude marketed (based on sources of total crude | | 
supply): | 
ee ne INO on ee chou tineateedus 45 47 48 48 46 
SIRI oon oadasaknanseswebusususedseadddans 55 | 53 52 52 54 


| 





Mr. Baxer. We estimated that the average price of the crude oil 
used at our refinery increased about 35 cents a barrel. The output of 
products from a barrel of crude oil is about 40 gallons after allowing 
for refinery use and losses. In order for the company to realize in 
its refining operations the higher price of the crude oil used, whether 
from its own production or from purchases, it was necessary to realize 
nearly 1 cent a gallon more on all refined products. 

Therefore, we decided to raise prices at which we sell gasoline to 
service stations by 1 cent a gallon. The inland refineries from which 
we buy gasoline to supp] more than 30 percent of our gasoline market 
raised their prices to us i an average of 1 cent a gallon, with a range 
from 0.875 to 1.25 cents. ‘The amount of our increase was therefore the 
minimum amount that would cover the higher prices for crude oil used 
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to make gasoline at our refinery and for gasoline purchased from other 
refineries. 

Humble’s tankwagon price for regular gasoline was increased gen- 
erally in Texas from about 15.5 cents a gallon to 16.5 cents, excluding 
taxes. This increase was 6.5 percent. With a normal dealer margin 
of 5.5 cent a gallon, the delivered price of Humble’s regular gasoline 
to customers, excluding 8.0 cents in Texas and Federal gasoline taxes, 
is about 22.0 cents a gallon. In terms of performance, the quality of 
Humble’s regular gasoline now is about equal to that of premium 
gasoline 3 years ago, although its price is 1 cent less than premium 
gasoline was in 1954. 

The American Petroleum Institute reports that the average retail 
price of gasoline, excluding taxes, in 50 cities was 21.61 cents a gallon 
in 1956. If this price were to advance generally by 1 cent a gallon 
to 22.61 cents, it would still be only 1.33 cents, or 6 percent, above the 
average price in 1953. Even with such an increase, gasoline continues 
to be a better buy than in the past. The average hourly earnings in 
all manufacturing were reported to be $2.05 at the end of 1956, com- 
pared with $1.77 in June 1953, an increase of over 15 percent. With the 
pay for an hour’s work, the average employee in manufacturing can 

uy 9 gallons of gasoline, excluding taxes, which have increased from 
an average of 7.4 cents a gallon in 1953 to 8.9 cents a gallon currently ; 
the pay for an hour’s work in manufacturing will still buy 6.6 gallons 
of gasoline now as compared with 6.2 in 1953. In fact, the pay for 
an hour’s work buys more gasoline than in any prior year, as shown 
by exhibit 5 and exhibit 6. 

I would like to call your attention to those two exhibits. I think you 
can see graphically in exhibit 6 how those compare. 

(Exhibits 5 and 6 are as follows:) 
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Exuisit 5.—Gasoline prices related to hourly earnings, United States 




















Average retail price of reg- Gallons of gasoline pur- 
ular gasoline at 50 cities chased with an hour’s pay 
(per gallon) Hourly earn- in manufacturing 
MAE eee EY See a By eo 
ufacturing | | 
| Excluding Including | Excluding | Including 
tax tax | tax tax 
- ——_—— ——- —|- — —| — i— —r- es 
Risse ccs cosa psn sete enoes $0. 2541 $0. 2547 $0. 477 | 1.88 | 1.87 
Nl a Ns nd ay cies . 2974 . 2983 . 555 | 1.87 | 1. 86 
Ct idaiadilis cock coal = . 2611 . 2631 . 515 1.97 | 1, 96 
"ee ‘ E | . 2482 . 2520 . 487 | 1. 96 | 1.93 
iwedeeeqewenesewons ene . — . 2106 | . 2197 . 522 | 2. 48 | 2. 38 
bs 2 Ls a % | . 1946 | . 2094 | . 547 2.81 | 2. 61 
1925... .-- cegeeeies cml . 2009 « 2220 | . 547 | 2.72 2. 46 
BS ante iitasp cheba . 2097 | . 2338 | . 548 2.61 | 2. 34 
Oe i pais alate . 1828 | . 2109 | . 550 | 3.01 | 2. 61 
1928 _ _ - : 5 ‘ | . 1790 . 2094 . 562 | 3.14 2. 68 
Ds woes ck a. . . 1792 . 2142 | . 566 3.16 2. 64 
1930. clips cipeieapeatly wes . 1616 . 1995 . 552 3. 42 | 2.77 
1931 _ _- Sa cad . 1298 | . 1698 515 | 3.97 3. 03 
1932_- aoe Gh eee . 1330 . 1793 . 446 | 3.35 | 2.49 
1933 a S Bee 1241 . 1782 442 8.56 | 2. 48 
Aa pat a . 1364 . 1885 . 532 | 3. 90 2.82 
1935 __- eae . 1355 | . 1884 550 | 4.06 | 2.92 
ne ee . 1410 «1945 . 556 | 3. 94 | 2. 86 
le , i . 1459 . 1999 . 624 4. 28 3.12 
cn ae ; ; RS . 1407 1951 . 627 4. 46 | 3. 21 
1939__._- ip Sees eee ee . 1331 . 1875 . 633 | 4.76 | 3.38 
1940____- ‘ ————— . 1275 | . 1841 | . 661 | 5.18 | 3. 59 
Te ee emaiceawa . 1330 . 1923 | . 729 5. 48 | 3.79 
=e hie ses . 1446 | . 2043 853 | 5.90 | 4.18 
1943... os auibacd . 1456 . 2053 | . 961 6. 60 | 4. 68 
cdechaiatahedh eecheiniincwesdrertitieate ceil - 1462 | . 2059 | 1.019 | 6.97 | 4.95 
1945... ; - . 1448 | . 2050 | 1.023 | 7.06 | 4.99 
1946_ ce t aoe . 1469 . 2077 1. 086 | 7.39 5. 23 
1947_- i : ‘ 3. 693 . 2311 | 1, 237 7.31 | 5.35 
a Bee . 1954 | . 2588 1. 350 6.91 | 5. 22 
1949___ i de . 2027 | . 2679 | 1.401 | 6.91 5. 23 
1950___ . cn oniiel . 2008 | . 2676 | 1. 465 | 7.30 | 5. 47 
1951 __- ; . 2031 2715 1. 594 | 7.85 5. 87 
1952... ihe ee a eee | . 2024 . 2756 | 1. 673 8. 27 6.07 
ieee a fewcnecee . 2128 | . 2869 1.765 | 8. 29 | 6.15 
1954___ ae sf Cok. . 2156 | . 2904 | 1.81 | 8. 40 6. 23 
1955_ _- : c | . 2142 . 2907 | 1.81 8.45 | 6. 23 
1956 (estimated)._______.___.___-] . 2161 | . 2989 | 1. 98 9.16 | 6. 62 





Source: American Petroleum Institute (gasoline prices) and Bureau of Labor Statistics (hourly earnings). 
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Mr. Baxer. Furthermore, the quality of gasoline today is far 
superior to that in earlier years. 

The question has been raised why gasoline prices should increase at 
all in view of current level of inventories considerably higher than a 
year ago. The level of inventories is only one factor affecting prices. 
Costs and the current relation of demand and new production, taking 
into account seasonal factors, are far more important influences on 
prices than inventories. 

The seasonal nature of the demand for gasoline and heating oil 
means that gasoline stocks normally increase substantially in winter 
and decrease in summer while heating oil stocks decrease in winter and 
increase in summer. 

Industry operations geared to this fact, including the accumulation 
of seasonal inventories, allow the industry to meet consumer require- 
ments at the lowest possible cost. Furthermore, as demand increases 
it is necessary to carry larger total inventories to fill additional lines 
and tanks in order to avoid any risk of shortages. 

Surveys by the National Petroleum Council at the request of the 
Government have shown that about 36.5 percent of inventories of gaso- 
line and other clean products are required as pipeline fill and in tank 
bottoms. A substantial part of the available inventory is required for 
normal operations, with the result that only a relatively small part of 
the total inventory is available for market. 

The figures on inventories of gasoline in relation to demand will 
provide a perspective on the situation in recent years. 

Senator O’Manoney. You speak of a substantial part. Can you 
give it percentagewise ? 

At the bottom of page 11, your sentence is: 


A substantial part of the available inventory is required for normal opera- 
tions— 


et cetera. 

Mr. Baxer. Yes. 

Senator O’Manonrey. What is the percentage? Can you give us 
that? 

Mr. Baker. Well, 3614 percent is tied up in the tanks and line fill, 
and a very substantial part—I don’t know whether it is 50 percent or 
more is required to carry on the available operations. And the other 
is available for sale in 

Senator O’Manoney. It isn’t a clear sentence. What are normal 
operations? Now, I understand what the pipeline fill is and what the 
tank bottoms are and how you have got to have the oil and the prod- 
ucts in those facilities. I understand your statement that 3614 percent 
of your inventories of gasoline and other clean products are in these 
facilities. Then you say, 





A substantial part of. the available inventory is required for normal operations. 
That apparently refers to something else again. I just want you to 
tell me 
Mr. Baker. Well, the matter of supplying gasoline to the market 
involves deliveries from place to place in tank wagons and in ships and 


in carrying on operations; a considerable part of the inventory is tied 
up in that way. 
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Senator O’Manoney. If you would be good enough to try to have 
your auditors and accountants provide that percentage, we will be 
pleased to have it. 

Mr. Baxer. I don’t know as we can give you any fixed percentage, 
but we will try to make an estimate for you. 

Senator O’Manoney. Very well. It will be an informed guess? 

Mr. Baker. Yes, sir. 

Reliable industry figures needed for a complete reply to this ques- 
tion are not published; however, it may be possible to derive some 
estimate of the percentage of available inventory of the industry re- 
quired for normal operations by considering Humble’s experience. In 
our case, some of the important factors to be taken into account are: 
(a) Inventory needed to provide protection against loss of production 
through operating equipment failures, () inventory required for the 
optimum scheduling of manufacturing operations, (c) inventory re- 
quired for satisfactory gasoline blending and testing operations, and 
(d) minimum inventories needed in marketing operations to insure an 
uninterrupted distribution to consumers. 

As I stated in my prepared statement to your committee, the survey 
of the National Petroleum Council shows that about 36.5 percent of 
inventories of gasoline and other clean products are required for pipe- 
line fill and tank bottoms. When the other factors enumerated above 
are taken into account, an additional part of total] inventories, on the 
order of 20 to 25 percent, in Humble’s situation, is required for normal 
operations. Taken altogether, an estimated 55 to 60 percent of Hum- 
ble’s total inventories are not available for market. 

Considering the restricted area in which Humble markets its prod- 
ucts, the proximity of our distribution area to refineries, and the sub- 
stantial volume of gasoline that is sold on a wholesale basis for tanker 
cargoes, I am convinced that the volume of inventory required for 
normal operations in Humble’s case is much less than it would be for 
industry as a whole. 

Senator O’Manoney. Proceed. 

Mr. Baxer. This table on the next page, page 12, is designed to 
show the relationship between the demand and inventories. If you 
will notice that the annual demand from 1941 to 1956 has increased 
at a very high figure, and that inventories have gone up too during 
that period of time. The demand has increased very much more 
rapidly than the inventories, and the important fact, as brought out 
here, is that the days of supply, which is the relationship between the 
demand and inventories, have been higher or about the same during a 
number of years as shown on the table. 

In 1946 the days’ supplv was 45.7. In 1954 it was 45.6 and at this 
time it is 45.8. It shows that in terms of days’ supply, gasoline in- 
ventories therefore are quite close to what they have been in previous 
years, such as 1941, 1946, and 1954. 

Only in a short-term perspective of selected recent years do gaso- 
line inventories appear high in terms of demand, and that may be the 
result of seeking to meet the rapidly increasing demand for distillate 
which is concentrated largely in the winter months. 

Gasoline inventories at the beginning of 1957 were about 20 million 
barrels or 12 percent higher than a year ago. In our judgment they 
were higher than necessary for this time of year, but probably by not 
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more than 3 to 5 days’ supply in terms of the average rate of con- 
sumption estimated by the Bureau of Mines for 1957. ie 

In this light, the level of gasoline inventories at the beginning of 
1957 was not such a burden on the market as to preclude the prospect of 
reflecting the higher price of raw materials in the price of gasoline. 

Furthermore, the seasonal addition to gasoline inventories in Janu- 
ary was smaller than in any of the four preceding years. In other 
words, the current relation of demand to supply was stronger than 
normal at this time of year. Consequently, gasoline inventories of 
196,400,000 barrels on February 1 were only 13,700,000 barrels higher 
than a year ago, a considerable improvement from a month earlier. 
With recent adjustments being announced in refinery runs and yields. 
in an effort to supply more oil for Europe, there should be a decline. 
in the level of inventories relative to demand. 


CONCLUSION 


The preceding information can be summarized by the statement 
that prices of crude oil, gasoline, and petroleum products generally are 
relatively low. They are low considering the increases in costs of 
labor and materials used by the petroleum industry. They are low ia 
terms of the earnings and purchasing power of consumers. They are 
low in that the rate of return on domestic petroleum investments 
has been declining and is now less than in manufacturing industries 
generally. Finally, and most important, they are low in that they 
have not encouraged enough exploration to maintain the ratio of 
proved reserves to domestic demand. 

In the light of these facts, we concluded early in January that an in- 
crease in prices was long delayed and that as a buyer and seller of 
crude oil and gasoline we should seek to adjust our prices upward. 

On the basis of our knowledge of conditions in the domestic petro- 
leum industry, we believed that this action was a step in the right diree- 
tion, both in an immediate effort to supply the present extraordinary 
demand and for the long run, and that it would prove to be in the 
national interest. We are still of this same view. 

Senator O’Manonry. Mr. McHueu ? 

Mr. McHueu. Mr. Baker, you have stressed throughout your paper 
that one of the justifications for the price rise was because of the in- 
crease in demand resulting from the Suez situation. Now, can you 
tell the committee whether or not the increase in price as put into effect 
on January 3 has increased to your company the availability of supply 
for shipment overseas ? 

Mr. Baxer. As far as I know, it has not. 

Mr. McHueu. So that as a result of the price increase which you 
put in on January 3, there have been no greater supplies made avail- 
able to your company ? 

Mr. Baker. No. ‘We had hoped that we might be able to acquire 
some additional oil out of inventories of other companies. We had 
purchased substantial quantities from inventories of other companies 
in January and December and we were not getting any for—I meant, 
November and December—we were not getting any for January. We 
had a prospect of being able to supply only about 600,000. barrels for 
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that month for export, whereas we had a demand for 514 million 
barrels. 

We hoped to be able to draw out some additional oil from other 
people at the higher prices. We were not able to acquire more from 
other people, but actually did supply and export about 114 million 
barrels in January. 

Mr. McHveu. Wasn’t it extremely improbable at all times that 
you could ever expect, as a result of the price rise, to get any greater 
quantity of supplies available to you, since your : 

Mr. Baxrr. Yes. I think very clearly we might have. If other 
purchasers had not met our price, we would have acquired, no doubt, 
some additional oil from inventories of other companies, and if it 
continued over any period of time producers in the field would prob- 
ably have changed from selling to other people and sell to us. 

Mr. McHveu. Couldn’t you reasonably have expected, though, Mr. 
Baker, that when you posted this price increase, that your competitors 
at about the same time could have, of course, put the same price in- 
crease, or approximately the same one, into effect ? 

Mr. Baxer. Of course, we didn’t know what other people were going 
to do. We knew that a price increase was justified. But we could 
not tell what response other people might make to our initiation of 
this price advance. 

Mr. McHvueu. Did you have any reason to believe at that time, when 
you posted your price increase, that it would not stick ? 

Mr. Baxer. Well, we hoped that the increase would enable us to get 
some additional supplies. 

Mr. McHveu. I understand from your statement, then, that this 
elaborate explanation which you have made in your paper and also 
which you have stated at the time of the price increase, that one of the 
justifications for the increase was to make more supplies available to 
you—in connection with that judgment, you are now wrong / 

Mr. Baxer. Well, it developed that we did not actually acquire the 
additional supplies by reason of this advance. But I want to make 
it clear that the price advance which we made was based not only on 
the short-run supply and demand situation, which I have described, 
but it was based primarily and fundamentarlly on these long-range 
forces which I have described. 

The very sharp increase in costs of operations, the fact that the 
returns in the industry were declining, and that we were not finding 
reserves as rapidly as demand is increasing, all are important factors 
in influencing us in making this decision to advance the price at this 
time. 

In other words, I think the price would have advanced this year 
without reference to the situation growing out of the Suez closure. 

Mr. McHven. Are you saying, then, that the reasons for your in- 
crease were due entirely to the increase in costs, that this increase in 
price had little or nothing to do with the shortage in Western Europe ? 

Mr. Baxer. Well, the question of the price of crude has a very 1m- 
portant bearing on the discovery of reserves, because the discovery 
of reserves is related to the incentive that people have to invest in oil- 
producing properties; and if the price is so low that in comparison 
with costs the returns in the business are declining, it is not attractive, 
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becomes less attractive to invest money; and as the returns are in- 
creased, new capital is piled in and additional supplies are brought 
forth ; so that the question of the price level is a very important factor 
in determining whether or not we are going to get enough crude to 
supply our needs. 

Mr. McHvueun. You have tied the justification for your price in- 
crease to a large extent to the developments in Suez. Have there been 
any increases in cost to your company as a result of the Suez crisis? 

Mr. Baxer. There may have been some slight increases in cost of 
transportation of crude and some uneconomic operations there, but 
I want to point out that the influence of the Suez situation is not re- 
lated to the cost. It had to do with the short-range forces of supply 
and demand and their effect upon the market. We were short of 
oil. 

Senator O’Manoney. May I interrupt at this point off the record. 

(Discussion off the record. ) 

(Exhibits 1, 2, 3, and 4 previously referred to are as follows:) 
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EXHIBIT 2.—Percent return on net assets of leading corporations in selected 
industrial groups 














ber of 
com- | Industrial group 1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 
pa- 
nies 
26 | Tires, rubber products---..----.---- 16.0 | 13.4] 8.7 | 15.9 | 16.4 | 13.4 | 140] 11.9 15.1 
27 | L umber .-..-----}| 33.1 | 23.1 | 10.7 | 17.0 | 16.0 | 11.4 | 10.3 9.7 14.2 
76 | Paper and allied produc es oe 23.7 | 19.6 | 12.8 | 17.1 | 16.1 | 12.0 | 12.2 | 12.4 13.8 
61 | Chemical products_.................-- 17.2 | 16.9 | 17.1 | 21.4 | 16.3 | 13.5 | 13.2 | 14.4 17.7 
24 | Drugs and medicines. - ---| 20.7 | 21.3 | 16.2 | 21.9 | 19.9 | 14.6 | 13.8 | 14.8 18.3 
92 | Petroleum sma and d refining... 19.9 | 27.9 | 15.7 | 15.2 | 16.6 | 14.5 | 14.7 | 13.8 14.2 
32 | Cement --- wenchontonnacananuswen! MieO 1 aieO |} UO? She) ban oe. 1 3001 165 Zs 
56 | Iron and steel______- ewssescswe-| 13 1 18:9 1 186) 16.31 728 8.8 | 11.6 9.4 15.2 
11 | Agricultural imple ments- 11.0 | 13.6 | 15.8 | 15.7} 11.9/]10.9] 8.1 6.9 8.8 
75 | Building, heating, plumbing equip- 
ment : --| 19.6 | 20.1 | 12.6 | 17.8 | 13.8 | 10.9 | 10.2} 9.8 11.5 
87 | Electrical equipment, ratio and TV___| 19.9 | 20.3 | 17.3 | 22.5 | 16.0 | 14.8 | 14.9 13.9 12.8 
157 | Machinery Kmitmieeeweusannatent his | Sen meet Se | GO) Se eer 2.2 11.6 
29 | Office equipment. ieca nigbiiaate wake 24.3 | 18.4 | 19.3 | 16.9 | 14.3 | 13.2 | 14.7 16.9 
41 | Nonferrous metals. --.............-.-- 14.8 | 15.3] 8.0] 14.5 | 13.5 | 11.5 | 11.0] 10.8 16.7 
49 | Instruments, photo goods_._----_--_- ‘ Sicehinal sia 13.5 | 16.9 17.7 
15 | Autos and trucks. --._--.---- ----| 20.7 | 25.4 | 30.2 | 32.5 | 17.6 | 18.7] 19.41 18.0] 29.1 
41 | Aircraft and parts__...........-.-.-.--]|-—6.0 | 29] 82]143] 9.1] 17.9 | 20.1 | 27.1 24.7 
1,765 | Total manufacturing ora ----| 17.1 | 18.2 | 13.9 | 17.1 | 14.4 | 12.3 | 12.7 | 12.3 15.0 
21 | Coal mining. ae ee 7.2 8.7 9.0 6.6 3.5 1.7 5.6 
36 | Metal mining._____- Kncninnnement te 7.2 | 14.7 | 14.3 | 10.4 8.8 | 10.0 13.7 
11 | Other mining, qu: urrying- Skieacakenen 24.3 | 24.9 | 29.4 | 29.8 | 25.8 | 24.2 | 24.4 | 26.8] 26.2 
68 | Total mining, quarrying. ........_._- 16.0 | 20.5 | 12.0 | 13.2 | 13.0 | 10.1 7.9 8.2 11.9 




















Source: First National City Bank of New York Monthly Letter. 
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EXHIBIT 3 


NET RETURN ON NET ASSETS OF LEADING CORPORATIONS 
| IN SELECTED INDUSTRIES * 
i 1947 - 1955 





























0 
1947 1948 1949 1950 1951 1952 1953 1954 1955 
* Industries with book net assets over $5 billion on January 1, 1955 
SOURCE: First National City Bank of New York Monthly Letter 
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PRICES OF PETROLEUM PRODUCTS AND MAJOR COSTS OF PETROLEUM INDUSTRY 
AT END OF YEAR 1947 ~ 1956 
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EXHIBIT 4 


Mr. McHveu. Then I understand from your testimony, Mr. Baker, 
that there have been no substantial increases in cost to your company 
since Suez or as a result of the Suez crisis. 

Mr. Baker. That is correct. I said there might be some additional 
transportation costs in trying to make oil available and we have bought 
oil that otherwise we might not have bought. 

Mr. McHvueu. Mr. Baker, I call your attention to a memorandum 
obtained by the subcommittee under subpena from Standard of Jer- 
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sey, dated December 12, 1956, entitled, “Possible Changes in Humble’s 
Financial Outlook,” and this reads: 

Comptroller has worked out the effect of various assumptions on Humble’s 
financial outlook in 1957, as follows: 


(1) An increase of 25 cents per barrel in the price of crude related to Humble’s 


pre-Suez output of 380,000 barrels per day would raise Humble’s net after taxes 
by $17.5 million. 

(2) The effect on Humble’s volume of the Suez situation has been calculated 
at 48,000 barrels per day. This produces an increase in Humble’s net income 
after taxes of $26 million. If this is also subject to the price increase of 25 cents 
per barrel of crude, there will be a further increase of $2.5 million. 

(3) The combined effect of a price increase and an increase in output resulting 
from Suez would be to raise Humble’s net income by $46 million. If, in addition, 


product prices are raised to reflect the crude price increase, Humble’s net would 
rise by $50 million. 


Our present figures show Humble’s drawdown from Jersey at $18 million in 
1957. The price increase alone, without any change in volume, would eliminate 
this drawdown. If increases in volume and in the price of crude are both 
assumed, Humble might be in a position to deposit with Jersey a sum on the 
order of $28 million. Please note that these sums make no provision for an 


increase in dividend. 

Now, I wonder if you can tell us just what the calculations of the 
company are concerning the increase in net income to the company 
based upon the actual increase which was put into effect on January 
3 on petroleum products. 

Mr. Baxer. I don’t believe that came out of our files. I don’t 
recall any such paper as that. 

Mr. McHuen. It is entitled “Humble.” This is from the 
Standard 

Mr. Baxer. Did you check that it came from our files? 

Mr. McHven. It is entitled “Humble.” This is from the files of 
Standard Oil of New Jersey. 

Mr. Baxer. I don’t know how those computations—they are not our 
computations. 

Mr. McHuen. Now, my question is: Can you tell us what your com- 
pany has estimated would be the increase in net income to Humble 
based upon the actual price increases that were put into effect on Jan- 
uary 3, both for crude and products? 

Mr. Baker. We haven’t made such a figure as that. It depends on 
a great number of factors as to what our net income might be as a 
result of this increase. Among others, the rate of production which 
we cannot now foresee, the increases in costs that might occur during 
the year, and various factors involved in ascertaining what the final 
result of this may be, and I do not have any estimates of that kind. I 
haven’t had them made. 

Mr. McHveu. Before the price increase was put into effect, didn’t 
your company make some calculations concerning what the prospec- 
tive expected net income would be to the company as a result of the 
increase ? 

Mr. Baxer. No. I think not. 

We undertook to ascertain the relationship of the various crudes 
that we were buying and the relative values of those crudes to us and 
to our customers. But we did not undertake to try to figure up just 
what the effect of the price increase was going to be on our total net 
income for this year or next. 

Mr. McHouenu. This document would indicate, Mr. Baker that 
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Standard Oil of New Jersey must have been doing some calculating 
concerning what the increase in income would be to Humble. 


Mr. Baker. You mean that figure came from Standard of New 
Jersey ¢ 

Mr. McHueu. Yes. 

Mr. Baker. Well, perhapsso. It appears so. 

Mr. McHven. Did that come as a result of any discussions which 
Standard or its operating people may have had with officials in your 
company ¢ 

Mr. Baker. Not that I know of. 

Mr. McHvueu. You know of no discussions previous to December 
12 between Standard of New Jersey 

Mr. Baxer. I know we had no discussions previous to December 12 
in regard to any effect of the price increase. 

Mr. McHven. Do you have any idea on what basis Standard of 
New Jersey could be discussing what effect there would be to Huinble 
of an increase in crude price if there had been no conferences or under- 
standings or discussions with your company ¢ 

Mr. Baker. I would assume—and I know nothing about this— 
that this is a part of Standard of New Jersey’s budget studies in 
which they are estimating possible incomes to them from various of 
their affiliates. But I know nothing about this. It certainly is not 
the result of any discussion between us and them as to a price increase 
of any size during that time. 

Mr. McHvuen. Again I call your attention to the fact that on De- 
cember 13, 1956, in an extract from the executive committee memo- 
randa of the Standard Oil Company of New Jersey, reference is made 
to an item entitled, paragraph No. 2: 





It is estimated that, at the present volume of business, the consolidated net 
earnings would rise at an annual rate of $100 million if an increase of 25 cents 
per barrel occurred in the price of crude, assuming that product prices also arose 


accordingly. 

Mr. Baker. I know nothing about Standard of New Jersey’s busi- 
ness or what calculations it was making with reference to any expected 
income from price increases. 

Mr. McHueu. Despite the fact that these references to increased 
income seem to be based primarily on what the effect would be to Stand- 
ard from an increase in crude which would largely come from! 
Humble? 

Mr. Baker. Humble’s figures enter into its consolidated return, its 
consolidated estimates. 

Mr. McHvuen. Now, Mr. Baker, previous to the January 3 increase 
that was put into effect by Humble, did you have any conferences or 
any discussions or instructions at all from Standard Oil of New 
Jersey ? 

Mr. Baker. We had no instructions from the Standard of New 
Jersey at any time. I had a discussion with Mr. Rathbone in the lat- 
ter part of December in which I told him that we were contemplating 
an advance in crude-oil prices. 

Mr. McHueu. Can you give us the date of that ? 

Mr. Baxer. Ina short time. 


Mr. McHven. Can you give us the date of that conference you had 
with Mr. Rathbone ? 


Mr. Baker. I believe it was about the 26th of December. 
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Mr. McHvuexu. Whereabouts was that conference ? 

Mr. Baxer. I saw Mr. Rathbone in Baton Rouge, La., and I told 
him that we were seriously considering and probably would make a 
price increase shortly. 

Mr. McHveu. Did you indicate this increase would be on crude 
and also all your various products ¢ 

Mr. Baxer. I indicated to him that we had in mind to try to adjust 
some of the inequities existing in the values of several crudes, and that 
oe would probably scale those advances in accordance with relative 
values. 

Mr. McHvueu. Did you specifically discuss the increase that would 
be put into effect on some of your petroleum products ? 

Mr. Baxer. No; I had no discussion with him about petroleum prod- 
ucts at all. 

Mr. McHveu. The only discussion, then, as I understand, that took 
place related to an increase in crude. 

Mr. Baker. Yes. I told him that we were contemplating such an ad- 
vance. 

Mr. McHvueu. What was his reaction to that ? 

Mr. Baxer. His reaction was that the price increase was past due, 
that as far as they were concerned, as a customer, they had no partic- 
ular objection to it. The specific price increases that we made were 
not discussed with him. 

Mr. McHveu. Did he indicate his agreement for you to proceed on 
that price increase ? 

Mr. Baxer. He indicated that he thought, as a matter of business 
and economics, a price increase was in order, and that. he could see no 
— to a price increase of the order or magnitude we were talking 
about. 

Mr. McHvueu. Was there a discussion at that time between the two 
i} of you concerning what your competitors might do as a result of that 
i increase ¢ 

Mr. Baxer. I don’t believe so. 

Mr. McHvueu. Was there any discussion at that time concerning 
your belief as to whether or not this increase would hold ? 

Mr. Baker. We may have had some discussions as to whether or not 
competitors would meet it and whether it would hold or not. I don’t 
recall that we did. 

Mr. McHuen. To the best of your knowledge, then, will you tell 
the subcommittee just what the discussions were, what your under- 
standings were with reference to what the competitors would do? 

Mr. Baxer. I say, I don’t recall that we had any such discussions 

as to what competitors may do. We may have had. 

Mr. McHueu. You say you may have had. 

Mr. Baxer. Yes. I say, I don’t recall that we had that discussion. 

Mr. McHuen. You have no recollection, then, of any discussions 
at that meeting with Mr. Rathbone concerning what your competitors 
would do in connection with this price increase ¢ 

Mr. Baxer. No; I donot. 

Mr. McHvueu. Do I understand from your testimony here, Mr. 
Baker, that at that conference with Mr. Rathbone there was no specific 
reference to price increases on any petroleum products? 

Mr. Baxer. No discussion on product prices. 

Mr. McHvueu. No discussion of any type ? 
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Mr. Baxer. I think not, I think no discussion of product prices. 

Mr. McHucu. Following the meeting of December 26, were there 
any other communications between you and Mr. Rathbone, or between 
your company and Standard Oil ot New Jersey, before the price in- 
crease of January 3? 

Mr. Baxer. I had no further contact with him or anybody in the 
Jersey company about prices, subsequent to that time. I know of 
none between anybody else in our company and anybody in Jersey. 
Iam quite sure there were none. 

Mr. McHvueu. The price increase was put into effect on January 3. 
On the same day, did you distribute copies of your prices to Standard 
of New Jersey ¢ 

Mr. Baxer. Yes. We informed either Standard of New Jersey or 
Esso Standard, I am not sure which, of the price changes, and gave 
them a copy of the release which we made to the press and a copy of 
the changes in prices. 

Mr. McHvueu. You also distributed actual copies of your prices? 

Mr. Baxer. Yes. We gave them a copy of the same data that we 
gave to other people. 

Mr. McHveun. Similarly, did you furnish a copy of your prices on 
the same day to the rest of your competitors along with your purchas- 
ers ¢ 

Mr. Baxer. We did to most of our competitors, I think, but I do 
not have here a list of all to whom we made the distribution. 

Mr. McHveun. Is it customary in the oil industry—— 

Mr. Baxer. We follow a practice, Mr. McHugh, after a price change 
is made, of informing the trade and the public of our price changes. 

Mr. McHveu. Is this customary in the industry, that, when price 
increases are announced, the company making the announcement ad- 
vises all of its competitors on the same day ¢ 

Mr. Baxer. I can’t say that it is generally customary, but it is fre- 
quently done. 

Senator Barrett. May I ask a question, Mr. Chairman ? 

Senator CarroLt. Senator Barrett. 

Senator Barrerr. Mr. Baker, you testified, and I quote: 

The amount of our increase was therefore the minimum amount that would 
cover the higher price of crude oil used to make gasoline at our refinery and 
for gasoline purchased from other refineries. 

Let me ask you this. These price increases for gasoline, are they 
regulated by reason of competition, the law of supply and demand, 
and do they always stick when you make them ? 

Mr. Baxer. No, sir; they donot. They frequently are not followed, 
or they are followed at maybe in the same direction, but with a differ- 
ent price. 

For example, in this matter of the crude-oil price increase to which 
I referred, whereas we named varying prices between the various 
grades of crude, depending upon our evaluation of those crudes, some 
of our competitors practically made a straight 35-cent-a-barrel in- 
crease for all crudes. And when we got through with the advances 
being made by the various competitors, we had a veritable crazy quilt 
of prices. 

For example, we named a price of 25 cents for west Texas crude. 


Several of our competitors named a price of 35 cents, and one named 
a price of 30 cents. 
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Senator Barrett. I believe you testified that you decreased the price 
on some of the crudes? 

Mr. Baxer. Yes. We named prices for gulf-coast crudes, what we 
called Anahuac grade, of 45 cents a barrel. Some of our competitors 
named lower prices, 30 cents and 40 cents, and after a time there was 
more oil being bought at 40 cents a barrel, and we were buying at 45 
cents a barrel, and it became pretty clear to us that maybe we had over- 

shot our mark in our evaluation of the market situation and we dropped 

our price back to the price at which most of the oil was being bought. 

Senator Barrerr. Now, as a matter of fact, you said that you noti- 
fied the Esso Co. of your increase in the price of crude and gasoline. 
Don’t you notify all of your competitors in the crude-oil business and 
also in the gasoline business ? 

Mr. Baker. We have requests from a good many people, competi- 
tors, to advise them when we make a price change, and almost auto- 
matically when we make this price change we put out a statement which 

shows what the price change is and make that available to them, and 
then, when our bulletin is issued, price bulletin, which constitutes our 

. offer to buy oil at the price which we are naming, we make that avail- 

able to the trade generally. 

i Senator Barrerr. And it is given to the press also, is it not? 

Mr. Baker. It is made available to the press and it is given to com- 

petitors. 

Senator Barrer. Tell me this, Mr. Baker; over a long period of 
years, what has been the practice with reference to competition in rela- 
tion to crude-oil price increases and gasoline price increases? Has 
the industry generally accepted your own decision, or have they failed 
to go along sometimes ? 

Mr. Baker. Well, they haven’t followed us most of the time, I think. 
For example, in 1947 a price increase was made and we resisted it for 
some period of time, but it stuck, regardless of our situation, and in 
order to get oil we increased our price to that price. 

Now, in 1948, at the close of 1948, there was a price advance made 
which we didn’t think was justified, and we failed to go along with 
that price advance, and after a few months more buyers failed to go 
along than went along and the price dropped. In 1953 

Senator Barrer. So there is no—— 

Mr. Baker. In 1953, 1 company posted a general advance of 25 cents. 
We posted an advance of varying prices for varying grades of crude. 
And, after a time, the market settled out fairly well at our prices. It 
varies, depending on what the other fellow thinks about what your 
judgment is. 

Senator Barrerr. In other words, there is no unanimity on this 
matter of increases in the price, and sometimes these companies agree 
with you and sometimes they disagree, and sometimes you disagree, 
also, with your competitors on the prices? 

Mr. Baker. Yes, sir; very often. 

Senator Barretrr. Now, let me ask you this question. 

Mr. Baxer. In that connection, Senator, I have here a tabulation 
of the price changes that were made by the various purchasers of 
crude during this period from January 3 to February 6, which shows 
no uniformity of pattern at all, and shows frequent readjustments of 
prices by those who are named. 
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Senator Barrerr. Would you like to make that a part of the record ? 
Mr. Baxer. I would be glad to have that introduced in evidence. 
Senator Barrerr. I ask unanimous consent that that be received, 
Mr. Chairman. I ask that that document be received as part of the 


record. 


Senator Carroiu. No objection. 
(The tabulation referred to is as follows :) 


Chronological record of dates on which various companies put into effect crude 
oil price changes subsequent to Humble’s increase effective Jan. 3, 1957 


Company 


Humble 


American Liberty __-.--- 
Continental Oil Co_-_- 


Malco Refineries, Inc_---------- 
Patton Oil Co 
Premier Oil Refining Co-.-...-.--- 


Scurlock Oil Co----- 


Standard Oil Co of Texas 


Texas Co 


Tidewater Oil Co 


Sun Oi] Co 


Continental Oil Co 


Anderson-Prichard Oil Co----- 
Atlantic Refining Co---_-.----.- 
Bay Petroleum Corp. ----------- 
Carter Oil Co. 

Cosden Petroleum Corp- -- 
Danaho Refining Co-- 

D-X Sunray Oi] Co__- 

Esso Standard Oil Co-_- 
Peninsula Pipe Line Co 


Phillips Petroleum Co 


Placid Oil Co 


Effective date 


Jan. 3,1957 


Date an- 
no'mneed 
or date of 
bulletin 


Jan. 3, 1957 


Jan. 3, 1957. 


Jan, 8, 1957 


Jan. 23, 1957 
Jan. 3, 1957 








a Ee 


ABS? 


Jan. 5, 1957 


..do 


iesnigletaisae . 
ae ae 


eee teenies 
ea 

cede 
.do-_- 


Jan. 5, 1957 


Jan. 9, 1957 


Jan. 14, 1957 
Jan. 7,1957 
Jan. 7, 1957 
do - 
do 
..do 


do 





Jan. 9, 1957 


Price changes 





+25 cents West Texas, Panhandle, 
West Central Texas, East Central 
Texas, Pearsall and Darst Creek; 
+27-40 cents Sweden; +35 cents East 
Texas and Hawkins type except 
+10 cents Pewitt Ranch; +40 cents 
Conroe, Tomball, and Charlotte; 
+45 cents Low Cold Test, Refugio, 
Mirando, and Mixed Sweet except 
+35 cents Goose Creek and +32 cents 
Lovells Lake and North. 

+35 cents Hawkins. 

+35 cents New Mexico, West Central 
Texas, North Texas, +40 cents South- 
west Texas. 

+25 cents New Mexico. 

+25 cents West Texas and West Cen- 
tral Texas. 

+35 cents East Texas; +25 cents West 
Central ‘Texas. 

+35 cents North Texas; +40 cents 
Texas Gulf Coast; +27-40 cents South- 
west Texas. 

+25 cents West Texas; +40 cents 
Sweden; +40 cents Mirando. 

+35 cents West Texas, West Central 
Texas, North Texas, East Texas ex- 
cept +25 cents for some West Texas 
sweet fields; +25 cents Panhandle; 
+37-40 cents Texas Gulf Coast; 
+45 cents Mirando and Low Cold 
Test, +35 cents Hawkins; +29 cents 
Darst Creek. 


ae +35 cents East Texas, +40 cents Con- 


roe. 

+25 cents West Texas, +45 cents Texas 
Gulf Coast and Low Cold Test, Mir- 
ando, +35 cents East Texas, +30-40 
cents Southwest Texas. 

+40 cents South Louisiana, +35 cents 
Oklahoma, Kansas, Wyoming, and 
Montana sweet, +17-35 cents Wyo- 
ming and Montana sour. 

+25 cents Kansas and Oklahoma. 

+25 cents West Texas and New Mex- 
ico, +40 cents Texas Gulf Coast, +35- 
45 cents Southwest Texas. 

+40 cents South Louisiana, +25 cents 
Colorado and Wyoming. 

+35 cents Oklahoma, Montana, Wyo- 
ming, and Illinois. 

+25 cents West Texas. 

+35 cents Southwest Texas. 

+35 cents Oklahoma. 

+40 cents South Louisiana, +25-10 
cents Arkansas, North Louisiana and 
Mississippi. 


_.| +25 cents West Texas, +35 cents &: uth- 


west Texas. 
+35 cents West Texas, New Mexico, 
| Oklahoma, Texas Gulf Coast, Col- 
orado and East Texas, +25-35 cents 
| Kansas, +29 cents Panhandle, +27- 
| 35 cents Montana, 

+30-42 cents Louisiana; +30 cents Mis 
| sissippi and Alabama. 
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Chronological record of dates on which various companies put into effect crude 


oil price changes subsequent to Humble’s increase effective Jan. 3, 1957—Con. 





Date an- 
Company Effective date no'nced 
or date of 
bulletin 
Shamrock Oil & Gas_...........-- Jan. 7,1957 | Jan. 7, 1957 
SE CO. «cach ts tii ebceatteiabyened DR crvineaenahal i cideaiel 
Sohio Petroleum Co-.-.-......-..---|_-.- RO ihe it Se diniccctnnne 
Southern Minerals...........-..--|..... i adtotie a cudemsndeeme 
IE iso eekatik bine ndan da nsecdbeacd do........| Jan. 8, 1957 
Suntide Refining Co.........-..--|_..-- 1 ae Jan. 7,1957 
ob asiatindncmtrlaaha cant Diicccccas tical anaes 
Tidewater Off Co.................. 
SE EE Be GI. nccnmtinostecnune 
American Liberty Pipe Line_.---- 
Arkansas Fuel Oil Corp-........--- 
ener 
2, reer 


Ben Franklin Refining Co 


NO a iaicindicinrscinintidineetenn need daniabail 

Cities Service Oil Co_.....--.-...-|_.--- Wi csccacatatecicenle Wiccan 
Crown Central Petroleum--.----.-|__- NR eee ee ek 
ee Ce Cis tictmrntenibiconun evans iad Jan. 8, 1957 
ee Ee aT re siete i oicseelind 
Lafitte Oil Traders.............- in cig nneh te ee ecaeae 
I ad ae ccpaten'tall ce eae aaiesiden 
Magnolia Petroleum Co.-..------- Sica Reade clonic Seapets 
SN I Ra sts ceeichctensshtictasrereetisiestoo camel ID natastncl wana A caseai 
nn en tetewnus ih akcate Ricans 
Pan American Production._.-..--|_..-- Oak scl ac ahaa tatit 
Republic Oil Refining. -..-.------|----- Oi ccccaes Jan. 9, 1957 
Rock Island Oil & Refining___..--|--.-- 6... cdl aunete aa 
Sinclair Crude Oil Co-__.-.--------|----- do....----| Jan. 8, 1957 


1 In addition to 15 cents per barrel increase effective Dec. 1, 1956. 





Price changes 





+29 cents Panhandle, Oklahoma, and 
Kansas. 

+25 cents West Texas, New Mexico, 
West Central Texas, Oklahoma, and 
Illinois; +30-35 cents Texas Gulf 
Coast; +40 cents South Louisiana; 
+35 cents East Texas. 

+40 cents South Louisiana; +33-40 
cents Mississippi; +30-35 cents 
North Louisiana and Arkansas. 

+20 cents Southwest Texas except +25 
cents 1 field and +35 cents 2 fields.! 

+40 cents Louisiana. 

+35 cents Southwest Texas. 

+35 cents New Mexico, Oklahoma, 
Kansas, and Illinois; +40 cents South 
Louisiana. 

+40 cents South Louisiana. 

+40 cents South Louisiana. 

+20-35 cents East Central Texas. 

+30-42 cents North Louisiana and 
Arkansas; +35 cents East Texas. 

+25 cents North Texas and Oklahoma. 
+25 cents North Texas. 

+25 cents Oklahoma. 

+40 cents South Louisiana; +25 cents 
Colorado and Wyoming. 

+25 cents West Texas, New Mexico 
except +18 cents for some sweet 
crude fields; +40 cents South Louisi- 
ana; +35 cents East Texas; +25 cents 
Oklahoma, West Central Texas and 
parts Kansas; —9 cents to +25 cents 
other Kansas. 

+25 cents West Central Texas; +40 
cents South Louisiana; +45 cents 
Pierce Junction and Cordele. 

—30 cents West Texas, New Mexico, 
Mississippi, Texas Gulf Coast Light; 
+35 cents East Texas; +40 cents 
South Louisiana and Alabama; +45 
cents Goose Creek; +25 cents Okla- 
homa; +23 cents Scurry County and 
Spraberry Trend; +55 cents Low 
Cold Test. 

+35 cents West Texas. 

+40-45 cents South Louisiana. 

+20 -35 cents Arkansas. 

+25 cents West Texas, New Mexico, 
West Central Texas, Panhandle, 
North Texas and Oklahoma; +40 
cents South Louisiana, Seeligson and 
Tomball; +35 cents East Texas and 
Illinois; +45 cents Mirando, Jackson 
County. 

+25 cents West Texas, Wyoming and 
Montana Light; +30 cents Arkansas, 
+35 cents East Texas; +23-27 cents 
Wyoming and Montana Heavy. 

+25 cents West Central Texas. 

+25 cents West Texas; +35 cents East 
Texas, East Central Texas and 
Southwest Texas; +35-45 cents 
Texas Gulf Coast. 

+25 cents \\y est Texas; +35-45 cents 
Southwest Texas; +30 cents South 
Louisiana. 

+25 cents Oklahoma. 

+25 cents West Texas, New Mexico, 
North Texas, West Central Texas, 
Oklahoma, Wyoming Inter., Colo- 
rado and Nebraska except +18 cents 
West Texas Ellen.; —9 cents to +25 
cents Kansas; +35 cents East Texas; 
+35-40 cents Texas Gulf Coast and 
Southwest Texas; +40 cents Mi- 
rando; -+23-31 cents Wyoming, 
Sour, 
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Chronological record of dates on which various companies put into effect crude 
oil price changes subsequent to Humble’s increase effective Jan. 3, 1957—Con. 





Company 








Gielly OF) O60... 22.2 -20unus ses 


Southland Co 


Stanolind Oil Purchasing Co----- 


Toronto Pipe Line Co----------- 


Ashland Oil & Refinin 
Carter Oil Co........- 


1 


Phillips Petroleum Co 


Sohio Petroleum Co... 


D-X Sunray Oil Co... 


Pare Oil Co._........ 


Shamrock Oil & Gas 


Magnolia Petroleum Co 


Texas Co 


Arkansas Fuel Oil Co- 


Placid Oil Co__...-... 
Continental Oil Co 


I Rit Me ssn pilin 
Placid Oil Co 
Southland Co 
Humble 


Arkansas Fuel Oil Cor 
Continental Oil Co 


Sun Oil Co 


Oe.oc<st 


“Upeeeeaeret 


Southern Minerals-_._-_- 


Effect 





Jan 


cnn se 


Jan 


ive date 


10, 1957 


-do ake 


Jan 


15, 1957 


do 


Jan 





pies Jhon desl BOcks~. 

Jan. 30,1957 | Jan. 30, 1957 
mental a Th oe anit 
Secuill Oe 5 eed 

alaska Bink het atcihicantceaen® 

Feb. 1,1957 | Feb. 1, 1957 | 
mcniend nthe ch teeeensaxeaes 
eked do........| Feb. 1,1957 
bce OD isiicwiinncs sancmtoaniewina 
Feb. 6,1957 | Feb. 6, 1957 


16, 1957 


Date an- 
nounced 
or date of 
bulletin 


Jan. 8, 1957 


Jan 10, 1957 


Jan 7, 1957 


Jan 8, 1957 
Jan 11,1957 











Price changes 


+35 cents East Texas; +25 cents 
Oklahoma and Greenwood County, 
Kansas; —9 cents to +25 cents for 
other Kansas. 

+30 cents Mississippi Heavy. 

+25 cents West Texas, New Mexico, 
North Texas, West Central Texas, 
Oklahoma, Nebraska, Colorado and 
parts Kansas; —9 cents to +25 cents 
other Kansas, except +18 cents for 
sone West Texas sweet; +45 cents 
Texas Gulf Coast; +35 cents East 
Texas; +25-35 cents Arxansas, North 
Louisiana; +40-45 cents South 
Louisiana; +23-27 cents Wyoving. 

+35 cents East Texas, Southwest 
‘lexas. 

+25 cents West Texas, Illinois, Indiana, 
Chio, and Kentucky. 

—10 cents Oklahoma, Illinois, Montana, 
and ‘Wyoming except —10-12 cents 2 
fielis. 

+25 cents Illinois and Indiana. 

—10 cents West Texas, New Mexico, 
Panhandle, Montana, Colorado, and 
Oklahoma. 

+25 cents West Texas, North Texas, 
West Central Texas, Oklahoma, 
Kansas, Nebraska, Colorado, Illi- 
nois, Indiana and Kentucky; +35 
cents East Central Texas; +45 cents 
Texas Gulf Coast; +30-40 cents 
Southwest Texas; +35 cents East 
Texas 

—10 cents Oklahoma 

+25 cents West Texas, New Mexico, 
North Texas, West Central Texas, 
Oklahoma, Illinois, Colorado, Ne- 
braska, Indiana, Kentucky, Michi- 
gan, and North Dakota; +3-25 cents 
Kansas; +35 cents North Louisiana 
and Mississippi; +40 cents South 
Louisiana; +35 cents Vancouver; 
+25-35 cents East Central Texas; 
+ 23-25 cents W yoming; +35-45 cents 
Texas Gulf Coast 

—10 cents Panhandle, Oklahoma, and 
Kansas. 

—10 cents Illinois 

—10 cents West Texas, New Mexico, 
North Texas, West Central Texas, 
Oklahoma, Kansas, Illinois, and 
Darst Creek 

+3 cents for 1 field and —5 cents for 1 
field in North Louisiana 

+3 cents for 1 field in orth Louisiana 

—10 cents West Central Texas, North 


Texas, Oklahoma, Montana, and 
Wyoming sweet; —5 cents New 
Mexico; —10-42 cents Kansas; 


—10-16 cents Montana and Wyom- 
ing sour 

+20 cents West Virginia 

—5 cents West Texas, New Mexico, 
Mississippi; +5 cents 1 field and 
—i-12 cents others in South Louisi- 
ana. 

—5 cents West Texas, 

—5 cents Mississippi and Alabama. 

—5 cents Mississippi Heavy. 

—5 cents Anahuac and Sweden type; 
+10 cents Goose Creek. 

—5 cents Longwood Field, North 
Louisiana, 

—5 cents New Mexico. 

+5-10 cents Southwest Texas (Re- 
fugio). 

—5 cents Anahuac type. 
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i Senator Barrerr. Let me ask you this question, Mr. Baker. You 
indicated here at the bottom of page 6 in your statement that the price 
increase from 35 to 50 cents a barrel was in order when you made this 
increase varying from 25 to 45. I would like to call your attention to 
the fact that several witnesses have testified before this committee that 
a much higher price, the price of about 75 cents a barrel, was indicated 


price of crude oil and gasoline seems to prove that generally speaking 
all of your competitors felt that an increase, maybe even more than you 
posted, was inorder. Isn’t that right? 

Mr. Baxer. The judgment as to what the increase ought to be 

varied, but the opinion seemed to be general that an increase was in 
order. 

Senator Barrett. I would take that for granted as a result of the 
testimony before this committee. 

Now, let me ask you this question, and I want to call your attention 
to the ‘testimony that has been given here by a small independent 
refiner out in my State, Mr. Robineau, the ec Be Fowrs of the Frontier 
Refinery at Cheyenne, Wyo. 

He came before the committee and he testified as follows, and let 
me read it to you: 


at the time that you made this increase that averaged in your area 35 
cents. 
Mr. Baxer. That istrue. There is no census of costs in the industry 
and the costs between various areas and various operators vary widely. 
But our figure here I think is a conservative figure. 
Senator Barrerr. I would like to ask you this question. 
Senator Carrouu. Senator, if you will permit me to interrupt, I 
. have just received information that we will take up again at 2:30 and 
I would like to ask Senator Barrett about how long he wants to 
continue. 
Senator Barrett. I will take about 5 more minutes if it is agreeable 
to Mr. Baker. 
Senator Carrott. Had you rather do that or come back at 2:30? 
| Will it be convenient for you to come back at 2: 30? 
Mr. Baker. Yes, sir. 
Senator Barrer. I think maybe I can finish this line. Let me ask 
you this question. 
The fact that the industry generally accepted the increase in the 
{ 
f 


Let me emphasize that the independent refiner does not profit from the recent 
hike in gasoline prices. He is merely passing on an increase in the cost of raw 
material with which he works. If the price of that raw material were raised 
without a corresponding increase in the cost of refined products, it would turn 
his operation into a losing one. 

Let me give you a personal example. My company, the Frontier Refinery Co., 
has a replacement value in my opinion of something over $25 million. In our 
last fiscal year ending May 31, 1956, we made $600,000 net, after taxes, not an 
excessive profit against our value. During the calendar year 1957, we will pro- 
cess 6 million barrels of crude. The 25-cent increase in the price of crude oil 
in our part of the country increases our annual costs $1,500,000, $1 million more 
than we made last year. 

Obviously we had to raise our gasoline and product prices to cover this 
increase or go out of business quick. 


Now, here is what I would like to ask you, Mr. Baker. When Mr. 
Robineau testified, the chairman of the committee, my colleague, Sen- 
ator O’Mahoney, and, I believe, Senator Carroll and myself, agreed 
with him, that he was correct in this statement. We also said at that 
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time that we thought that the average increase in the price of crude of 


25 cents a barrel to the producers in Wyoming was justified and was 
in order. 


Senator Carroti. Will the Senator yield ? 

Were you referring to the testimony of Mr. Robineau or Mr. Curry ? 

Senator Barrerr. Both Robineau and Curry. They followed each 
other and they both testified the same time and we agreed with Mr. 
Robineau on his statement here about the $600,000 net after taxes and 
the fact that the increase in the price of crude oil would make it nec- 
essary for him to raise his prices in order to keep from going under. 

Senator Carrot. I think the record ought to show, Senator, that I 
was not present at the Robineau testimony. I was present when Mr. 
Curry testified. 

Senator Barrerr. Excuse me, then. You were at Curry’s testi- 
mony, and you agree with Senator O’Mahoney and myself that the 
increase in the price of crude oil to the small, independent operators 
in our section of the country was in order. 

Now, here is the point that I want to bring out. If an integrated 
company like yourself, Mr. Baker, would have increased the price of 
crude oil, say, so that it would be 25 cents in the Rocky Mountain area 
and you had absorbed that increase in the crude oil in your refining 
operations and did not increase the price of gasoline, do you agree, 
then, with Mr. Robineau that he would be thrown out of business? 

Mr. Baker. He could not continue in business long, I think, because 
the margins are too narrow. About 75 percent of Mr. Robineau’s 
cost of operation there is represented in the price of crude oil, and I 
don’t think he could have carried on his refining operations over a long 
period of time. 

I don’t think we could. We buy 150,000 barrels a day of that that 
we refine. 

Senator Barrerr. Let’s let Humble out of the picture for a moment. 
Let’s talk now about these small independent organizations. 

My colleague, Senator O’Mahoney, and myself agreed, and I think 
Senator Carroll did, too, that this increase in the price of crude oil 
was wholly justified, so far as we knew, in the State of Wyoming and 
the testimony that came before this committee. 

Mr. Baker. I agree with Mr. Robineau’s statement. 

Senator Barrerr. Yes; you agree with that. Let me ask you this 
question: If you had increased the price of crude oil and maintained 
the price of gasoline and broke Mr. Robineau and the Frontier Refin- 
ing Co. and a lot of other small, independent refiners all over the coun- 
try, what do you think the Justice Department would have done to 
you on that kind of a deal? 

Mr. Baker. I think we would have been in Alexandria, or some- 
place else, pretty quick, and I think you would have an investigation of 
us up here on a different angle before these committees. 

Senator Barrert. I think you might have been going out to Leaven- 
worth or some of those places, too, if you put that kind of an operation 
on. 

Now, I think that we have got to look at this thing from a realistic 
standpoint, and I believe that you have made a very fine statement 
here, Mr. Baker. It just seems to me that it is inevitable that you 
can’t go on. You have absorbed these increases, or the industry did, 
for 3 years running, and you just came to the point where something 





£5 Da EN Re RRR en ae GN PANNE NEE 


800 EMERGENCY OIL LIFT PROGRAM 


had to be done and done quick, and, after it was done, it is a matter 
of supply and demand and competition in a tremendously big indus- 
try, and, if you were not justified, your competitors would have taken 
advantage of the situation and have gone back to the lower price, tak- 
ing the business away from you, and then maybe even forced you to 
come back if it wasn’t in order. 

Mr. Baxer. May I make this point there, Senator: The American 
consumer has had the benefit for 314 years of these lower prices while 
the industry has been absorbing these higher costs in the form of wages 
and the materials that had to be consumed in its operation and in its 
investments. And we haven’t started this thing. We are at the tail 
end of it. 

Senator Barrett. That is right. Practically every other industry 
has had bigger increases than has the oil industry in the last 10-year 
period ; isn’t that right ? 

Mr. Baker. That is right. 

Senator Barrett. That is all I have tosay, Mr. Chairman. 

Senator Carroti. Mr. Baker, would it be convenient for you to be 
back here at 2: 30? 

Mr. Baker. Yes. 

Senator Carroiu. We will recess until then, but before we do that I 
would like to make the record clear at this point, at least so that I can 
forewarn you about some of the questions that are going to be asked. 
I think at this time perhaps I ought to read from the testimony of 
Mr. Robineau. Before I do that, I want to ask a few questions. How 
big is Humble, financially ? 

fr. Baxer. How big is it? 

Senator Carrotu. Yes. How big? 

Mr. Baker. Well, it has a stockholders’ investment of something 
over a billion dollars. 

Senator Carre... Over a billion dollars? 

Mr. Baker. And 

Senator Carroti. And, next to Standard of New Jersey, you are 
the biggest domestic producer in the country; isn’t that so? 

Mr. Baxer. Standard of New Jersey is not a producer. 

Senator Carrotu. Next to Standard of New Jersey, you are the 
biggest ? 

Mr. Baxer. We are the largest domestic producer of crude oil. 

Senator Carro.u. I don’t want you to have to reveal any of your 
company secrets. What are your reserves in billions of barrels of 
crude ? 

Mr. Baxer. We have not been desirous of disclosing any estimates 
on reserves, because we don’t think that you can estimate them with 
definite accuracy and 

Senator Carrot. But you have 

Mr. Baxer. And the value of the reserve. 

Senator Carrotu. I know. But you have a general idea, now, and 
there is information on this. What is the general estimate; 3 billion 
barrels plus? 

Mr. Baxer. Well, the trade generally is giving us credit for a figure 
on that order; about 3 billion barrels. 

Senator Carrot. In the field of natural gas, you are also consid- 
ered pretty large in that field, too, aren’t you? 
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Mr. Baker. Well, I would say that we probably have reserves close 
to that of the largest. 

Senator Carro.u. 16, 17 trillion cubic feet of reserves ? 

Mr. Baker. Something on that order, or above. 

Senator Carrot. So, certainly in Texas and in the Nation, but in 
Texas specifically, you are the biggest producer ? 

Mr. Baker. We are the largest operator in Texas; yes. That is, we 
are not the largest company that operates in Texas, but our Texas 
operations are larger than those of any other. 

Senator Carroru. I think you have testified that Standard of New 
Jersey owns 87 percent of your stock ? 

Mr. Baxer. That is correct. 

Senator Carrott. Now, this is the testimony of Mr. Robineau. It 
is true. He is referring now to the price increase. Here is what 
he said, reading from page 837 of his testimony: 

For those integrated competitors, a change in the price of crude oil can be pri- 
marily a bookkeeping item, an allocation of aggregate company profit to one or 
another division of the integrated business. 


For the independent refiner, however, a change in the price of crude oil means 
business survival or death. 


And Senator O’Mahoney said: 
Will you explain a little more at length what you mean by a bookkeeping item? 
Mr. Robineau said: 


Well, with an integrated oil company, which owns its own production and 
has its refinery and has its marketing division, it goes direct to the consumer 
and the dealer. If he raises the price of crude oil and does not raise the price 
of gasoline, he will still be making the same profit he was making before they 
raised the price of crude oil, but it will be allocated to a different department 
in the business. 


But, in the case of the independent refiner, who has to buy that crude oil and 
does not have the profit in that crude oil, then unless he raises the price of 
gasoline, he is squeezed. 

Now, to come back to the question—and I raised this question not 
with Mr. Robineau; I was busy on another committee, but I raised this 
question with Mr. Curry. Of course, the small independents want an 
increase. Many of them feel that the large, integrated companies and 
their subsidiaries, who are, in a sense, too, integrated, could absorb the 
price increase and not pass it on to the gasoline consumer. I am going 
to ask you more about that a little later on. I would like to have you 
think about it. 

You talked about wage increases, and I think by your own state- 
ment you indicated that you had invested in, if my memory serves me, 
for the 5-year period, $844 million in capital investment. You talked 
about the wage increase. Do you have a study of the unit of labor 
cost ¢ 

Mr. Baker. Yes; we have studied the labor costs. 

Senator Carrott. Do you have it available for us, and what it 
has meant? You talk about the increase in labor, the considerable 
amounts of this money that have gone into machinery; considerable 
amounts of this money in investment are reflected in lower unit 
costs in production ; isn’t that so? 

Mr. Baxer. No; I don’t believe that our unit costs are lower. Our 
unit costs are higher. 

Senator Carroty. But this morning you presented statistics from 
the Bureau of Labor Statistics and the Bureau of Mines. I have in- 
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formation here that in petroleum refining through the years up until 
1954 and 1955, that the output per man-hour was 6.6. This is 1949. 


It is now 9.3. The output is much greater and there was a decreasing 
cost per 


Mr. Baxer. I would like to—— 

Senator Carroti. Unit of production. Costs were decreasing 
under the table provided by the Bureau of Labor Statistics and 
the Bureau of Mines. Iam not saying yours. I am saying the petro- 
leum industry. But I don’t want to interfere with your questions. 

Mr. Baxer. You go ahead with your statement. 

Senator Carroiu. These are some of the things we are going to take 
up at2: 30. 

Mr. Baxer. The point I want to make about the productivity of 
labor that you are indicating there, it is not entirely due to labor, but 
it is due to the investment in high-cost equipment and machinery 
and to inventions, and that sort of thing that have increased 
productivity. 

But notwithstanding improvement in technology and notwithstand- 
ing higher investments, our unit costs are going up, not down. 

Senator Carrotu. I would like to have your figures on that be- 
cause we will check them with other figures we have. Do you have 
those figures available ? 

Mr. Baker. No; 1 don’t have the 

Senator Carroti. It would seem to me that when you make the 
general statement of blaming this on wage increases in part, we ought 
to have some figures to sustain it, because the theory and the statistics 
of these Government departments are to the contrary. It is true that 
the advance of technology and inventions, as you have indicated 

Mr. Baxer. I have just given you the figures showing that all these 
items of cost are higher. Steel is up 63 percent since 1947. Wages up 
52 percent. 

Senator Carrot. Yes; I understand that. 

Mr. Baker. That sort of thing. 

Senator Carrotu. I understand what you are saying there, but you 
have to relate that also to the unit of production. 

Mr. Baxer. Relate it to our income, and it shows that our net 
returns are going down. 

Senator Carrot... Earlier this morning I asked if you would give 
us a breakdown, if you will, of the relative value of your stocks. I 
asked you about the market quotations. Now, I have information 
that, in a period of years, it has been steadily moving upwards by 
virtue of these capital investments. 

Mr. Baker. May I make this point on that, Senator? You would 
expect our value to go up if we were continuing to plow back into the 
business; what we are doing is approximately 50 percent of our net 
return is going back into the business. 

Senator Carrot. That is right. 

Mr. Baxer. In the acquisition of new properties, more properties. 

Senator Carrotu. That is right. 

Mr. Baxer. And you would expect the aggregate value to go up be- 
cause your aggregate investment continues to increase. 

Senator Carroty. That is right. And all those things have to be 
considered. 
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Mr. Baxer. But we have to get a return on that investment if we 
are to stay in business. 

Senator Carrot. That is right, and you are getting the return. 

Mr. Baxer. And that return is declining and not going up. That 
is the point I am making. 

Senator Carroiu, But isn’t this true: That your earnings per share 

and the ratio of dividends to the earnings has been steadily going up- 
ward all through the years? 

Mr. Baxer. But not in proportion to our increase in investment. 
Not in proportion to our increase in investment; that i 1s the important 
thing. The mere fact that we, by making higher investments and 
carrying on more expensive operations, increase our net income in 
dollars doesn’t mean we are doing better because we have put out 
money and risked that money in capital investment, and we should 
get a return on that. But our returns are declining. 

The unfortunate part about it, in our business, - is that the dollars 
we are investing today make our reserves cost us a great deal more 
than they did earlier, and the barrel of oil that we produce today 
acquired at lower costs has to be replaced with barrels of oil that are 
costing us very much more to find, to develop, and produce today. 

And that is the i important fact to keep in mind in connection with 
a very modest increase in income. Asa matter of fact, we are getting 
less income now than we got in 1948, notwithstanding this $844 mil- 
lion we have put back into ‘the business. 

Senator Carrott. To put it another way, down through the years 
from 1941 forward, you have made a continued, enormous expansion. 
You take your earnings 

Mr. Baxer. But our income has not gone up. 

Senator Carrot. I know. But you take your earnings and plow 
them back in. You keep on plowing back in until you have got your- 
selves a billion dollar corporation, and since the passage of the Tide- 
lands bill, you have also got a great investment in leases, too; have you 
not ? 

Mr. Baxer. Yes. We hope we get our money back, but we are not 
sure we will. 

Senator Carroty. And I suppose if the Harris-Fulbright bill passes, 
you will begin to extend your operations outside the State of Texas. 
Your business is within the State of Texas, isn’t it ? 

Mr. Baxer. Most of it is in Texas. We operate from Florida 
to California. 

Senator Carrot. Since I have put the question, can you now give 
me the information how much money is reflected in the twenty-seven 
and a half percent depletion allowance for 1956? If you can’t give 
it to me for 1956, give it to me for 1955. 

Mr. Baxer. I said we could get the best information we could and 
send it in. 

Senator Carrotu. Can we have that by the 2:30 session, do you 
think ? 

Mr. Baker. I would not think so, but we will be glad to make it 

railable. 

(The information requested is as follows :) 

Humble’s Federal income-tax return for 1956 has not yet been prepared ; how- 


ever, the information for 1955 is available. The statutory depletion deduction, 
as shown in the income-tax return for 1955, was $112 million. This was a 











804 EMERGENCY OIL LIFT PROGRAM 


factor taken into account in computing the income tax for the year; and of 


course the income tax paid was deducted from gross income in arriving at net 
income. 


Since statutory depletion is taken into account only in determining the amount 
of Federal income taxes for 1955, as I stated in my replies recorded on pages 1630 
and 1632 of the transcript of the proceedings, it is not reflected in the $82,074,000 
item which represents depreciation, depletion, amortization, etc., computed for 
accounting purposes on the basis of historical book costs of related properties and 


facilities. 

Senator Carrotu. According to your statement here, your net in- 
come for 1955 was $174 million. Would you say that your 2714- 
percent depletion allowance amounted to half of that? 

Mr. Baxer. No. I would not like to make any guesses on the de- 
pletion allowance as you inquire about it, but I would like to make 
the point that every barrel of oil we produce is gone, and the reserves 
that we have are being depleted, and when we replace that barrel of 
oil, we have got to replace it with oil of very much higher cost, and 
the principle of depleting a natural resource has been well accepted 
since the original income-tax law was passed in 1913. 

Senator Carrotu. I think we will suspend now until 2:30, and 
thank you, Mr. Baker. 

(Whereupon, at 1 p. m., the committee recessed to reconvene at 
2:30 p. m., the same day.) 


AFTERNOON SESSION 


Senator O’Manoneyr. The committee will come to order. 

Off the record. 

( Discussion off the record. ) 

Senator O’Manonry. We will proceed now with you, Mr. Baker. 

Mr. McHugh, will you continue your questioning ? 

Senator Carrott. Mr. Chairman, I thought that both you and 
Senator Dirksen would like to know what has transpired since you 
were out getting permission for us to meet at 2: 30. 

Immediately after you left, Senator Barrett interrogated the wit- 
ness about the effect of this price increase on independent producers. 
I see Senator Barrett is not here at this time. I then undertook, after 
his questioning, to read your interrogation of Mr. Robineau, an inde- 
pendent producer from the West. 

Senator O’Manoney. Refiner. 

Senator Carrotu. Yes. And, to distinguish the difference between 
a major integrated company and the operation of an independent 
refiner—according to his testimony. Not my version, but the version 
of the independent refiner. 

I then undertook, on my own, to question Mr. Baker, along this 
line generally—and you may correct me if I misstate the substance 
of what may appear in the record, Mr. Baker. 

I want to find out, Mr. Chairman, the size of Humble in the financial 
world with reference to the oil industry, its bigness with reference to 
its position, not only financially, but in the field of production and re- 
fining and holding of reserves. 

My impression from the testimony is that financially its net worth 
is in excess of $1 billion. I would say $1.1 billion, somewhere in that 
neighborhood. Its oil reserves total approximately 3 billion plus, a 
little over 3 billion barrels. Its holdings of natural gas are approxi- 
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mately between 16 trillion and 17 trillion cubic feet of natural gas. 
In addition to that, it has expensive leaseholdings. 

The next category I discussed very briefly with the purpose of in- 
forming Mr. Baker of the questions that I was going to take up at 
2:30. One had to do with the nature of financing, and I would like 
to move into that field a little bit now, if I may. 

Senator O’Manoney. Very well, Senator Carroll. 

Senator Carrot. Is what I have stated so far, Mr. Baker, substan- 
tially correct ? 

Mr. Baxer. I think so; yes, sir. 

Senator Carrotu. I might add also that there is general agreement 
that the Humble Co. is the largest domestic producer in the Nation. 
The only one larger was Standard Oil of New Jersey but, as I under- 
stand, it is not a producer, according to the testimony of Mr. Baker. 
Is that substantially correct ? 

Mr. Baxer. It is not a producer. There are other companies larger 
than Humble in the oil business, but not larger producers in this 
country. They have extensive foreign holdings. 

Senator Carrott. Mr. Baker, you testified this morning, reading 
from your own report to your shareholders and employees, that the 
capital investments over a 5-year period were about $844 million. In 
the last 5 or 6 years, what new capital has been used in this major 
business which you operate ? 

Mr. Baker. Well, I do not know what you mean by “new capital.” 
We have borrowed some money for the pipeline company in that pe- 
riod, I believe. But the capital used has been capital which we have 
taken out of earnings and put back into the business. 

Senator Carrotu. Yes, but I am referring now to new capital, en- 
tirely aside from your business operation. 

Mr. Baxer. We have not sold any stock during that period of time, 
and we have had no borrowings except some limited borrowing, per- 
haps, by Humble Pipe Line Co. 

Stee Carrot. As a matter of fact, in that period of time you 
have reduced your loans, have you not, some $22 million ? 

Mr. Baker. Yes, we have reduced our long-time loans. 

Senator Carroiu. Substantially, then, what you have done is to 
take your earnings and plow them back in, except those paid out in 
dividends? You put those back into capital investments ? 

Mr. Baxer. That is correct. 

Senator Carrou. I will ask you to state, if you will, what percent 
of that $844 million is reflected in your depletion allowance as granted 
under the 

Mr. Baxer. I do not think any of that is reflected in the depletion 
allowance. The depletion allowance is simply an allowance in the 
computation of your income tax. And we, in arriving at our net in- 
come for the year, the figures which we have shown here for net in- 
come, is after the payment of all taxes and includes, of course, any 
computations on depletion. 

I got the impression, maybe from your question this morning, that 
you seem to think that perhaps the depletion allowance was some- 
thing that we got on top of the $179 million in 1956. That is not 
correct. The $179 million is our net income after taxes. 


Senator Carroty. That is right. That $179 million after taxes? 
Mr. Baker. Yes, sir. 
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Senator Carrow. In arriving at that $179 million—those are your 
net earnings? ' 
Mr. Baxer. That is right. $174 million, our net earnings in 1955. 
Senator Carrott. Was your depletion allowance separated from 
your net earnings? 

Mr. Baxer. Depletion allowance was taken into account in the de- 
termination of our tax, and our tax was paid before net earnings were 
computed. 

Senator Carrotu. Let’s put it a different way, because I certainly 
do not want to confuse the record. 

What were your gross earnings ? 

Mr. Baker. Our gross earnings in 1955? 

Senator Carroti. Do you have them for 1956? 

Mr. Baxer. Well, I do not have them for 1956 here. I will use the 
statement that I have. 

Senator Carro.tu. Perhaps we can arrive at it that way. 

Mr. Baxer. Our total revenue was $1,079,888,000. 

Senator Carrot. That was your gross ? 

Mr. Baxer. That is our gross revenue. And we ended up with a 
net income in 1955, after taking out cost and expenses, including 
taxes, of $174,997,000. 

Senator Carrot. Now, that is my understanding. 

Mr. Baker. That is the year 1955. 

Senator Carrotu. That is the year of 1955. 

Now, my question is: In your earnings from your gross income, 
when -do you begin to take credit for the 2714 percent depletion al- 
lowance ? 

Mr. Baxer. The 2714 percent—incidentally, we do not get 2714 
percent. 

Senator Carrott. Whatever percentage you get. 

Mr. Baxer. It is substantially below 2714 percent. 

That is taken into account in the determination of the amount of 
tax paid. 

Senator Carrott. Do you take that 2714 percent, or whatever the 
formula is, from the $175 million ? 

Mr. Baker. No, we take our taxes and include that in the items of 
expense in determining what our net is from the total revenue. 

Senator Carrot. That was my understanding this morning. You 
had this list: For exploration work, dry holes, search for new reserves 
of about $377 million. I asked the question at that time: If you have 
a dry hole, you write that off. in your taxes as the cost of operation, 
isn’t that so? 

Mr. Baxer. That is an expense that is written off. It is not capital- 
ized, and it is no part of the $844 million. 

Senator Carrotu. I understand that perfectly. 

Mr. Baxer. That we discussed this morning. 

Senator Carroiu. I understand that perfectly. But now coming to 
the depletion allowance, let’s assume this 2714 percent is provided 
by law. You also take out whatever you can from your gross. In 
other words, your depletion allowance is not reflected here in your net 
income ? 

Mr. Baxer. It is reflected in the net income in that it is taken out 
before we arrive at net income. 
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Senator Carroti, Exactly. Now, that is what we arrived at this 
morning. 

Mr. Baxer. It is taken out in the consideration of the amount of 
income tax that we are to pay, and the income tax that we are to pay 
is taken out here along with other taxes. 

Senator Carroiu. Let’s reframe the question a little bit. Your net 
earnings in 1955, this was after all taxes, was $175 million? 

Mr. Baxer. That is right. 

Senator Carrott. What I have asked is: What do you set aside from 
your depletion allowance? Let’s put it another way. What do you 
pay in direct taxes? 

Mr. Baxer. I do not have the separation of depreciation, depletion, 
amortization and retirements. The total of that was $82 million. 

Senator Carrotu. The total of that was $82 million? 

Mr. Baxer. The total of depreciation, depletion, amortization and 
retirement was $82 million. 

Senator Carrot. That is my point. In other words, that is sep- 
arate from the normal income tax you pay. You set aside deprecia- 
tion and depletion in a separate item ? 

Mr. Baker. Yes. 

Senator Carroitu. And that was $82 million in 1955 ? 

Mr. Baxer. No, not depletion. It is depreciation, depletion, amor- 
tization and retirement. That totals $82 million. I do not know what 
the depletion item is. 

Senator Carroiu. That is right. But depletion was in that amount 
of money ? 

Mr. Baker. It is in that figure, yes. 

Senator Carrot. I think we understand one another on that. 

Now, I have here a statement from Moody’s Industrial Manual. 
That is why I asked you the question of any new money coming in for 
financing. It is reflected here, no new financing whatsoever. As a 
matter of fact, there was a reduction of your debt by about $22 million. 
The net income, in a period from 1949 to 1955, was $928 million. The 
dividends paid were $482, and I think you explained that you have 
a policy generally of paying about 50 percent? 

Mr. Baker. It is approximately that; approximates 50 percent over 
this period. 

Senator Carroti. That you make dividend payments to stockholders 
and you retain about 50 percent of the earnings, and those earnings 
are put back in for capital investment ? 

Mr. Baker. Reinvested; that is correct. 

Senator Carrouu. So, in effect, what are the earnings of the com- 
pany—lI think this is a generalization, but probably true generally— 
about half of the earnings of the company are put back into capital 
investment, and capital investment has been building up over a period 
of years. 

What was the value of your corporation in 1941 ? 

Mr. Baker. 1941? You are talking about shareholders’ investment 
or netassets? In 1941 it was $328,762,000. 

Senator Carrot. What do you show now? 

Mr. Baxer. We show now, at the end of 1956, $1,257,582,000. 

Senator Carrott. What was that, $1 billion what? 

Mr. Baxer. $1,257,582,000. 
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Senator Carroiu. I want to tuke you back, if I may, just quickly 
to the question of the price increases that you say were necessary. 
What was the posted price in the gulf in October of 1956 ? 

Mr. Baxer. I do not know what you mean by the gulf, but if you 
mean—usually, we consider the postings for the area in the South- 
west—it was about $2.77 a barrel, on the average. 

Senator Carrouu. $2.77 ? 

Mr. Baxer. Yes. 

Senator Carroti. What was it in August? 

Mr. Baxer. In August ? 

Senator Carrouu. Yes. 

Mr. Baxrr. Same thing. 

Senator Carrot. What was it in November ? 

Mr. Baxer. Same thing. 

Senator Carron. $2.77 ? 

Mr. Baxer. Approximately $2.77. 

Senator Carroty. The reason I asked that question, Mr. Baker, 
we have had considerable testimony here that the price of bunker C 
had risen considerably prior to the action by your company on Jan- 
uary the 3d. We were talking about crude. Is there a different price 
posting for bunker C? 

Mr. Baxer. Well, of course, the price of products and the price of 
the crude are related. 

Senator Carro.u. The testimony before this committee is that there 
has been a considerable increase in October, November, and December 
of bunker C. 

Mr. Baker. There have been two increases in the price of bunker 
C fuel within several months prior to the advance in crude in January. 

Senator Carrot. What was the reason for that ? 

Mr. Baker. Well, I am not too familiar with bunker prices because 
we are not real marketers of bunker fuel. But there has been a short- 
age in supply of bunker fuels in this country. 

Senator Carrotu. I was busy this morning reading a paper when a 
question was put to you, and I do not know whether I understood 
correctly. 

You said that—I understand—you were in short supply, you needed 
to increase the price of crude, you did increase the price, and I thought 
that was to stimulate the flow of oil to you. 

Mr. Baxer. It was for several reasons. 

Senator Carroti. But principally because you were in short 
supply ? 

“5 Baker. We were in short supply, as I explained, beginning with 
November, we were anticipating a substantial increase in demand on 
account of this Suez situation which we expected to continue certainly 
until March, and probably in a more limited way until June or later. 

And we were also conscious, as I stated, of the long-range forces at 
play under which we were continuing to sell crude at 1953 prices when 
costs had continued to go up during that time 

Senator Carrotu. Yes, I understood 

Mr. Baker. And we were facing a declining net return on our 
money, and we were not drawing out the reserves in this couniry that 
are needed. So that in raising our price, we had in mind not only the 
short-run forces that were in play in this supply-demand situation 
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growing out of the Suez problem but of these more basic and funda- 
mental causes that had been operating over a period of months and 
years 

Senator Carrotu. In other words, more than supply, you thought 
that you ought to have more return on your investment ? 

Mr. Baxer. That is correct. We though that the producer of oil 
from whom we buy was entitled to more return for the crude. 

Senator Carrott. When you increased the price of crude, did it 
increase the supply ? 

Mr. Baxer. As I stated this morning, I do not know that we got 
any more oil 

Senator Carrotu. That was my impression; I wanted to be absclute- 
ly sure. 

Mr. Baker. As a result of that. However, we did buy more oil 
because there was more oil available. 

Senator Carrouu. In other words, when you increased the price, 
there was a general price increase throughout the industry in that 
area, especially ? 

Mr. Baker. ‘There were increases, not only in the area where we buy 
but elsewhere. 

Senator Carrot. Now, coming back just for a moment, I asked you 
this morning about some labor costs. I will come to that. You must 
have before you some figures of the increases that were imposed on the 
price of oil from 1945 forward. 

Is it not a fact that from 1945 until 1948 in the oil industry there 
was a 120 percent increase in those 3 years? 

Mr. Baker. What 3 years? 

Senator Carroiy. 1945, according to the figures I have—they are 
supposed to be based on a reliable source—on December of 1945 the 
price per barrel was $1.17. In 1946, it went to $1.27. Again that 
year it went to $1.52. This is shortly after the war, and the price con- 
trols were being released. In 1947 they went to $1.87. Then they 
went to $2.07. And in that period of 1947, as I understand that you 
want to use as a base, in that period of time oil went from $1.17 to 
$2.57, or a 120 percent increase. 

Mr. Baker. I would like to point out that during most of that 
period our prices were frozen under the OPA, and our costs continued 
to mount, and our investments in the business continued to increase, 
and even at those prices the returns on our investments are not high. 

Senator Carro.tyi. But, Mr. Baker, you have just previously testified 
that in 1941, just before the war, and during the war period, I think 
you said, you started out at about $300 million, and through that 
period of time you have been growing constantly until now you are 
at $1,250 million. ; 

But at this period of time that we have the 120 percent increase, in 
that period of time, as I understood your testimony, there had been 
no increases 

Mr. Baker. Senator 

Senator Carrotu. In the industry. May I finish the question, and 
then you may answer to your heart’s content ? 

Mr. Baker. Excuse me. 

Senator Carroxy. I find that in crude, from this period of 1945, 
based on United States Department of Commerce figures, you have 
gone to 162, even far ahead of steel. I think it would be wrong, in 
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my opinion it would be wrong, to leave in the record that you have 
only had this increase in 1953, and then were sort of a laggard because 
you were holding down consumer prices, in face of the record that I 
seem to have in my hands. Now we want to correct that. I will be 
happy to hear from you. 

Mr. Baker. I would like to point this out; that, from the period 
from 1947, when we had the advance that you spoke about, until now, 
which is a period of nearly 10 years, we have only had 2 general in- 
creases in the price of crude oil. The price at that time was, I believe, 
$2.60 a barrel, and we have had an increase up to $2.77, and now to a 
figure of approximately $3.07, I believe it is. During all that period 
of time, we have had the prices of everything else going up dispropor- 
tionately, much higher, as I have pointed out in my paper this morn- 
ing. Steel has gone up 63 percent during this period of time, and, in- 
cluding our recent advance, our product has only gone up 29 percent. 

Senator Carrott. What I have tried to point out to you from our 
chart here is that, in this period forward, steel is lagging behind oil in 
the percentage increase in costs. That leads me to the other question 
that I asked you this morning, and I asked you to prepare yourself on, 
this question of talking about the wage increase. 

Now your testimony shows—this is in 1955, a 5-year period—a capi- 
tal investment of $844 million, most of which, Mr. Chairman—I do 
not think you were present at the time—he said was in invention, tech- 
nical progress of machinery. But the fact remains that the Bureau 
of Labor Statistics—perhaps it does not apply to your particular 
company—shows that the output per man-hour in petroleum refining, 
1949—this is in terms of barrels—was 6.6. 

Mr. Baxer. Are you talking about a refining operation or produc- 
tion, or what are you talking about? 

Senator Carrotu. This is petroleum refining. And now in 1954, it 
is up 50 percent; I mean the efficiency of the operation. Now the rea- 
son that we mention refining, because refining prices—this is where 
we get into the question of the independent and major integrated com- 
panies. Some feel the independents are entitled to—and I can distin- 
guish between types of independents, too, but we know that is diffi- 
cult—that there could have been an increase in the price of crude with- 
out an increase in the price of gasoline. That is why I put the question, 
because the information that I have is that the costs have been decreas- 
ing: the cost of producing has been decreasing. 

Mr. Baxer. You mean the cost of refining ? 

Senator Carrotu. In refining. 

Mr. Baker. Let’s do not get the figures confused there. The figures 
you are giving, as I understand, are refining. You are talking about 
refining, labor ? 

Senator Carroti. That is exactly right. 

Mr. Baxer. And you are not talking about producing? 

Senator Carrotu. You refine, too, don’t you ? 

Mr. Baxer. Yes, but let’s keep the two distinct. They are quite 
different operations. 

Senator Carrot. They may be different operations, but the effect 
upon the consumer is the same. 

Mr. Baxer. Actually, I do not have the figures before me, but I 
think the per barrel cost of refining in that period of time is up instead 
of down. But I want to make this point with you, that the industry is 
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constantly engaged in a program of research and in the improvement 
of equipment for better refining operations and better producing op- 
erations, and that all of that enters into the cost at which it is able 
to lay down products for the public, for the American consumer. 

And, if you are meaning to say that these advances are due to in- 
creased productivity of labor, I would like to say that, while labor 
productivity may have increased, the productivity factor is made up, 

,0t alone of labor’s contribution, but of the heavy capital investments 
that are made. 

Senator Carron. Exactly; the tools that you have put in his hands. 

Mr. Baker. Yes. 

Senator Carrot. But I think it would be improper, and I hope you 
do not want to leave that impression—labor desires to get a little bit 
more money, of course, because they have problems in living, too—to 
assess to them that the increase comes from the wage increase, which 
is really a very small percent of your capital investment. I mean the 
machinery that you put in, these inventions. 

Mr. Baxer. Well, it is not as he: avy as it is in some other businesses, 
but it is a heavy item, and we carry a heavier investment per employee 
than practically any business in the country. 

Senator Carroii. Do you have any statistics that you want to in- 
sert in the record to show labor’s individual increase, the men, the 
employees—what the increase has meant to you ¢ 

Mr. Baxer. Yes; I have figures, I believe, on our labor increases. 

Senator Carron. I would like that in the record, and I would like 
to hear 

Mr. Baker. During the last 314 years, we had a 4-percent increase; 
in 1953 

Senator Carrot. Four percent of what ? 

Mr. Baker. Four percent of the average hourly pay. 

Senator Carroti. What would that mean in the sum total? 

Mr. Baxer. Well, our average 

Senator Carrotu. Perhaps we could reach it this way, Mr. Baker: 
How much do you pay your employees a year; the total? How much 
do they draw a year from you, in the payroll ? 

Mr. Baker. Our total payroll, I take it, is around $126 million. 
Our payroll and compensation in the form ‘of benefits in 1955 was a 
little over $138 million. 

Senator Carroti. Now, compare that to the preceding year ? 

Mr. Baker. And in 1951 it was $105,900,000. 

Senator Carrot. Why don’t you compare that to 1953, because 
you had a price increase in 1953 ? 

Mr. Baxer. Well, in 1953 it was $127,600,000. 

Senator Carroty. So, in 1953 you had $127 million and in 1955 you 
had $138 million ? 

Mr. Baxer. That is about $11 million more. 

Senator Carrot. That is about $11 million more. And in 1955 
you had net earnings of $174 million ? 

Mr. Baxer. That is right. 

Senator Carron. And in 19 

Mr. Baker. I can give you these wage-rate increases for the petro- 
leum industry. It was 4 percent in 1953, 4 percent in 1955, 6 percent 
in 1956, which is more than 14 percent when you accumulate it. 
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Senator Carroit. When you speak of 4 percent in 1953, you mean 4 
percent more than $127 million ? 
Mr. Baxer. Well, I am not giving you 
Senator Carroty. I am trying to find out 4 percent of what. Are 
you referring to the previous wage base when you say 4 percent? Four 
: percent of $127 million ? 
Mr. Baxer. I have not undertaken to figure that out as applied to 
. 
; 
| 
) 





money. I am just talking about the rate of hourly pay. But the wage 
rates in the petroleum industry are higher than they are in any in- 
dustry except the coal industry in the United States. 
Senator Carrott. You also had a price increase in 1953 from, I 
think you said, $2.60—I have a notion here, $2.82. 
Mr. Baker. Increase in what? 
Senator Carrotu. The price of crude per barrel. 
Mr. Baxer. The price of crude. 
i The price of crude—we have had no increase since 1953 in general 
until this advance which was made in January. 
| Senator Carroty. That is what I said. But I was trying to relate 
| your price in crude to the wage increase which you have indicated here 
as percentages. 
Mr. Baxer. Oh, percentagewise. 
Senator Carrotu. I think that is all, Mr. Baker, at this time. Mr. 
Chairman, I know you want to pursue whatever line of questioning 
you have in mind, but I wanted to get this in the record at this time. 
. Mr. Baxer. Our employee compensation has gone up about 15 per- 
cent during that period. This added about 10 percent to the price of 
crude—a little over 10 percent. 


LABOR COSTS 


Senator O’Manoney. You mean the labor cost was the cause of the 

10 percent increase in the price of crude? 

f Mr. Baxer. No; I did not say that, Senator. I said that the in- 
crease in labor cost is one of the elements of cost that has increased 
our costs, over the period of time, beyond the amount of the increase 
in price. 

The labor costs are substantially a part of the costs which have gone 
up at a higher rate for this period than the price of crude. 

Senator O’Manoney. But of course it is fundamental that labor 
costs, that is to say, the wages paid to labor, are a factor that increases 
the purchasing power of the masses of the people and brings about the 
increased market that the petroleum industry has for all sorts of petro- 
leum products. If wage standards were reduced, not as much oil 
would be bought for heating homes, nor as much gasoline for running 
automobiles. 

The petroleum industry, the producer, refiner, the distributor, are 
all interested in creating the market, are they not ? 

Mr. Baxer. Senator, I agree that as our standards of living are in- 
creased, the volume of our products are increased. But I also want to 
point out that if industry is to produce the products that enable this 
standard of living to increase, it nust have compensation enough to at- 
tract capital into it to create these goods that are needed. 

Now, the point I have made here to you is that the price of gasoline 
has not gone up proportionate with these other costs, and that a laborer, 
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a worker, can buy more gasoline now than he has ever been able to 
buy in his life on the compensation he gets for an hour’s work. 

Senator O’Manonry. There is not any doubt about the fact that 
the improvements in technology and inventions have increased pro- 
ductivity of the worker and increased living standards for the worker. 
The production in industry of workers who are well paid and work 
under good conditions is much greater than it was when workers had 
poor conditions of labor and no wages. I think all economists will 
agree upon that proposition. 

So let me ask you, if you would feel that it would do any benefit at 
all to Humble Oil Co., or any other company engaged in the petroleum 
industry, to reduce the wages of the men who are working, from the 
drilling fields to the refinery, to the distributor, to the delivery points? 

Mr. Baker. Senator, we have been increasing the rates of pay for 
our employees right along, as I have indicated here, year by year. 

Senator O’Manoney. Isn’t it a fact that one of the boasts of Stand- 
ard of New Jersey is that it has been able to get along with its em- 
ployees by attempting to deal with them fairly ? 

Mr. Baxer. We hope to do that, and I am simply pointing out to 
you that in the petroleum industry generally that the price of petro- 
leum and petroleum products have not increased in the same rate 

Senator O’Manoney. Yes; that is true. 

Mr. Baxer. As the price of other products have increased and the 
price of labor has increased. 

Senator O’Manoney. I do not think there is any doubt about the 
fact that the price of other products has increased. But what I am 
pointing out is, and I think you will agree with me, that more bene- 
fits are obtained by any industry that produces a commodity for mass 
distribution by having a mass purchasing power among the workers. 
Isn’t that correct ? 

Mr. Baxer. Oh, yes; I think so. 

Senator O’Manonery. You agree that more oil is sold, more oil prod- 
ucts are sold, in the United States than are sold in Europe? Isn't 
that a fact ? 

Mr. Baker. That is right. 

Senator O’Manonry. The consumption here is greater because the 
masses of population have a greater ability to buy the products of in- 
dustry ? 

Mr. Baxer. That is correct. 

Senator O’Manonry. So those who contend, or seem to try to con- 
tend, that the responsibility for these increased prices must lie at the 
door of labor are overlooking the fact that when industry increases 
the wages and the working conditions of labor, industry is increasing 
and broadening its own market ? 

Mr. Baxer. It can only do that within the limits of its ability to 
“arn such returns as enable it to continue to produce the goods that are 
needed. 

Senator O’Manoney. Of course. I am not talking about any give- 
aways or any subsidies, I am not even talking about a depletion al- 
lowance. TI am talking about the plain fact that when people are 
earning wages sufficient to enable them to buy the petroleum products, 
they are benefiting the petroleum industry and not hurting it. You 
gree with that, do you not ? 


57—nt. 1+——-55 
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Mr. Baker. Yes. 

Senator O’Manoney. Do you not? 

Mr. Baxer. Yes, | agree. 

Senator O’Manoney. I want you to speak with a positive note in 
your voice. 

Mr. Baxer. The higher standards of our people, the more goods 
we sell. 

Senator Dirxsen. Mr. Baker, following up a line of questioning by 
Senator Carroll, how many employees does Humble have? 

Mr. Baxer. It has onmiahiade less than 19,000. 

Senator Dirksen. How are they classified or divided for pay pur- 
poses? I suppose some belong to one labor organization and some 
to another? You have refinery workers and marketing workers, and 
they belong to different groups and they are in different pay segments, 
aren’t they ¢ 

Mr. Baxer. That is correct; yes, sir. 

Senator Dirksen. I do not know that there is any point in taking 
that and amplifying it for the record. But I was interested in the 
Bureau of Labor Statistics figures which evidently are refinery figures. 

However, I would assume that there is a difference in pay scales in 
proportion as they pursue different functions in your whole operation ? 

Mr. Baxer. That is correct. 

Senator Dirksen. Now, in your exhibit No. 1, you pick eight oil 
companies to show net income and assets: Humble, Standard of In- 
diana, Phillips, Continental, Ohio, Skelly, Shell, and Amerado. I 
presume those were picked to be more nearly on all fours with your 
own company, which refines and distributes through filling stations 
to the consumer ? 

Mr. Baker. Well, in general, those are representative companies 
that are engaged in production in the United States. They are do- 
mestic companies and they do not includes these international com- 
panies which have higher incomes than the domestic companies. And 
it was chosen because we are trying to compare the domestic industry 
with other domestic industries. 

Senator Dirksen. Out of the 8, there is only 1 with which I have 
only slight familiarity. The rest I know pretty well. But Conti- 
nental markets Conoco; Ohio operates under the trade name Sohio; 
Skelly operates 

Mr. Baker. No, that is not Sohio, this is the Ohio Oil Co. 

Senator Dirksen. The Ohio Oil Co. 

Mr. Baxer. Not the Standard Oil Company of Ohio. 

Senator Dirksen. Now, Phillips operates over a good section of the 
country, and Standard of Indiana operates in the Middle West, as I 
well know, and you operate mainly in Texas. 

Mr. Baxer. We operate mainly in Texas, but we operate from Flor- 
ida to California. 

Senator Dirksen. Now, I would like to know what is the present 
production in Texas under your system of limitations for conserva- 
tion purposes. 

Mr. Baker. It is a little over 3 million barrels. 

Senator Dirksen. As of now? 

Mr. Baxer. As of now. 
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Senator Dirksen. What is the likelihood of the lid being lifted a 
little bit so as to increase production there ¢ 

Mr. Baxer. Well, the Railroad Commission of Texas has just an- 
nounced an order for March which increases the number of producing 
days to 18, which has the effect of increasing production something 
above 200,000 barrels a day. 

Senator Dirksen. Now, I take it from the figures on page 1 of your 
statement, where you say 

Mr. Baker. Page what, sir? 

Senator Dirksen. Pagel. Yousay: 

* * * Humble purchased 366,000 barrels daily from others * * *. 


Your production run was 568,000 barrels. I gather from that that 
you buy 64 percent of all the crude. 

Mr. Baxer. This figure, sir, is the Texas figure and we have, I sup- 
pose, something like 60,000 or 70,000 barrels in other States that we 
sell direct from the lease and from some in Texas we sell directly from 


lease. This is the amount of oil that we handle through our pipelines 
and in our refineries and sell. 


Senator Dirksen. You say: 





In the Texas market, Humble purchased 366,000 barrels daily from 
others * * *, 


Mr. Baxer. That is correct. 

Senator Dirksen. The only purpose of the question is what is the 
experience of the other majors¢ Do they buy that much also from 
other producers ¢ 

Mr. Baker. Some are substantial buyers of crude from others; yes. 
But I do not know—there is nobody in Texas who buys that much. 


Senator Dirksen. You do not refine all of the crude that you pro- 
duce and buy ? 


Mr. Baxer. No, we 

Senator Dirksen. You sell some? 

Mr. Baxer. We refined in October 241,000 barrels, and of that about 
150,000 barrels was oil we bought from other people. 

Senator Dirksen. Do you have in mind a figure indicating the 
amount that is allocated year by year to the whole problem and func- 
tion of exploration in finding new sources ¢ 

Mr. Baker. Well, I think we have. 

Senator Dirksen. If you do not have it handy, Mr. Baker, you can 
put it in the record. But I am curious as to how much you do have 
to expend in millions over a year to carry on that exploratory work? 

Mr. Baker. Our capital investments in production last year were 
on the order of $126 million, and in addition to that we spent about 
$48 million for dry holes—I have forgotten the amount for other 
exploration charges. About the same amount for exploration is 
charged off. In other words, we expend about $96 million for dry holes 
and exploration and 

Senator O’Manonry. Mr. Baker, before you pursue that subject, I 
should like to go back to the question that Senator Dirksen was 
asking you. 

Will you look at the first page of your statement of this morning? 

Mr. Baker. Yes, sir. 

Senator O’Manonry. I ask now only for clarification. 
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This is what you say: 


In the Texas market, Humble purchased 366,000 barrels daily from others and 
had available a total supply including net production run from its leases of 
568,000 barrels daily. 

Now do we add 568,000 and get 935,000 barrels—— 

Mr. Baxer. No, sir. 
: Senator O’Manonry. —which you daily receive? 
Mr. Baxer. No, the figures were given here designed to show the 

relationship to this expor t problem. 

Senator O’Manonry. I am just trying to clarify this sentence. 

Mr. Baxer. I think I can clarify it, sir. 
Senator O’Manoney. All right, sir. Now you bought 366,000 bar- 
: rels daily from others. That was not your own. 
Mr. Baxer. Let me state it briefly this way: We sell certain oil from 
i leases that 
| Senator O’Manonery. Before you get to selling it, you have got to 
get it. Now you state here that in the Texas market Humble pur- 
chased 366,000 barrels daily from others. Is that correct ? 

Mr. Baker. That is correct. 

Senator O’Manonry. Now then, you proceed, in the same sentence, 
and say: 





* * * and had available a total supply including net production run from its 
leases of 568,000 barrels daily. 

Now all I want to know is whether the 366,000 barrels purchased 
from others is part of the 568,000 of your total supply ? 

Mr. Baxer. It is; it is part of the 

Senator O’Manoney. Or whether the supply from your leases was 
568,000 ? 

Mr. Baker. The 366,000 barrels a day purchased is to be taken from 
the 568,000 barrels a day 

Senator O’Manonry. Thank you very much, that is all I wanted to 
know. 

Mr. Baxer. In getting the amount of oil of our own production 
which we handled for marketing ourselves outside of the oil sold on 
leases. 

Senator O’Manoney. You know, it has always been a mystery to me, 
Mr. Baker, that the human race has been able to convey thought by put- 
ting black marks on white paper. Sometimes it is not always possible 
to decipher what those black marks mean, and that is all I was trying 
todo. You have answered my question, and I thank you. 

Mr. Baxer. There are three kinds of oil involved here: There is the 
oil which we produce and sell on the leases, which is not taken into 
account in these figures because it was not involved in the problem 
that we were dealing with on the foreign supply. 

Then there is the production which we handle and market on lease 
and there is the oil we buy. These two figures are the last two types of 
oil, and the 366,000 barrels which we buy is a part of the 568,000 bar- 
rels that is shown in the paragraph. 

Senator O’Manonry. Do you buy any foreign supply ? 

Mr. Baker. Buy 











Senator O’Manonry. Any foreign supply? 

Mr. Baker. No, we import no oil. 

Senator O’Manonry. Are you, like other Texas operators, against 
the importation of foreign oil? 





~ 
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Mr. Baxer. I do not think they are against all importation of for- 
eign oil , they are against excessive import tation of foreign oil. 

Senator O’Manoyey. Iam just speaking of Humble. 

Mr. Baker. We are against excessive imports. 

Senator O’Manonry. Do you have mueh influence with the Stand- 
ard of New Jersey on that matter ? 

Mr. Baker. Well, I do not want to rise to defense of the Standard 
of New Jersey, but I think that there is not much difference between 
the independent producer and the Standard Oil Company of New 
Jersey as to what it is importing. 

Senator O’Manonry. I asked the question merely for relaxation; 
I did not want to put you on the spot. 

Mr. Baxer. I will say this, sir: That our view on imports is that 
they should rise and fall with the rise and fall in domestic production 
and that they should not take too big a share. 

Senator Dirksen. Mr. Baker, at another place in your statement 
you say: “In 1947 our judgment to resist an upward movement in 
prices proved wrong and we had to meet a higher level.” Who was 
the author or the initiator of this upward movement in prices? 

Mr. pean Sun Oil Co. 

Senator Dirksen. Now, you say, again: 

In 1948, we resisted another price increase and in this case our judgment 
proved right as borne out by the fact * * * 
and so forth. Now who initiated the price increase in 1948? 

Mr. Baker. Phillips. 

Senator Dirksen. Phillips. Now, our genial and gracious chairman 
has coined a phrase in connection with these hearings that intrigues 
me and fascinates me some. He speaks about us “swimming in gaso- 
line.” 

Senator OManoney. Oh, I did not create that. 

Senator Dirksen. Didn't you? 

Senator O’Manonry. No, that was Barney Majewski, a refiner from 
[)linois. 

Senator Dirksen. I thought you created it. 

I laid a foundation for only 1 or 2 questions. Suppose the in- 
ventory were only 50 percent or 25 percent of what you maintained. 
What might be the effect of such a diminished inventory ? 

Mr. Baker. Are you speaking now of oils, all oils? 

Senator O’Manonery. Yes, but mainly gasoline. 

Mr. Baker. Well, I think that if you are thinking about inventories 
that are critical at this time, they would be inventories of middle 
distance, Senator. And if our inventory of middle distance or heat- 
ing oils were low at this time, we would be in a very difficult position 
with the cold weather that we have. And if these inventories should 
be appreciably reduced and we have a continued period of cold 
weather, we would all be here in Washington at hearings, because the 
American public would be in very grave straits. 

Senator Dirksen. As a matter of fact, the inventory is an industry 
experience over a long period of time; isn’t that correct ? 

Mr. Baker. Yes, sir; that is correct. 

Senator Dirksen. Just by experience and operation over a great 
many years, that becomes pretty nearly a rule-of-thumb in the indus- 
try as to what you have got to have in the tanker bottoms, in the 
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pipelines, in the tank trucks, and every place else, to make sure that 
there is a reserve supply ¢ 

Mr. Baxer. Yes. 

If we had our inventories cut in half, we would not be operating, 
practically 

Senator Dirksen. Now, on this question of capital, suppose you 
did not have the money to plow in, suppose you did not set aside from 
your earnings, then you would do what in order to get the necessary 
capital funds to keep this technology going, improvements, and that 
sort of thing? 

Mr. Baxer. Well, within limits, if we carried on, we would have to 
borrow, of course. 

Senator Dirxson. Go into the market? Either go to the banks 





or 





Mr. Baxer. Either the market or go and make a loan of money. 

Senator Dirksen. Now, I am interested, Mr. Baker, in something 
that, in my judgment 

Mr. Baxer. Could I interpolate there, Senator ? 

If we undertook to have everybody expand his investments by bor- 
rowing, it would be trying to lift yourself by your bootstraps. After 
all, industry has got to generate the income by which we carry on these 
continued investments. If it is not made in one industry, it has got to 
be made in another before you can get money with which to carry on. 

And if the petroleum industry is not able, over a long period, to 
generate the capital with which it carries on these expansions, we can- 
not hope to supply the American public with the gasoline and fuel oil 
and distillates that it needs to carry on its industry and to keep the 
people comfortable. 

Senator Dirksen. Now, Mr. Baker, let’s look at the future for a 
moment. It is such common knowledge, of course, that this country 
is confronted with a very delicate situation in the Middle East. I 
do not know how it is coming out; I do not know what action the 
United Nations will take. 

I suppose most of our citizenry heard the President last night as he 
set forth the essential facts in this picture. It may be resolved and 
it may not. If it is not resolved and the canal, for one reason or 
another, is not open for, let us say, an extended time, 3 months, 6 
months—and who knows what is in the future—what then will be the 
decision that confronts the industry, and where does Humble and all 
the other companies go from there if the oil lift to Europe must be 
maintained, the east coast and Canada must be supplied, and all our 
domestic needs must be met? 

Now, let’s just look in the future. You have been in the oil business 
for 40 years, so now you speculate a little and give us your best judg- 
ment as to what you see down the road. Now, that is good for all after- 
noon, but you do not necessarily have to make too long an answer be- 
cause I am sure our distinguished Chairman will pick up on that one 
also, 

Mr. Baxer. Well, Senator, I think that we are supplying to Europe 
now, as a result of this changed situation, oil somewhat in excess of 
500,000 barrels a day, and we are in a position in this country, for- 
tunately, as a result of our conservation procedures over a period of 
years—we have built up since 1948 a very substantial reserve pre 
capacity in this country—and given the opportunity to get to seaboar 
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and given ships to take it across, we can produce in this country that 
quantity of oil in excess of our domestic requirements at this time over 
an indefinite period of time. 

I do not think that if it goes on for 6 months or 8 months that there 
is any reason why the American petroleum industry could not supply 
that deficit. 

It has taken a little while to get things adjusted. We had a surplus 
inventory, and that has been drawn down, on crude oil, for example, 
but we are nonetheless, in position to produce in this country those 
requirements for a number of months in the future. 

Senator Dirksen. Now, Mr. Baker, in your statement, on page 3, 
you say: 

* * * we repeatedly sought to buy crude oil from other companies but were 
unable to secure oil in the quantities needed * * *. 


and so forth. 

And at long last, at the end of that road, in order to get the quanti- 
ties needed, you finally posted a price increase. 

Now, what must be done if the canal is not opened to transit for a 
good many months? And you are continuously confronted with that 
problem of getting the quantities needed, because according to your 
statement you have got 64 percent of that 568,000 barrels from others. 
In other words, you had to buy it. 

Mr. Baxer. Yes. Well 

Senator Dirksen. Now, if you have to continue to buy it, what might 
be the impact on the price structure 2 months from now, 3 months 
from now—and we are speculating, of course, as to how long it will 
take to get this oil supply in order and take care of the needs from the 
Middle East ? 

Mr. Baxer. I do not know what conditions of supply and demand 
might bring forth, but I would guess, Senator, that with the adjust- 
ments that have been made in production in the various producing 
States that the supply is probably not going to be very short of what 
is needed to meet the plans of the Government. 

Senator Dirksen. You say it will be short? 

Mr. Baker. Will not be very short. 

Senator Dirksen. Will not be very short? 

Mr. Baxer. Yes, 

With present allowable production in the various States now, and 
with changes in refinery yields that have been made and changes in 
refinery runs that have been made to adjust this situation, I would 
think that we are not in any serious situation today, nor will we be for 
the next short period, in meeting the needs of Europe. 

Senator Dirksen. Of course, as we emerge from winter into spring, 
the consumption of gasoline will go up very sharply, will it not? 

Mr. Baxer. Yes, but the consumption of distillates will go down. 
And we have a situation today in which, for the most part, our strong- 
est period of crude oil consumption is in the winter rather than in the 
summer. 

We will accumulate gasoline stocks during this winter season, we 
will draw on our distillate stocks in the winter season; and we will 
draw on our gasoline stocks in the summer, and we will accumulate dis- 
tillate stocks in the summer. 
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Now, we have the situation where in the summer we have a high 
consuming period for gasoline and a low consuming period for fuel 
oils—I mean, burning oils—distillates. And contrarywise, in the 
winter we have a high ¢ consuming period for distillates. 

We have adjusted ourselves in the industry to that situation, and 
we recognize that as an operating procedure, we accumulate and draw 
cn stocks to meet those consuming needs. 

Senator O’Manonry. What effect upon the surplus stocks, of which 
you have spoken, did the imports from Latin America have ? 

Mr. Baxer. I am not too familiar with the detailed figures of Latin 
American imports. I think, for the most part, those imports were 
fuel oil, which were needed in this country because we do not make 
enough "fuel oil in this country to meet our fuel oil needs. But the 
importation of Latin American oils has been a little higher than was 
anticipated for this period. 

Senator O’Manonry. Dr. Flemming testified to us that he was very 
unhappy about the importation of Latin American oil and, of course, 
Standard of New Jersey is one of the importers. He said that he 
tried to bring it down. But he also testified that when a hearing was 
held upon this question, and those who were protesting against imports 
were heard, and those who were defending imports were heard, and 
the Suez crisis arose, decision was suspended. 

Now, finally, however, it has been testified, and nobody disputes it 
as fact, that the imports, at least a larger percentage, which were 
coming from Latin America have been diverted to transshipment di- 
rectly to Europe. 

Mr. Baker. Some. 

Senator O’Manoney. Some; not all? Is that your testimony? 

Mr. Baxer. That is my understanding. 

Senator O’Manoney. So that something more remains to be done. 

What I am getting at now is to find out to what extent we have 
actually stopped the shortage of oil supply for Western Europe. 
Mr. Fowler came back from Europe recently, stating that perhaps we 
were serving 75 percent of the needs, or even more than that in some 
categories of oil which he mentioned. But in answer to a question, he 

said that, of course, what we ought to do is to supply 100 percent— 
not that we should supply it, but that Western Europe should receive 
100 percent of its normal supply. There were reports that some new 
supplies were being received, so far as the United States is concerned, 
from offshore sources. Some of these perhaps from the Middle East, 
some from Latin America. 

Now, my question to you is whether, with 500,000 barrels all over, 
crude and products, from continental United States, would that, in 
your judgment, in your information, accomplish the objective of sup- 
plying 100 percent of the normal needs of Western Europe? 

Mr. Baxer. I think it would probably not supply 100 percent but, 
it would maintain the 90 percent we are talking about under their ra- 
tioning programs that they have imposed. 

Senator O’Manonry. To what extent do you believe, personally, 
that exemption from prosecution under the antitrust. laws is necessary 
to enable this contribution to be made to the welfare of the world ? 

Mr. Baker. Senator, I have had no connection with this Emergency 
Committee, Middle East Emergency Committee. I have not been to 
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any of its meetings or had discussions of the program with any of its 
members. 

I therefore do not know any of the details of the work which they 
are doing in the matter of exchanging facilities and exchanging crude 
and products to meet the supply, and I am in no position to express an 
opinion as to whether that arrangement which was worked out was 
necessary from an antitrust standpoint or not. 

I have no opinion on that. 


CARTEL SYSTEM 


Senator O’Manonry. As a lawyer, as a competent petroleum oper- 
ator since 1919, as a man who has progressed into the presidency of one 
of the largest of the oil companies in the United States, if not the 
largest subsidiary of Standard Oil of New Jersey, are you not aware 
that some of our American companies have been sued for alleged vio- 
lations of the antitrust laws in their foreign activities? 

Mr. Baker. I am familiar with the fact that there is a cartel suit 
pending; yes, sir. 

Senator O’Manoney. You are familiar with the fact that the cartel 
system is a European product, are you not ? 

Mr. Baxer. I am not—I am familiar with the fact that there are 
cartels in Europe. I think the American companies are contending 
that they are no part of a cartel. 

Senator O’Manonery. I know they are contending that. They are 
not pleading nolo contendere, or they are not willing to pay up, of 
course. And I am not trying to try that suit. 

But I want to bring out the fact that it is generally known in indus- 
try that in Europe, for years, the cartel system has been followed by 
many industries, a system quite different 

Mr. Baker. That is right. 

Senator O’Manonry. From the system of free competitive enter- 
prise protected by the Sherman antitrust law which we have followed 
in this country and which we have regarded as the American system 
of doing business. 

Mr. Baker. Which I am fully in accord with in every respect, and I 
hope we will never get cartels in this country. 

Senator O’Manoney. In the United States. 

Mr. Baker. Yes, sir. 

Senator O’Manonry. Then do you believe that there are any rea- 
sons for any broad exemptions from the antitrust laws to make it pos- 
sible for our companies operating domestically and in foreign fields 
to have exemptions from the antitrust laws to do this job? 

Mr. Baker. I would say, as a citizen and ex-lawyer, and no expert 
on this subject, that we do not need, as an ordinary procedure in this 
country, exemptions from the antitrust laws. 

The antitrust laws serve a useful purpose, and we can try to, and 
should, comply with them. 

I do not know how keenly the administration and the Department 
of State felt that emergency conditions require the development of 
certain operations in order quickly and efficiently to supply Western 
Europe with oil. I am not prepared to state on that. But I do 
know—— 
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Senator O’Manoney. Would you be willing to express your opinion 
as an oil expert, a man who has made a great success in building up 
a big company, as to whether or not if any exemptions are necessary 
they should be granted specifically and not by a general way ? 

Mr. Baker. Senator, I would not like to express an opinion with 
reference to this matter because I have not studied it, I have not un- 
dertaken 

Senator O’Manoney. The reason that I ask you that question is be- 
cause when the amendments were made by Congress of the Defense 
Production Act of 1955, and Congress, by those amendments cut 
down the field in which voluntary agreements could be made among 
competing corporations to supply material for national defense, and 
in consideration thereof, they were given a blanket exemption from 
the antitrust laws. 

The Senate Committee on Banking and Currency, in reporting these 
amendments, explained why the committee had cut down the opera- 
tion of exemptions from the antitrust laws, and Senator Frear of 
Delaware, who filed the report, called attention, on page 7 of the 
report, to this fact—set forth in the following language of the report: 

The Office of Defense Mobilization recommended a further provision on the 
basis of the report of the Attorney General’s National Committee To Study 
the Antitrust Laws. This would have permitted the President to extend the 
exemption from the antitrust laws for up to 20 years beyond the expiration of the 


act. No substantial justification was presented for such a sweeping departure 
from the antitrust policies of the United States, and the proposal was not adopted. 


I was so surprised by that report that I had a search made of the 
hearing and of the testimony of Dr. Flemming. I find that in the 
hearings of June 20, 21, and 27, 1955, by the Banking and Currency 
Committee of the Senate in the 84th Congress, Ist session, on S. 2163 
and S. 2165, bills to extend and amend the Defense Production Act 
of 1950, this question by Senator Frear of Dr. Flemming, who was 
the head of the Office of Defense Mobilization : 


Senator Frear. Dr. Flemming, you are proposing this 20-year extension to 
the antitrust under section 708? 

Dr. FLEMMING. That is correct. 

Senator Frear. The Attorney General’s report recommends this provision also. 
I believe the Attorney General also takes the position that the long-term pro- 
tection is necessary because of the need for commitment of large sums. 


Later on, Dr. Flemming, on the first page, 73, said : 


* * * T might say this, Mr. Chairman, we are certainly not dogmatic about the 
20-year business. I mean, if that appears to be too long, all right. I mean, 
it is the principle that we are trying to underline there, namely, the principle 
of the immunity extending beyond a possible expiration of the act, but only after 
certain findings on the part of the President. 





You have now testified, Mr. Baker, that you never hope to see the 
cartel system adopted in the United States, that you would prefer 

Mr. Baxer. That is a little different from what I said. I hoped 
it would not be—— 

Senator O’Manoney. Yes, you hoped that it would not be. If I 
did not state it in the negative, it was just an error, a slip of the tongue. 
Your testimony was clearly that you do not approve the cartel sys- 
tem, but that you are quite willing to live with the antitrust system, 
the antimonopoly system, the free enterprise system, which is the 
American way of carrying on business ? 

Mr. Baker. Yes, sir. 
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Senator O’Manoney. That is your opinion. Would you think it 
was at all necessary to have a 20-year extension of the immunity from 
the antitrust laws to carry on this oil lift? 

Mr. Baxer. I do not know of any, but you better let me stay with 
the oil business, Senator. 

Senator O’Manoney. We will stay with the oil business, certainly, 
that is what I want to stay with. You would not like to see it in the 
oil business, would you ? 

Mr. Baker. I would not want the European system at all. 

Senator O’Mauoney. Do you think it would be possible for this 
committee to work out a limitation of the immunities that would have 
to be granted to permit the pooling of shipping arrangements or trans- 
porting arrangements, of pipeline facilities, and get the results just as 
well as we can under this broad exemption that seems now to be the 
practice ? 

Mr. Baxer. Not having studied that whole proposal or being suf- 
ficiently acquainted with what they are seeking to do, I would rather 
not express an opinion. But I do say that I am against blank checks 
generally. 

Senator O’Manonry. You are against blank checks generally? 

Mr. Baxer. In Government, blank checks in Government gen- 
erally. 

antes O’Manoney. Whether they are granted by a president of 
an oil company or whether they are granted by the Congress of the 
United States ¢ 

Mr. Baker. Yes, sir. 

Senator O’Manoney. I think that is a very good answer and one 
with which I will be content. 

Are there any other questions to ask of Mr. Baker ? 

Senator Carrot. Mr. Chairman, I would like to just 

Senator O’Manoney. May I interrupt for just a moment, please 

( Discussion off the record. ) 

Senator O’Manoney. Senator Carroll, did you want to ask some 
questions ¢ 

Senator Carroiu. Yes. 

Mr. Baker, you will observe that I have been talking pretty much 
about the financial side of it, because we are talking about supply and 
we are talking about the importance of what we are doing in the 
world, the dangers with which we are confronted. 

We have also a problem in this country about inflation, and I sup- 
pose you read the reports about the effect of the increase; at least they 
attributed it to the price increase initiated by the Humble Oil and its 
effect upon our economy. 

Now, whether they are correct in their assumption, I do not say, 
but at least it has been estimated that by one increase after another 
spreading throughout the country, it may cost the consumers about $1 
billion this year. 

So, I am interested in the price aspect, because inflation also has its 
dangers. 

I want to put this question to you. I think you testified that Stand- 
ard of New Jersey owns 87 percent of your stock ? 

Mr. Baxer. Of Humble Oil Refining Co., that is right. 

Senator Carrotzt. And how long have they owned that? 
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Mr. Baxer. Well, they acquired 50 percent of the stock of Humble 
Oil & Refining Co. in 1919, and they have continued to acquire addi- 
tional shares of stock since that time. 

Senator Carroiy. What did they own in 1941? 

Mr. Baxer. I do not have those figures with me, Senator. 

Senator CarroLit. Approximately. 

Mr. Baxer. I should imagine—1941—— 

Senator Carrouu. 1941. 

Mr. Baxer. On the order of 70 percent. That would be a guess, I 
say that is a guess, because I do not have the figures before me, but I 
think it is on that order. 

Senator Carroti. Our information was about 79 percent at that 
time. This is an approximation, and only for the purpose of a little 
comparative analysis. 

Mr. Baxer. I will be glad to give you the figures as to that, if that 
is important. 

Senator Carrotu. I don’t think it is that important because I have 
here a statement—I am thinking now of the net income of Humble 
from 1941 through the years, the net income of 1941—this is just before 
the war. Take a look at your figures and see how this corresponds: 
$35 million, approxim: tely, and during the war, in 1944, it jumped to 
$60 million. This is net income; and then after the war, immediately 
after the war, 1947, $124 million. And then in 1948, when some of 
these price rises were initiated, $186 million. And it fluctuated be- 
tween that figure—again in 1951, $169 million and up in 1955, $174 
million. 

I think you have testified to that. Does that correspond with 
your 

Mr. Baxer. That is right. I think that—I take it you were reading 
from the annual report ? 

Senator Carrot. Now, let’s take a look at the cash earnings on your 
common stock. In 1941 cash earnings were $1.59. The market price, 
the range, is from 17 to 13 per share. 

Now, in 1945 there was a 2 for 1 split and another split in 1951. 
Is that correct ? 

Mr. Baker. That is right. 

Senator Carroii. Let’s take a look at the cash earnings, therefore, 
in 1941, which were $1.59 and the cash earnings today are—or 1955— 
$7.47. 

Mr. Baxer. How is that ? 

Senator Carroiu. $7.47. 

Mr. Baxer. I don’t know what the figures are that you have there. 

Senator Carroti. You paid dividends, then, in 1955 of $2.31? 

Mr. Baker. In 1955, we paid $2.31 a share. 

Senator Carroti. But your net income on that was about $4.88 per 
share, and you held half of it because of your capital investment ? 

Mr. Baxer. Our net income was $4.88 a share. 

Senator Carrot. Let’s take a look at the stock fluctuation. Down 
in 1941, about 17, fluctuating between 13 and 17. 

Mr. Baxer. I donot have those figures before me. 

Senator Carrot. With a double split in stock, one in 1943 and one 
in 1951, the approximate price range in 1955—and you check and see 
if my figures are accurate—— 
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Mr. Baxer. I don’t have the range of stocks. I don’t have the 
market value of the stocks before me. 

Senator Carrot (continuing). Would be $1.28 to $1.85. Now, if 
you take the lowest of $1.28, that puts you up to about $5.12 in the 
sense of an increase, a stock increase. Now, the reason I mention this 
to you, if my figures are right, with the Standard of New Jersey 
holding 70 to 80 percent of the stock in 1941 and 87 percent now, 
you have had this windfall all through this period, because you are 
a subsidiary of Standard. 

Mr. Baxer. What do you mean by windfall ? 

Senator Carroiu. I am talking about the increase in the value of 
the stock and the increase in the value of the dividend payments 
which ran from 50 cents in 1941 to $2.30 in 1955. 

Mr. Baxer. I would like to make a point there, Senator. 

Senator Carrot. We are happy to have you do so. 

Mr. Baker. The earnings of the Humble Oil Co., out of which 
dividends have been paid, are not high, and, as I pointed out to you 
this morning, they have been declining, and our earnings today are 
lower than the earnings for the average corporation engaged in manu- 
facturing, which is a much less risky enterprise than the one in which 
we are engaged. 

So, I don’t understand why the investor in Humble gets a wind- 
fall. 

Senator Carrot. Well, I 

Mr. Baxer. I think he has got the same—Jersey’s investment in 
Humble is the same as any other investment holder. 

Senator Carrotu. What I am trying to say, and I am not criticizing 
your statement this morning, but I am trying to show the financial 
picture because of the effect of Standard of New Jersey as the parent, 
and Humble as the subsidiary, and when Humble raised the price, 
it was reflected throughout the Nation. 

I want to show the extent of the holdings, the extent of the profit, 
and down through the years the great change that has come. This 
is no criticism of you plowing money back in, but to show the extent 
of your financial strength and your economic strength, and its impact 
upon our domestic economy. 

Now, that is the purpose of my statement, and I am not criticizing 
the profits, because anvbody could have received the profits. It just 
so happened that Standard of New Jersey is the principal stock- 
holder. 

Mr. Baxer. I would like to make a point, Senator, that the plow- 
ing back of this money into the business has inured to the benefit of 
the American consumer because it has enabled the development of oil 
resources with which to supply the needs of the American public. 
And if companies like Humble and other people who put their money 
in this business do not plow money back, we will not have the oil we 
are now getting, and the prices will go very much higher than they 
will if the money is plowed back. 

It is the fact that we invest money in the business that enables the 
discovery and the development of these reserves that permit the pro- 
duction of oil to supply the gasoline and fuel oil and distillate needs 
of the country, and according to the record which I have submitted 
here, they have been doing a better job than industry in general be- 
cause they have been selling their products at lower prices, relatively. 
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Senator Carrotu. There is no question about that. I don’t quarrel 
with that at all. What I am asking about is your relative position 
in the oil industry and the effect of what you do with a great billion 
dollar corporation that exercises such great control. I mean, by your 
action. 

Mr. Baxer. I would like to raise the question about the control. 

Senator Carrott. When I say control, the effect of what you do, 
the effect of what you did on January 3 has been reflected throughout 
this Nation. 

Mr. Baxer. Senator, if the Humble Co. had not raised the price of 
crude, I have no doubt that somewhere down the road this year some 
other company would have raised the price of crude because the con- 
ditions are such in the industry that it cannot carry on and bring to 
the American public the oil it needs at the prices at which it has been 
selling its product. 

I have just presented to you the fact that at these prices, considering 
the continually increasing costs, not only in current operations, but in 
the acquisition of new reserves, with this income we would—we have 
not been able to attract enough capital into the business to discover and 
develop reserves as rapidly as the demand is growing. And that it is 
really becoming a matter of concern because if we do not, then we have 
got to depend upon the Middle East, or some other country for oil in 
this country, ona I think we have got a lesson here where we are if we 
depend on the Middle East. 

Now, if this thing had been a little more serious and the Middle 
East had been cut off on a longer period and we had gotten into some 
national difficulty, we could not have done the thing that we did in 
the last two wars in which we saved this country because we had a 
reserve of oil available for use. 

And it is a matter of very grave importance in our national defense 
and in the carrying on and carrying forward of our domestic economy 
that we find and develop and produce the oil as it is required. 

Senator Carroti. Mr. Baker 

Mr. Baker. Now, if you cannot permit an organization to plow 
back a portion of its income, it cannot continue in business. 

Humble Co. could liquidae by declaring it all out in dividends, but 
I don’t think that would be good for the American public. 

Senator Carrott. No one—— 

Mr. Baxer. Or the stockholders. 

Senator Carrotu. No one is talking about liquidation. What we 
are talking about is if we can effectuate thisthing. Suppose the’situa- 
tion worsened. Would we have another price increase? 

One of the dangers today is inflation. And this is what I am talk- 
ing about and I understand your argument about your investment and 
the income that you are entitled to get from your investment. But 
you have already been given by the Government of the United States 
a twenty-seven and a half percent depletion allowance based upon all 
the arguments that I have heard for years about the necessity for ex- 
ploration and the necessity to have an incentive for folks to go out 
and look for oil. 

Mr. Baxer. Let me make this point, if I may there, Senator. 

Senator Carroty. May I finish, for the record? The twenty-seven 
and a half percent depletion allowance, I am confident, if you put it 
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in the record, would reflect almost 50 percent of this $174 million 
profit that you set forth here in 1955. 

Mr. Baxer. I think you are in error on that, because the total of all 
these is only 82. 

Senator Carrotz. I think it would run that high. 

Mr. Baxer. We will put it in the record. 

Senator Carro.u. I want you to put it in the record. 

Now we come here at this critical juncture and I think, by virtue of 
your own testimony, when the price increase came, it did not stimulate 
production at all. 

Mr. Baker. I beg your pardon. It does stimulate production over 
a period. You must remember that the effect of the price increase on 
production is not necessarily to bring out additional barrels of oil 
immediately. It is to attract capital into the business, to take leases, 
to carry on geophysical exploration and geologic exploration, acquire 
leases, drill wells, and develop production that will continue to supply 
us in the future. 

This business of carrying on an enterprise of this kind is a long- 
range operation and we must consider the long-range forces that are 
at play. 

Senator Carrorz. Well, now, Mr. Baker, of this 366,000 barrels per 
day, if I understood your testimony—now, let’s see. You were getting 
202,000 barrels per day that were leased. Is that right? Is that about 
right? What is your testimony on page 1? 

Mr. Baker. I didn’t get the statement. What was the statement? 

Senator Carroiy. 202,000 barrels per day of leased oil. 

Mr. Baxer. That is our own production that we were selling; that 
is right. 

Senator Carroiu. So you were getting about 366,000 barrels per day 
that were purchased from elsewhere ? 

Mr. Baker. Yes. 

Senator Carrotu. After your price increase came in, how much did 
you pay those people? You said the price varied in Texas. How 
much did you pay those people ? 

Mr. Baker. We paid them the advanced price. We paid them the 
price we posted. 

Senator Carroti. You paid them the posted price? 

Mr. Baxer. In other words, we made an offer to buy oil from them 
at our new posted price and they sell oil to us at that price. 

Senator Carroti. Was there a different price to them and a differ- 
ent price of leased oil? I was under the impression it was 25 cents. 

Mr. Baker. Well, the price varies. Some oil was bought at an ad- 
vance of 25 cents. Some oil was bought at an advance of 10 cents. 

Some oil was bought at an advance of 45 cents a barrel. It varied ac- 
cording to the relative values of the crude. That is the increase. 

Senator Carrotu. That was true of this 366,000 barrels, but what 
about the 202,000 barrels of lease ? 

Mr. Baker. Well, the 202,000 barrels that we sold of our own pro- 
duction were sold on the basis of the same prices that we paid in the 
field, all other people. 

Senator Carrotu. Perhaps I will just ask this one question in con- 
clusion, Mr. Chairman. 

Can you see in the immediate future another price rise ? 
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Mr. Baxer. I don’t see any in the immediate future; no. 

Senator Carroti. When was your last conversation with Standard 
of New Jersey before January 3? 

Mr. Baxer. December 26. 

Senator Carroti. And where did that conversation take place ? 

Mr. Baxer. Baton Rouge. 

Senator Carrott. Who was present then? 

Mr. Baxer. Mr. Jack Rathbone and myself. 

Senator Carro.y. Just the two of you? 

Mr. Baxer. Just the two of us. 

Senator Carrot. Was there a discussion at that time about the 
price increase to be effective on January 3? 

Mr. Baxerr. No; no discussion about any price increase to be effective 
on January 3. 

As I stated this morning, I advised Mr. Rathbone that we were 
considering a price increase in the near future. 

Senator Carrotu. What did Mr. Rathbone say ? 

Mr. Baxer. Mr. Rathbone said that he thought that a price increase 
was probably pretty long delayed, and that a price increase was justi- 
fied ce reason of the increased costs of producing oil. 

Senator Carrotu. How long had you been in Louisiana ? 

Mr. Baxer. How long had I been there? 

Senator Carroiu. Just prior to this date you were testifying to. 

Mr. Baxer. I went to Louisiana on that day. 

Senator Carroityi. Did you fly in? 

Mr. Baxer. I flew in and flew out. 

Senator Carroti. And did you meet Mr. Rathbone by prearrange- 
ment ¢ 

Mr. Baxer. Yes. 

Senator Carrotu. Where did he fly in from ? 

Mr. Baker. He was already there. 

Senator Carroty. Is that his home? 

Mr. Baxer. No. 

Senator Carrotu. Was he there on business, do you know / 

Mr. Baxer. He was there on business, and for a short vacation. I 
took advantage of his presence there to discuss a number of questions 
with him. In the course of conversation, I told him of this program. 

Senator Carrot. That is all, Mr. Baker; thank you. 

Senator O’Manonry. I have before me a document that was handed 
over to the committee by the Humble Oil Co. No; this is by Standard 
of New Jersey, in response to the subpena served on Standard. ; 

This document is dated December 12, 1956. The names of the per- ' 
sons involved in the document are Mr. Emilio G. Collado and T. H. 
Tonnessen. The title of the document is “Possible Changes in Hum- | 
ble’s Financial Outlook.” It reads as follows: | 

Comptroller has worked out the effect of various assumptions on 
Humble’s financial outlook in 1957 as follows: 


ETE 


ee 


(1) An increase of 25 cents per barrel in the price of crude related to Humble’s 
pre-Suez output of 380,000 barrels per day would raise Humble’s net after taxes 
by $17.5 million. 

(2) The effect on Humble's volume of the Suez situation has been calculated 
at 48,000 barrels per day. This produces an increase in Humble’s net income after 
taxes of $26 million. If that is also subject to the price increase of 25 cents per 
barrel of crude, there will be a further increase of $2.5 million. 
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(3) The combined effect of a price increase and an increase in output resulting 
from Suez would be to raise Humble’s net income by $46 million, If, in addition, 
product prices are raised— 

I emphasize that phrase— 


If, in addition, product prices are raised to reflect the crude price increase, 
Humble’s net would rise by $50 million. 

Our present figures show Humble’s drawdown from Jersey at $18 million in 
1957. The price increase alone, without any change in volume, would eliminate 
this drawdown. If increases in volume and in the price of crude are both as- 
sumed, Humble might be in a position to deposit with Jersey a sum on the order 
of $28 million. Please note that these sums make no provision for an increase 
in dividends. 

Standard Oil of New Jersey 415. 

Now, I call your attention to the fact that your testimony this morn- 
ing was that the increase in the price of crude did not in fact result in 
any increased production of crude, and that its only value was to help 
you meet costs. 

I will now ask one of the clerks to hand you this document and ask 
you to make what comment you may care to make on it. 

Mr. Baxer. I never saw this document before. 

Senator O’Manonry. Do you recognize the names of the in- 
dividuals? 

Mr. Baxer. I recognize the name of Mr. Collado. 

Senator O’Manonry. What is his position ? 

Mr. Baxer. He is the treasurer of Standard of New Jersey. I do 
not know the other man at all. I don’t know how they got these figures 
and I would doubt the assumptions that are made. I don’t know 
where they get all this added oil that is included here and I have no 
real comments to make on it except to say that it is a new document I 
haven’t seen. I, therefore, can’t tell what it has in it. 

Senator O’Manoney. That is a photostatic copy of the original 
and it was obtained by this committee by subpena from Standard Oil 
of New Jersey. You don’t have any reason to doubt its authenticity, 
do you? 

Mr. Baker. Pardon? 

Senator O’Manonry. You don’t have any reason to doubt its au- 
thenticity ? 

Mr. Baxer. No. I am not raising any question about that. I am 
only saying that these figures do not come from us. They have not 
been gotten as a result of any collaboration with us. I don’t know 
whether the figures are good or bad, but I hope his ambition that we 
are going to get 48,000 barrels of additional oil a day is realized. I 
will say that so far we have gotten very little, and I don’t anticipate 
any 48,000 barrels a day of added oil coming out of the Suez or other- 
wise for us this year. 

Senator O’Manoney. Since you say you never have seen the docu- 
ment, that, of course, I accept as altogether correct. It is altogether 
unlikely that you ever did see it. It didn’t come from your files. It 

‘ame from the Jersey files. But Jersey is the majority owner of 
Humble Oil. 

Mr. Baker. It doesn’t operate Humble Oil, and these figures are 
not Humble Oil figures. 

Senator O’Manonry. No. I judge from your testimony here, and 
from your very evident acquaintance with the oil business, that you 
are a pretty good operator. 

90507—57—pt. 156 
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Mr. Baxer. Well, maybe I am not, but our company is. 

Senator O’Manoney. You are not on the defense, and your com- 
pany isn’t on the defense. We are only trying to lay the facts on the 
table, and this document would indicate that Standard of New Jersey 
was counting upon this price increase, particularly when it was placed 
upon the products that are bothering so many ordinary people through- 
out the United States, to make a substantial addition to the net that 
Humble would contribute to its parent company. 

Mr. Baxer. Could I say this? 

Senator O’Manoney. Yes, sir. You may make any comment at all. 

Mr. Baxer. There are a great number of people in the United States 
that are interested on the other side. A good many thousands of 
operators are producing oil in the United States who are in tight 
circumstances as a result of the fact that they have carried on their 
business for several years at prices that have not been going up 
while they have been buying their supplies from people whose prices 
have been going up. 

Senator O’Manoney. I recognize that. 

Mr. Baker. And we have many thousands of royalty owners all 
over the United States who have an interest also in getting a fair re- 
turn on their crude oil production. 

Senator O’Manoney. I recognize that, and that is why I laid par- 
ticular emphasis upon the use of the phrase “products.” If the price 
increase should follow the products, the results would be $50 million 
increase. 

Mr. Baker. Could I make the further point—— 

Senator O’Manoney. Yes, sir. 

Mr. Baker. Since this time we put about $700 million into our busi- 
ness and our net income is substantially what it was back at that time. 
I think maybe we ought to be getting some return on that added capi- 
tal we have been putting in the business. 

Senator O’Manoney. Thank you very much, Mr. Baker. The com- 
mittee appreciates your testimony. We are grateful to you for hav- 
ing come. I am sorry that there were other witnesses who, in the 
judgment of the committee, had a priority. You were one of the first 
we wanted to testify. 

I might say off the reeord—— 

(Discussion off the record.) 

Mr. Baxer. You have been very courteous, sir, and very gracious 
about the whole matter. I simply applied to testify at the time my 
papers were to be delivered, and since we were going to have papers 
delivered, I thought maybe we might explain our business on the basis 
of the facts, and I appreciate the arrangement and the advice in ad- 
vance of the time I would be here and the very courteous treatment I 
have had at the hands of the members of the committee. It has been 
a pleasure to appear before you. It is not the first time and I have 
enjoyed being here. 

Senator O’Manoney. There is a great advantage in these open hear- 
ings. ‘They lay the facts on the table where the public may see them, 
and you have contributed very materially to that end. 

Thank you very much, sir. 

Mr. Baker. Thank you, sir. 

Senator O’Manonry. Who is your next witness ? 
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: Mr. Nevitie. The next witnesses will be the officials from the Texas 
0. 

Senator O’Manoney. Are the representatives from the Texas Oil 
Co. present ? 

Mr. Foley, you are accompanied by Mr. Lilley. 

Will you identify yourself for the record ? 

Mr. Forey. James W. Foley, president of the Texas Co., with of- 
fices in New York City. 

Senator O’Manonery. We are very glad to welcome you here, and 
we will listen to your testimony. 

Mr. Fotry. I am glad to be here. 

Senator O’Manoney. And will Mr. Lilley identify himself? 

Mr. Littey. My name is A. N. Lilley. I am a vice president and 
director of the Texas Co. 

Senator O’Manoney. Are you not, Mr. Foley, also a representative 
of the Texas Co. on MEEC? 

Mr. Fotey. Mr. Lilley is our representative on the MEEC. 

Senator O’Manoney. I thought he was your alternate representa- 
tive. 

Mr. Latiry. No, sir. 

Senator O’Manoney. Who is the alternate ? 

Mr. Littey. Mr. H. T. Dodge. He is not here today. 

Senator O’Manoney. Mr. Dodge is not here. 

Have you attended meetings of the MEEC ? 

Mr. Litter. The majority of them, not all. 

Senator O’Manonry. You may be seated, gentlemen. Will you 
proceed, Mr. Foley. 


STATEMENT OF JAMES W. FOLEY, PRESIDENT, THE TEXAS CO., 
ACCOMPANIED BY A. N. LILLEY, VICE PRESIDENT, THE TEXAS 
Co. 


Mr. Fotxy. My name is James W. Foley. I am president of The 
Texas Co., with offices in New York City. 

I welcome this opportunity of appearing before your committee to 
present the views of our company relating to recent increases in the 
prices of crude oil and petroleum products. Mr. A. N. Lilley, vice 
president of the Texas Co. in charge of our Eastern Hemisphere opera- 
tions, who is here with me, will discuss the Middle East Emergency 
Committee and our company’s work with that Committee. 

Senator O’Manoney. I might interrupt you to say, Mr. Foley, that 
one of the principal purposes of this committee hearing and of our 
studies is to determine the extent and the necessity for the exemptions 
from the antitrust law for the operations that may appear to be neces- 
sary in carrying out the Government’s oil lift for Western Europe. 

Mr. Fotey. I understand that, sir. 

First, I want to state emphatically that the Texas Co. has neither 
participated with any other person or company nor does it know of 
any combined, coordinated, or other effort within the petroleum indus- 
try to fix, control, or in any way adjust petroleum prices. Our own 
price policies are determined entirely within our company and are 
based on competitive conditions existing in individual markets 
throughout the 48 States. 





SR EHS a 





a RS Sa a a 9 ee NE RE 





832 EMERGENCY OIL LIFT PROGRAM 


Second, we feel these recent price increases are fair, reasonable, fully 
justified, and required for a progressive and economically healthy 
petroleum industry. 

Senator O’Manoney. What price increases do you refer to / 

Mr. Fotry. The crude oil price increases and the product price in- 
crease of petroleum products. 

Senator O’Manoney. Do you have in your statement a list of prod- 
uct prices ? 

Mr. Foury. I can supply those, sir. 

Senator O’Manoney. Thank you, sir. 

(The material referred to is as follows :) 

THE Texas Co., 
New York, N. Y., March 6, 1957. 
Senator JosepH C. O’MATIONEY, 
The United States Senate, Washington, D. C. 

Dear SENATOR O’MAHONEY: When I had the pleasure on February 21 of 
appearing at the joint hearings before the Subcommittee on Antitrust and 
Monopoly and the Subcommittee on Public Lands, over which you presided, you 
asked me to furnish certain information. 

First, you requested our comments on inflation. We are pleased to give these 
to you. 

The Texas Co. has long been concerned with inflation and the dangers it holds 
for the company and the American economy. We fully realize that inflation 
adversely affects our welfare and that of all industry, agriculture, labor, and 
Government. 

We feel through the years that we have demonstrated our ability to increase 
output, improve product quality and, at the same time, offer outstanding values 
to our customers. In my statement, I pointed out the reasonable level of petro- 
leum prices, especially when Compared with the rise in related costs and the 
overall movement of industrial prices in the economy. This performance is by 
no means limited to recent years. For example, the tank-wagon price of regular 
grade gasoline in 1926 averaged $0.1744 per gallon and today averages only 
$0.1724 per gallon. 

This success in offering outstanding product values over the years is all the 
more impressive in light of the inflationary pressures in the economy. These 
inflationary pressures have been due in large part to Federal deficit spending 
during the 1930’s, World War II, and the Korean conflict. In fiscal 1956 the 
Federal Government spent $66.5 billion, over 20 times the fiscal 1926 budget of 
$3.1 billion. The total money supply—bank deposits and currency—rose by 
more than 340 percent from 1926 through 1956. Over the same span the total 
output of all goods and services in the economy rose by only 141 percent. 

The fact that the tank-wagon price of gasoline today is below the 1926 level, 
while industrial prices as measured by the official wholesale price index rose 
75 percent over the same period, should make it clear that the petroleum in- 
dustry has been a victim of, rather than a contributor to, the inflation which 
has occurred in the past several decades. 

We in our company are continually doing everything practicable to offer our 
customers the best values in the market by carefully controlling our expenses, 
obtaining materials and supplies at the lowest possible price, and carrying out 
our producing, refining and distribution operations at the lowest costs attainable. 
We feel this is one of the most effective ways to minimize present inflationary 
pressures. 

Your second request to me was to consider a map appearing in part 1 at page 
854 in the March to June 1956 printed hearings, which you so kindly arranged 
to have sent to me, of subcommittee No. 5 of the House Select Committee on 
Small Business. From page 449 of these hearings it appears that this map 
was prepared and filed by Mr. William D. Snow of the National Congress of 
Petroleum Retailers as part of his testimony in these hearings, but it does not 
appear that the House subcommittee in any way approved or gave official status 
to the map. 

Mr. Snow states in his testimony that, except for changes he made for simplifi- 
cation, the map presents material developed in a case he described only as a 
“case filed against the 22 major integrated oil companies when Mr. Arnold’s 
father was the Assistant Attorney General in charge of the Antitrust Division and 
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Mr. Roosevelt’s father was President of the United States.” Our attorneys 
have assumed Mr. Snow refers to the case of United States of America v. American 
Petroleum Institute, et al., civil action No. 8524 filed in the District Court of the 
United States for the District of Columbia approximately 17 years ago against 
the named defendant and more than 300 oil companies, including many more 
than 22 integrated oil companies. This is the only case our attorneys recall 
where in the Government’s complaint a paragraph numbered 50 contains ma- 
terial such as Mr. Snow may have used to prepare the map he has filed in the 
House subcommittee hearings. In this paragraph 50 it is alleged that as part of 
a price fixing program the American Petroleum Institute and each of the more 
than 300 other defendants followed prices posted by selected defendants. 

If this is the same case, the Texas Co. at that time strongly denied such al- 
legations and, as did other defendants, filed a motion to dismiss the complaint 
against it. The entire proceeding, including all claims under paragraph 50 of 
the Government’s complaint, was later dismissed by the court because the Gov- 
ernment failed to prosecute the case. We feel this conclusion of the case should 
be given considerable weight in determining what, if any, credence is to be given 
to a map prepared many years later purportedly based on material on which 
proof was never actually offered. 

If there is any possibility of the testimony and the map filed in these House 
hearings being construed to even infer that the Texas Co. engages with others in 
the control of petroleum prices, I would like to strongly reiterate the first part 
of my statement made before you on February 21, when I stated: 

“IT want to state emphatically that the Texas Co. has neither participated 
with any other person or company nor does it know of any combined, coor- 
dinated, or other effort within the petroleum industry to fix, control, or in any 
way adjust petroleum prices. Our own price policies are determined entirely 
within our company and are based on competitive conditions existing in in- 
dividual markets throughout the 48 States.” 

The third request was for me to furnish a list of product prices. I have at- 
tached a list of gasoline prices in representative cities of the United States 
before and after the general price increase. We do not maintain a compiled list 
of all gasoline prices or the prices of other products throughout the 48 States. 
These vary from locality to locality and it would be quite a job to assemble them. 
I hope the list annexed as ““T'TCo. Attachment 1” will be helpful. 

The fourth item requested was a list giving examples of reductions in prices 
of gasoline since the general increases in prices earlier this year. This list is 
annexed as “TTCo. Attachment 2.” 

The fifth request was for the date the Texas Co. increased its dealer tank- 
wagon prices on gasoline in the State of Texas. These prices were increased 
January 8, 1957. 

Your sixth inquiry was whether the Texas Co. owned any interest in South 
Mediterranean Oilfields, Ltd. This company was incorporated in England in 

$38 and dissolved in 1950, The Texas Exploration Co., Ltd., now also dissolved, 
was a wholly owned subsidiary of the Texas Co. which at one time owned 50 
percent of the stock of South Mediterranean Oilfields, Ltd. 

The seventh item of information requested was the country in which Sociedad 
Anonima Petrolera Las Mercedes is incorporated. This company is incorporated 
in Venezuela. 

In my testimony it was pointed out that while product prices were increased 
immediately following the increase in the price of crude oil these product prices 
are not holding. The product prices have decreased at a number of points since 
the date of the increase. You asked for some specific examples to illustrate this 
statement. The annexed “TTCo. Attachment 2” shows a number of representa- 
tive cities, the dates and the amounts which product prices were increased and 
the subsequent dates and amounts which these products decreased in price. 
These decreases are continuing in various areas and changes will undoubtedly 
continue to occur in the future. This illustrates the difficulty stated in my 
testimony of accurately forecasting the change in net income over a year’s period 
which might result from the change in the price of crude and products. We 
have been currently aware of the many increases in costs, including wages, ma- 
terials, supplies, transportation, and other cost factors, and were fully cognizant 
of the immediate effect of an increase in the wellhead price of crude oil. How- 
ever, prior to our price adjustments, no computation was made of the effects 
these increased costs along with the change in product prices might have on 
our net income. 
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A current study indicates, since we are net purchasers of domestic crude to 
the extent of over 30 percent of our requirements, that any estimated earnings 
from the recent price increases may be wiped out if the prices of products con- 
tinue to decline. 

During my testimony on February 21, I was questioned about the use of the 
trem “meeting competition” when describing increases we made in prices of our 
products after some of our principal competitors had increased their prices. This 
is an expression often used throughout our company to describe many of the 
things we must do if we are to continue to successfully compete in the intensely 
competitive petroleum industry. 

For example the term “meeting competition” is readily understood in the 
producing end of our business as describing our efforts to keep our competitors 
from getting ahead of us through the use of such devices as improved seismo- 
graphs, gravity meters, magnetometers, and radioactive well logging. And the 
term is similarly understood in our refining operations where we must not allow 
our refinery competition to surpass us even though it is spending hundreds of 
millions on new cost-cutting and quality-raising investments in attempts to do so. 
In transportation, the term refers to the offsetting action we must take as our 
competitors continually develop new lower cost methods of transportation. In 
distribution, we are constantly competing with our competitors for each other’s 
customers through one innovation after another in the quality of products, in 
service stations and facilities, in the quality and results of advertising, and in 
training of personnel and dealers. We feel our action in successfully competing 
against all these efforts is the meeting of competition in every sense of these 
words. 

In regard to prices, we sell high-quality products as good or better than any 
on the market. It should be readily understandable that if we effectively meet 
the competitive activities of our competitors and also expect to earn a reasonable 
and proper return on our invested capital, we must endeavor to continually sell 
our products at prices which will permit us to recover our increased costs. It 
had at the beginning of this year become increasingly more difficult for us to 
market our products profitably because of increases in costs such as those for 
labor and materials referred to in my February 21 statement. It was not pos- 
sible because of the competitive market for us to make the many small changes 
in our prices necessary to currently recover these increasing costs. When sub- 
stantial increases were made in the price of crude oil, it became even more urgent 
for us to adjust the prices of our products upward to the reasonable and fair 
extent competitive market conditions would permit. The same economic pres- 
sures were necessarily affecting our competitors and they moved before we did 
to increase their prices. We knew from experience that any increase which was 
not fully justified would not hold because the free play of competition is, in the 
final reckoning, the decisive factor in prices. When it became evident to us 
that the price increases were sound, we generally adjusted our prices to approxi- 
mate the higher prices then being charged in the market place. Our action in 
meeting such increased prices in the market place is often referred to in the com- 
pany as meeting competition. 

Sincerely, 


J. W. Foiey. 
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ATTACHMENT 1,—List of prices of Texaco Fire Chief gasoline 


[Dealer tankwagon prices (extax)] 
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Jan. 1, Feb. 1, Amount 
1957 1957 of change 
Cents Cents Cents 

NRT hs selec wn dp aetasetn eaenaiied obo ocd lalla eocisas nino neha ath aamebneooeted 17.10 18. 10 +1.0 
I I i ineudetty ead erie odie sa nensin wickansooadla nish chennai 15. 70 16. 70 +1.0 
SE, MEM, ded csahiacin 6am cab enschede aap ainmcieietenteniein eke 16, 90 17. 90 +1.0 
Nee asia 19. 00 19. 70 +.7 
I LE 5 oe aphtnenn a ede oan em tanhemenannion 14. 40 14. 90 +.5 
I, FSO Ws io nine nc aeadeneeimace winncmunnsangaemaneee 19. 60 20. 60 +1.0 
I SADE Ds feriinie ace deena Eas noite tira he ubuehemaaann 17. 40 18. 40 +1.0 
Charleston, 8S. C__-------- J sical cha pee 15. 40 16. 40 +1.0 
eT I, MEE os, aca nam eiecemnieeida nates beta einen’ 16. 30 17. 30 +1.0 
TE ace ait oat cine AOS emia tile dead Sanaa meets 16. 30 17. 30 +1.0 
I TD EO lan siase wetvenss abeaaaaie Deed oaks Spike aan eaie 16. 50 17. 50 +1.0 
I SE, chs acute acpies ied epi tias ok ch ren ewinigne een ieee ee 16. 30 17.30 +1.0 
i tec bc ta ad caine mioniee an Gtipects bdiing bckbereadesuacannied 16. 10 17.10 +1.0 
a see sh beetle catered Sims grochameiascont te aaioes cin wihpabide 15. 60 15. 90 +.3 
0 OS RE See SE eee ae cto dveste ease dite 15. 20 16. 20 +1.0 
I Aa a, Seni ale aie eteatiuitninnk ae hb ieee wit 16. 60 17. 60 +1.0 
Ie coats iat nsicd de sched coonilan poce wtiense isin clin ormiaibmsonentaaai es 16. 10 17.10 +1.0 
PTEMINIT O25 apes t ig Lk 9 ua ts ay 16. 10 17. 10 +1.0 
a cin slicienheesinnsse in isuanignial 16. 80 17. 80 +1.0 
IR, So. ote eaten cipenn wn wana eek eure egehee 15. 20 16. 20 +1.0 
ON ky SS OE eee eee a ee ae 16. 30 16. 80 +.5 
Newark, N. J_.--- = et a 14. 90 15. 90 +1.0 
SE NRE LLOA, das nated atin seeumenacneteercncerabassh uapetuipeies 15. 80 16. 80 +10 
Ee oo ceead aan eeniddea sa da Gkacagmaaminee 15. 70 16. 70 +1.0 
I ER eee a) ut inne imeent Kebankiniuninnnnaneiws 18. 10 18. 60 +.5 
I a oars cadet eben na cd eA eioiseapis tei depretennsnssiceniiniana 15. 40 16. 40 +1.0 
Portland, Oreg____--- ? ace Serene 17. 40 17. 90 +.5 
I ia Onisssinin ieee rameeebenenet pee esenuphentrancenuas 15. 60 14. 90 | —.7 
i al cet el nent wines wrshnlagendcesen pecan recite 17.7 18. 40 +.7 
San Francisco, Calif............-.-- : SSE 16. 90 17. 40 +.5 
I ad he Sak oun nsithnb ac winaieinetiotlon 19. 70 20. 20 +.5 

te A ae in mnie Bees patibntienininink Satliagny eo pismalbe 16. 20 17. 20 +1.0 
SG ESN RE SS ES eS ee ee ee es 14. 50 15. 30 +.8 
SN Ne oi cctv est eenaalinn ts hep ermmmiinn ode cheinele ai einainne 16. 20 17. 20 +1.0 
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ATTACHMENT 2. 





Example of reductions in prices of Teraco Fire Chief gasoline 





Net tank Amount of 
Date wagon prices change 
(extax) 
Cents Cents 
LI oe eee cas ool ocean nedeiwseccs ..| Jan. 1, 1957 a 1 ck gees 
| Jan. 16, 1957 16. 40 | +1.0 
Feb. 15, 1957 15. 90 | —.5 
Manchester, N. H__...-.----- Dee ea ee _.| Jan. 1, 1957 15. 40 yes) cel 
| Jan. 16,1957 | 16. 40 +1.0 
Jan. 31, 1957 15. 90 —.! 
Boston, Mass.......... Fi oasis ‘ saath .-..| Jan. 1,1957 14. 40 ; . 
Jan. 16,1957 15. 40 +1.0 
| Jan. 31, 1957 14. 90 = 
Proviienes; Bets... 6.20.2 SS edekes --.<}| Jan. 11,1067 15. 60 a 
Jan. 38,1957 14. 90 —.7 
| Jan. 16, 1957 15. 90 +1.0 
| Jan. 31, 1957 | 14. 90 —1.0 
Hardford, Conn. ----- bae.cS.- Fed seth een. .._.10R87 | 15. 60 ; aS 
| Jan. 16, 1957 16. 60 +1.0 
| Feb. 1, 1957 15. 90 —.7 
Paieieots, Wa...2- 2... 5 Sicsd..-...5... Soon el. eee 15. 30 |. cee 
| Jan. 16, 1957 16, 10 4+.8 
| Feb. 1, 1957 15. 30 —.8 
Dallas, Tex._----- cme eeie placing a a! 15. 30 r 
| Jan. 8, 1957 16, 30 +1.0 
| Jan. 25, 1957 115. 60 —.7 
Pre wee BO. we gutlewns ai : .--..| Jan. 1, 1957 15. 30 : 
Jan. 8, 1957 16. 30 +1.0 
Jan. 24, 1957 | 115. 60 —.7 
Wichita Falls, Tex_-_- écuawtes ze Nichia elie taal ._.| Jan. 1,1957 15.75 sie 
|} Jan. 8, 1957 16. 50 +. 75 
| Jan. 24, 1957 115.40 | —. 90 
NN EN 5. 2s Jab 3c scab onweundintbeetegeevene .-| Jan. 1,1957 11.90 | —5.2 
Jan. 11,1957 12. 90 +1.0 
| Feb. 14, 1957 12.70 | —.2 
Louisville, Ky__----- : i cal ea a ..| Jan. 1, 1957 14. 90 —1.8 
Jan. 14, 1957 16. 90 +2.0 
Feb. 16, 1957 14. 40 —2.5 
Pueblo, Col__-.. ike sittialie alae Mtl pata Ra ia _.| Jan. 1,1957 1 14.60 —2.7 
Feb. 10, 1957 114.60 +1.0 
Feb. 25, 1957 112.90 —1.7 
a Se Eau namounk BEES sc lekdks Jan. 1,1957 17. 30 ‘ 
Jan. 14, 1957 18. 30 -1.0 
Feb. 7, 1957 14. 40 -3.9 
Pocatello, Idaho. ............-- aisles scéevecknt Ce Ee 15. 40 —4.4 
Jan. 10,1957 14. 60 —.8 
Feb. 10, 1957 15. 30 +. 7 


1 Prices after allowances. 


Mr. Forry. There have been only two general crude oil price in- 
creases since 1947. We do not feel that these adjustments have kept 
pace with the increased cost of exploring for, finding, and producing 
crude oil. 

Third, in order to supply its refineries The Texas Co. must have 
continued access to adequate sources of crude oil owned by others. 
We must buy more than 30 percent of the crude oil we refine. These 
vital sources can be retained only by offering competitive prices for the 
crude oil we purchase. 

Finally, the increased price paid for this crude must be reflected 
in the price of the products. 

The Texas Co. is engaged in producing, purchasing, refining, 
transporting, and marketing of petroleum and petroleum products. 
We produce crude in most major producing areas in the United States. 
operate 11 refineries from coast to coast; and transport our products 
by pipeline, tanker, barge, tank car, and tank truck. We are the only 
oil company that markets in all 48 States. We are, therefore, com- 
peting with many different companies of all sizes, both in purchasing 
of crude oil and marketing of products, in the highly competitive 
markets throughout the country. 





EMERGENCY OIL LIFT PROGRAM 837 


Our company must remain competitive. To do so it is mandatory 
that our customers reecive the best values in the market, that careful 
control be exercised over expenses, that materials and supplies be 
obtained at the lowest possible price and that producing, refining, and 
distribution operations be carried out at the lowest costs ‘attainable. 

It must be emphasized that the actual cost of a barrel of oil is not 
subject to precise determination. The cost varies widely in individual 
fields, from field to field, and area to area. There is no question, how- 
ever, that the cost of finding and producing oil has been increasing 
steadily. 

? here are four major reasons for this: 

The ratio of dry holes to total wells drilled is increasing. From 
1948 through 1949, of the total number of wells drilled by the industry 
31.8 percent were dry holes; from 1953 through 1956, the dry-hole per- 
centage increased to 37.5 percent. In addition, the average size of 
fields discovered has been declining and an increasing number of 
fields must be found each year to replace oil now being produced. 

2. The search for crude oil now requires the drilling of deeper wells. 
In 1950 the number of wells drilled 10,000 feet or deeper was 1,125. 
By 1956 this figure had risen by 115 percent to 2,635 wells. The cost 
per added foot drilled increases rapidly as a well gets deeper. A study 
of 1953 costs—published by the American Petroleum Institute on 
April 26, 1956—shows that drilling of a 5,000 foot well cost an average 
of about $10 per foot. But the cost of the 5,000 feet of hole between 
10,000 and 15,000 feet average $50 per foot, or 5 times as much. 
The study shows further that the cost per added foot beyond 15,000 
feet was about $106. 

3. Costs of materials used in the petroleum industry have sub- 
stantially increased. Since the end of World War II, there have been 
18 increases in steel prices; 6 since June 1953. The most recent ad- 
vance was announced a few days ago. Oil country tubular goods and 
line pipe have increased an average of about 80 percent in price since 
December 1947. The increases have totaled about 22 percent since 
June 1953. 

4. Wages have been rising steadily in the American economy. From 
December 1947 to December 1956, average hourly earnings in all man- 
ufacturing advanced 58 percent compared with a total 63 percent in- 
crease for oil production workers. Since mid- 1953, date of the last 
general crude-price advance, average hourly earnings have been in- 
creased on three separate occasions, a total of 16 percent for oil pro- 
duction workers, which is the same as for all manufacturing. Refin- 
ery employes have received similar advances in earnings. 

Since December 1947 there have been only two general increases in 
the price of crude. The total i increase through Januar y 1957 amounts 
to about 19 percent. By compar ison, the “all commodities, other than 
farm products and food” yg iew of the official Wholesale Price 
Index had risen 25 percent by January 1957, the latest month for 
which the index is available. The basic economic pressuers clearly 
indicated the need for the January crude price increases. 

Crude prices in the United States have actually been undergoing va- 
rious area adjustments during the past year, the first of which was made 
in California in February 1956, Other examples of adjustments of 
crude prices in 1956 are: gulf coast, Texas, in June, July, and August; 
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South Texas heavy in June and July; West Central Texas in July 
and August; Texas Panhandle in August and November; California, 
again, in November; and Wyoming heavy in November and December. 

The higher postings made in January 1957 were reflection of com- 
petitive conditions and took account of quality and transportation as 
well as cost factors. It should be emphasized that these adjustments 
began well before Suez. 

Crude oil is the largest single item of cost to the refiner. The refin- 
ing, transportation, and marketing segments of the industry have also 
experienced increases in labor and material costs similar to those that 
have applied to production. These increases in raw material and other 
costs must be passed on to the ultimate consumer. 

In conclusion, I think we can best illustrate the effectiveness of com- 
petition in the petroleum industry and the fairness and reasonableness 
of prices by a simple comparison. In terms of worktime required to 
buy a gallon of regular grade gasoline, the average industrial worker 
had to work 23 minutes in 1926 to purchase 1 gallon, excluding taxes. 
In 1933, when gasoline was at its lowest price level, the worktime re- 
quired was about 17 minutes. In 1956 the average worker had to work 
only 6.6 minutes to buy a gallon of a greatly improved gasoline. 

We have substantially increased shipments of crude oil and petro- 
leum products to Europe since the present emergency began and have 
reduced our refinery runs to make more crude oil available for foreign 
markets. Mr. A. N. Lilley now wishes to outline to you some of the 
more important steps our company has taken to help meet foreign 
petroleum requirements. 

Again, I want to thank you for this privilege of appearing before 
this committee. 

Senator O’Manonery. Mr. Foley, thank you very much for this 
statement. 

Before we turn you over to Mr. Lilley, Mr. Neville, one of our 
counsel, will have some questions to address to you, and then members 
of the committee may possibly ask you additional questions. 

Proceed, Mr. Neville. 

Mr. Nevitue. Mr. Foley, I notice that on page 5 of your statement, 
you go back to the end of World War II for steel price increases, and 
then you go to December 1947 for your next index. 

Do you have a comparative index for crude oil increases, and the 
other increases based on the same beginning date, the end of World 
War IT? 

Mr. Fotxy. I think I can furnish you a comparative index on the 
price of steel, the labor and crude oil. 

Mr. Nrevittz. The committee has as an exhibit a chart that shows 
the wholesale prices of all markets, the cost of living, crude, and so 
on, starting in 1940 and ending in 1956. I should like to show you 
this and ask you if it is not a fact that crude oil prices have shown 

reater increases when you take the 1945 date than any of the other 
indexes I have mentioned. 

Mr. Fotey. Your chart shows annual average prices of residual fuel 
oil and crude oil, motor fuel, and distillate fuels compared with whole- 
sale prices in cost of living. I don’t have figures including those vari- 
ous petroleum products in that grouping. I do have crude oil as an 
individual item, and in 1941 it was $1.12 and it went up to $1.37 in 
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1946, $1.90 in 1947, $2.57 in 1948, $2.57 in 1949, $2.57 in 1950, $2.57 in 
1951, $2.57 in 1952, $2.71 in 1953, $2.82 in 1954, and $2.82 in 1955. 

Mr. Nevitie. Mr, Foley, have you raised the gasoline tank-wagon 
prices since January 1, 1957? 

Mr. Fotry. Yes, sir; we have. 

Mr. Nevitte. How did you arrive at the amounts of your increases ? 

Mr. Fotry. Could I finish this—I was trying to—— 

Mr. Nevitie. Excuse me. 

Mr. Forry. I would like to get this out first. I would like to tell 
ou about the average hourly earnings beginning in 1941 for petro- 
eum and natural gas production workers. 

It was 93 cents an a in 1941. It went up to $1.31 in 1946, and I 
will read off the years without repeating the years: $1.47, $1.67, $1.78, 
$1.82, $1.95, $2.09, $2.21, $2.27, and in 1955 it was $2.32 as compared 
to the 93 cents an hour in 1941. 

Senator O’Manonry. That is a wage scale for operations in the 
United States, is it not? 

Mr. Fotry. That is correct, sir. 

Senator O’Manoney. Do you operate abroad ? 

Mr. Foury. We do. , 

Senator O’Manoney. What is the wage scale abroad ? 

Mr. Fotry. They vary from country to country. Some countries 
have wage scales equally high as our own, some higher, and some less. 

Senator O’Manonry. What is the wage scale in the Middle East? 

Mr. Forry. That will vary from country to country in the Middle 
East. I don’t have the exact wage scale. The cents per hour, though, 
Senator—I don’t think the wage scale tells the entire story. In addi- 
tion to that the number of employees you must have, for example, on 
a drilling rig in the Middle East to efficiently run the rig as compared 
to the number of employees you have in this country on the rig. Then, 
in addition to that 

Senator O’Manonry. What is that comparison ? 

Mr. Fotry. Well, again I couldn’t tell you the exact number. I 
would judge 

Senator O’Manonry. I don’t expect you to tell me the exact number, 
but I do expect you to approximate it. 

Mr. Fotry. I should judge it is well over 2 for 1. 

Senator O’Manoney. Which way? 

Mr. Fotry. Number of personnel to run a rig any particular hour 
of the day. 

Senator O’Manoney. In the United States as compared 

Mr. Foury. The reverse. Two times as many are required to operate 
a rig in the Middle East as compared to the United States. That is 
merely a guess. I would be delighted to get the figures for you. 

Senator O’Manoney. In other words, American labor is more 
efficient ? 

Mr. Fotry. Yes, sir. 

Senator O’Manoney. Far more efficient ? 

Mr. Foury. Yes, sir. 

Senator O’Manonry. How about the wage scale? 

Mr. Fotey. Well, again I must say some of the wage scales are ever 
so much lower. We have a number of Americans over there and their 
wage scale is ever so much higher than the American here because we 
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must pay them a much higher wage scale to induce them to work in 
the Middle East. 


Senator O’Manonery. They have a tougher country in which to 
work, 

Mr. Fotry. Yes, sir. 

Senator O’Manoney. Please proceed. 

Mr. Nevitie. I had asked you how you arrived at your tank wagon 
price increases which you said you had placed in effect since January 

1 of 1957. 

Mr. Fotry. We did raise tank-wagon prices on gasoline promptly 
on raising the price of crude. We raised those prices on a competi- 
tive basis, meeting competition wherever we were competing, and we 
compete everywhere that we market. 

Mr. Nevirze. You mean meeting competition on the upswing ? 

Mr. Fortry. And the downswing. 

Mr. Nevitte. Were there reductions also? 

Mr. Forry. Indeed there have been reductions. The prices didn’t 
hold, the increase in gasoline prices didn’t hold in every case, and in 
some cases they have fallen substantially below the increase. 

Mr. Nevitxe. I was speaking of the increases in January. 

Mr. Fotry. That is right. 

Mr. Nevitxr. The first increases. 

Mr. Forry. And there have been decreases since that time, sir. 

Mr. Nevitte. I understand, but the competition you were talking 
about meeting at that time was the competition on the upswing. 

Mr. Fotry. That’s correct. 

Mr. Nevin. Thank you. Were the increases you placed in effect 
based on any cost studies you have made ? 

Mr. Forry. Generally it would be useless to make cost studies; be- 
cause if you made a cost study and didn’t meet competition and stayed 
too high, you would soon be out of business. So we do make cost 
studies as we go, but we realized we must increase the price of prod- 
uct on the one hand to meet the increase in the price of crude, and on | 
the other hand, we remain competitive wherever we operate. 

Mr. Nevitte. I have from the files which you supplied the commit- : 
tee under subpena a number of telegrams relating to tank-wagon in- 
creases, and I notice that you were apparently the market leader or 
the first to initiate the price in the State of Texas. 

Mr. Fotry. That doesn’t check with my information, sir. That | 
isn’t correct. 

Mr. Nevitie. The document will best speak for itself. It is dated 
January 14 and it states: 

Re tank-wagon increase, State of Texas. Effective January 21 Shell ad- | 
vanced tank-wagon prices statewide 1 cent per gallon all grades gasoline, and 
also on kerosene and diesel fuel. No other majors have met kerosene and diesel 
advance this morning. 

That is the date at which you increased the tank-wagon price prior 
to the date of this telegram, was it not, sir? 

Mr. Fotry. Well, if I get the sequence correct, the Humble Oil Co. 
‘aised the prices first in advance of anything that we raised. 

Mr. Nevitte. The telegram that I have been quoting from is from 
a Mr. B. Freeman to R. C. Cathcart, and it is dated January 14, 1957, 

11 a.m. It was sent from New York. I beg your pardon. The date 
is January 10. 
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Senator O’Manonry. Let us hand the telegram to Mr. Foley. 

Mr. Forny. Based on my understanding of this, Humble had al- 
ready increased the prices in advance of this date, and we advanced 
the price at a later date. 

Senator Carro_ut. How much later, please ? 

Mr. Foiry. Well, 1 can’t tell you the date that Humble raised the 
price. 

Senator Carroii. But assuming it was January 3, when did you 
raise your price ¢ 

Mr. Fouiey. Etfective—— 

Senator O’Manonry. Let’s get this straight. This is dealing with 
tank-wagon prices, not the Humble Oil increase in crude. 

Mr. Fo.ey. I understand that. 

Mr. Nevitte. Tank-wagon prices of gasoline only, I presume? 

Mr. Forxy. Yes. I don’t have the figure here. I will surely get 
it for you and tell you exactly which date we raised the price on the 
gasoline in this particular area. 

Mr. Nevitir. Now, according to—— 

Senator O’Manoney. First, do you recognize the authenticity of the 
telegram / 

Mr. Fotry. I know Mr. Cathcart personally. I don’t know Mr. 
Freeman. I don’t question the authenticity of it at all, sir. 

Senator O’Manoney. Thank you. 

Mr. Nevitte. I have another letter dated New January 17, 
and January 11, 1957, are the two dates on ries was ‘supplied by 
the Texas Co. entitled “Competitive Price Conditions in the State of 
Pennsylvania,” from J. W. MecDill to Mr. Cathcart, and this indi- 
cates—I will quote: 





We have met price advances by Esso in New Jersey and Pennsylvania except 
in the case of No. 2 fuel oil in Pennsylvania. The Atlantic Refining Co. has not 
moved at all up to now. We recommended and you approved the delaying ac- 
tion on No. 2 until tomorrow pending action on Atlantic’s part. 

So in this particular market you were following Esso / 

Mr. Forry. That is what would appear from the dates you read. 

Mr. Nevire. Now, a similar telegram from Mr. R. C. Catheart, 
dated at the top January 14, 1957, to Messrs. Doss, Green, Edwards, 
Saunders, and Wiley, in different parts of the United States, also 
furnished by your company. You state: 

Standard of Kentucky are increasing prices on all methods of delivery through- 
out their marketing area 1 cent per gallon on automotive fuels, kerosene, and 
all grades of burning and diesel oil fuels. Satisfied to meet this market increase 
effective January 15 upon confirmation. 

So there again you did follow the market leader in this area? 

Mr. Fotry. We followed the competition. 

Mr. Nevirir. What do you mean by competition in this case? 

Mr. a ry. They are one of our competitors, sir. 

Mr. Nevirir. You mean it is necessary to compete to go up? It 
was nec essary to go up in order to compete / 

Mr. Foury. It was necessary to go up in order to recover some of 
these costs that we had to pay for the additional crude we were pur- 
chasing. 

Senator O’Manoney. Why didn’t you go up before ¢ 

Mr. Fotry. Senator, we found by hard experience that if you try 
io go wp and you are the only one that goes up and stays up, you lose 
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all your friends and your customers, and we don’t like to do that. We 
like to keep our friends and customers. 

Senator O’Manonry. Why were you waiting for Atlantic to move? 

Mr. Fotry. I don’t know that we were waiting specifically for At- 
lantic. I didn’t get that in this particular case, but we hesitate to move 
going up and then find we are the only ones that went up, and then 
lose the business and finally have to come down in order to attempt 
to recapture some of it. You never recapture all of it. 

Senator O’Manonry. What has been the actual experiences as a 
result of this? 


Mr. Fotry. Well, we have continued to maintain the customers we 
had. 


Senator O’Manonry. You haven’t lost business by the increase? 

Mr. Forry. No, sir; we have not. 

Senator O’Manonry. Have you had any complaints about the in- 
crease ? 

Mr. Forry. Well, I would say we haven’t had any serious com- 
plaints. Naturally, we have had questions as to why the increase 
was necessary and we have attempted to explain the situation to the 
public or to our customers when they have asked a question. 

Senator Keravuver. Mr. Chairman, I did not understand Mr. Foley 


saying that they had to go up to meet the competition. Is that what 
I understood ? 


Senator O’Manonry. That is what he did say. 

Mr. Fotry. We went up to meet the competition and recover our 
costs. 

Senator Krerauver. Wouldn’t you be bringing about a little better 
competition if you didn’t quite go up as much as the others to meet 
competition ? 

Mr. Forry. Well, we found that we like to try to get back more than 
our costs of doing business, and, when our costs go up, sooner or later 
we must increase the price of our products to recover those costs. 
Senator Keravuver. But you did not make any cost study, you just 
said. 

Mr. Fotry. We had just advanced the price of crude, We knew 
our costs were going up. 

Senator Keravuver. I don’t understand this. You have to raise 
your price to meet competition. I always thought the best way to 
meet competition was to lower your price. 

Mr. Forry. I will tell you we do have to lower the price to meet 
competition. It certainly works both ways. 

Senator Kerauver. The others go up 1 cent a gallon, and don’t you 
think it would be a little more competitive if you just went up a half 
cent a gallon? 

Mr. Fortey. If we could only go up a half cent a gallon—and that 
happens sometimes. It didn’t on this particular occasion. It happens 
sometimes. Some people go up, and we choose not to meet it because 
we feel it isn’t justified at the time, and occasionally somebody made 
a bad guess and they had to come back down. And at other times 
they go up, and it is well justified, and we realize it, feel that it is well 
justified, and we go up, as well. 

Senator Keravuver. But at this time you all went up the same 
amount to meet competition. Isthat what you did ? 
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Mr. Fotry. I don’t know whether they all went up the same amount 
to meet competition. I am not aware of what each and every one of 
them did. 

Senator Kerauver. Could I just ask Mr. Foley how much this price 
increase will increase his profits in 1 year ? 

Mr. Fotry. Well, it depends entirely, Senator, upon whether or 
not these product prices hold. If they didn’t hold, it would decrease 
our profits, because we buy 30 percent of our crude from royalty owners 
and independent producers, refine it in our refineries, and sell it 
through our marketing facilities to our customers. So it depends— 
and the price changes are still going on in the market for petroleum 
products. So, a study that we gave you right now would probably be 
of very little value at this time tomorrow evening. 

Senator Keravuver. Could you make any estimate? I believe Hum- 
ble said this price increase would increase their profits by $100 million. 

Mr. Fotry. To my knowledge, we made no such studies, sir. 

Senator Kerauver. Can you make an estimate ? 

Mr. Fotry. I wouldn’t attempt to make an estimate right now. It 
would be quite an involved study, and I could not give you an esti- 
mate now because, as I say, we have made none, to my knowledge, and 
I have no numbers available. 

Senator Krrauver. You made no cost study; you made no esti- 
mate of how much your increased profit would be. I believe you know 
better than that, Mr. Foley, don’t you? 

Mr. Fotry. I couldn’t tell you how much our profits are likely to 
increase. I can make the study. 

Senator Kerauver. How many million gallons a year do you sell, 
of gasoline and fuel oil, on which you had a 1-cent increase? 

Mr. Fotry. We keep talking about the 1-cent increase. The 1-cent 
increase went in in some places. It didn’t go in in other places. The 
average was actually about three-quarters of a cent a gallon, and you 
weight it across the country. 

Senator Kerauver. You increased it 2 cents in Denver, didn’t you? 
Mr. Carroll says 3 cents in Montana. 

Mr. Fo.ry. I would have to check that out. I don’t recall that 
figure. 

Senator Kerauver. What figures do you have, Mr. Foley ? 

Mr. Forry. I am getting ready to give you one now. You asked 
about how much gasoline we sell. 

Senator Kerauver. How much gasoline, kerosene, and everything 
else did you make a three-quarter-cent or 1-cent increase on in 1956? 

Mr. Fo.try. Our domestic sales 

Senator Kerauver. Not only domestic. You have increased it all 
the way around, haven’t you ? 

Mr. Fotry. No, sir. We haven’t had these increases in many other 
places yet. 

Senator Keravuver. Didn’t you increase it in Europe? 

Mr. Fotry. We have had to increase it in Europe, not because of 
this but because of the higher freight rates and other factors, and I 

‘an’t tell you how much, because that is a subsidiary or affiliated com- 
pany, and I could not tell you what the price range is. 

Senator Krravuver. Let’s get the United States. How many gallons 
of everything did you sell last year? 
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Mr. Fotry. Yes, sir; I will be glad to give you that. Quantities in 
barrels, 107,959,000 barrels of gasoline were sold in our domestic sales 
in the year 1955. 

Senator Keravuver. That is 44 gallons a barrel ? 

Mr. Forry. 42 gallons. 

Senator Keravuver. 42 gallons. So that is 42 times 107 million. 
That is roughly 420 million gallons, isn’t it ? 

Mr. Fotry. The kerosene was 5 million 

Senator Keravver. Is that roughly 420 million gallons / 

Mr. Fotxry. I didn’t multiply it; I will be glad to. 

Senator Kerauver. Anyway, something about 400 million gallons, 

Mr. Foury. Kerosene was 5,222,000 barrels, and the furnace oils, 
12,620,000 barrels. 

Senator Kerauver. Just a minute, now. This 107 million barrels 
of gasoline, multiplied by 42, would be 4,200 million, wouldn’t it? 

Mr. Fotry. About 41, billion. 

Senator Kerauver. Then, how much is 1 cent on 414 billion? 

Mr. Fotey. Sir, I don’t want to get the wrong impression here, that 
all this 1 cent 

Senator Kerauver. Some of it is 2 cents; some of it is 2 cents. 

Mr. Forxry. It is three-quarters, as I told you, on the average, all 
over the country. 

Senator Keravver. Anyway, 1 cent. What is 1 cent on 4,200 million 
gallons? $42 mill‘on ? 

Mr. Fotry. 42; about $45 million, I believe, if it were a cent, which 
it isn’t. 

Senator Kerauver. If it were 2 cents, it would be more than that. 

Mr. Forry. It would be twice that if it were 2 cents, sir. 

Senator Krerauver. Mr. Neville, I don’t want to interrupt your line 
of questioning. 

Mr. Nevitxe. I have only one more question. 

Mr. Forry. I would like to explain, Senator, though, now we pay 
about 28 cents a barrel for each one of these barrels, just to acquire 
crude. So I hate to see these big figures like this get in the record, 
because they don’t mean what they may appear to mean. 

Senator Krravver. Actually, you would be pretty close to Standard 
Oil’s $100 million ? 

Mr. Fotry. No,sir. I would seriously doubt that. 

Senator Kerauver. In pretty much the same relationship, they do 
about twice as much business as you do ? 

Mr. Fotry. Well, it depends entirely on how much of your crude 
you have to buy. 

Senator Krravver. Anyway, Mr. Foley, I find here from Mocdy’s 
Industrial Manual, in the final report of the Small Business Com- | 
mittee, that you made $181 million in 1952; $262 million in 1956, after 
taxes. And I have here a chart submitted by Mr. John Gwynne, the 
Chairman of the Federal Trade Commission, that you have increased 
your profits—the rate of return after taxes on stockholders’ invest- 
ment—from 15.5 percent in 1954 to 16.5 in 1955, the highest of any 
of the major companies in the United States. 

Mr. Fotry. Well, Senator Kefauver, I would like to say those earn- 
ings, of course, are consolidated earnings. They represent our earn- 
ings in this country and everywhere else that we operate. 
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Senator Kerauver. So you don’t claim that you needed more profit, 
that that was the reason for your price increase? 

Mr. Fotry. We need enough profit to keep plowing back into the 
business, to continue to develop additional crude, build additional 
plants to raise the quality of our gasoline, to give the consumer the 
very best quality that he can find anywhere, since we intend furnishing 
as good or better quality products all the way along the line than 
any of our competitors. 

enator Krrauver. But this is a rate of return on stockholders’ 
investment, 1614 percent in 1955. So you don’t pretend that you 
need an increase in profit, do you, Mr. Foley ? 

Mr. Foxy. I haven’t seen those figures, sir, but I have worked up 
some domestic net earnings as a percent return on invested domestic 
capital, and it runs, it varies from 6.9 to 8.6 percent, and it is the 
domestic market. 

Senator Keravuver. All your stock reflects your foreign investment, 
as well as your domestic investment ? 

Mr. Forry. That is correct. 

Senator Keravuver. That is the position of your company, when you 
put them all together ; isn’t it? 

Mr. Fotry. Yes, sir. 

Senator Kerauver. All right. 

Thank you, Mr. Neville. Iam sorry I interrupted. 

Senator O’Manoney. Quite all right, Senator. 

I have here, Mr. Foley, a telegram taken from the files of the Texas 
Co. in response to the subpena. I will read it first, and then hand it 
to you. It is dated January 9, 1957, and addressed by A. A. Morrison 
to R. C. Cathcart in New York. It reads as follows: 

The Butte, Mont., Daily Post of Tuesday evening, January 8, carried news 


item indicating Carter Oil Co. announced an increase of 1 cent per gallon on 
gasoline and other fuel oil prices in Montana and northern Wyoming,— 


that is coming pretty close to home— 


effective January 10, 1957. 

News item further indicates this increase compensates for a 35-cent per barrel 
general increase in crude oil prices which had previously been announced this 
week by Montana, Wyoming, and other crude oil purchasers. 

We have instructed Butte Division to meet this advance when and as another 
major competitor follows action of Carter Oil Co. as per current instructions. 
Unless we hear from you to the contrary, we will watch the situation closely and 
keep you informed. 


A. A. Morrison. 

This telegram is dated January 11, and it is addressed to R. C. 
Cathcart by W. E. Cassidy. 

As authorized in wire of J. W. Green this date, we are meeting Esso Standard 
and effective opening of business tomorrow morning January 11 we are increas- 
ing our posted prices Sky Chief and Fire Chief gasoline, kerosene, diesel and 
tractor fuel 0.01 per gallon statewide Arkansas, Louisiana, and Tennessee, also 


our f. 0. b. terminal prices Baton Rouge, Houma, Lake Charles, and Marrero, 
La., Chattanooga, Nashville, Knoxville and Memphis, Tenn. 


Joint RCC JWG. 
Is the reading of this sufficient for you or would you like to see it? 
_ Mr. Forry. I would like to see it. I think the reading is sufficient, 
Senator. 
Senator O’Manoney. Does that sound natural ? 
90507—57—pt. 1——57 
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Mr. Forry. I have seen a number, something along this same line. 
I don’t recall having seen this particular one, but this is no surprise. 

Senator O’Manonry. I wouldn’t expect you to remember that par- 
ticular telegram. 

Mr. Fotry. Yes, sir. 

Senator O’Manoney. What I point out is that your representative, 
Mr. Morrison, having read in the newspapers that another company 
had increased the cost, advised Mr. Cathcart that he then gave orders 
to his subordinates to increase, following New York instructions, and 
then would take further action if Carter increased. 

Now, this shows a pattern of following the increases up and not 
considering the needs of the consumer. Was it necessary for you to 
follow anybody’s price increase ? 

Mr. Fotry. When we paid more for our crude in Montana and we 
produce in Montana and Wyoming—— 

Senator O’Manonry. It says nothing about the price of crude there 
except that the 35-cent, price of crude down below had brought about 
increases. 

All I am trying to find out is was it necessary to proceed with these 
increases ? 

Mr. Forry. I will tell you—— 

Senator O’Manonry. Watching the newspapers. 

Mr. Forry. The newspaper is one of our sources of information 
about what our competitors are doing. 

Senator O’Manonry. We all read the newspapers. 

Mr. Forry. And when we find this sort of thing is going on and 
we know we need more for our products, we are paying more for our 
crude and we only hesitate to change any prices for fear that maybe 
we will be the only one that changes. 

Senator O’Manonrey. Here is another telegram. 

Mr. Fotry. But the increase was certainly justified only when we 
were assured through the newspapers and what we could see. 

Senator O’Manonry. Were you producing oil? 

Mr. Fotey. Sir? 

Senator O’Manonry. Were you producing oil ? 

Mr. Fotry. We produce oil. 

Senator O’Manoney. You produce crude oil? 

Mr. Foury. Yes, sir. 

Senator O’Manonry. Did you increase the price of crude? 

Mr. Fotry. We increased the posted price of crude at the points 
where we buy crude. 

Senator O’Manonry. When? 

Mr. Fo.ry. We posted our first increase on it, announcing it on the 
ith of January, retroactive to the 3d. 

Senator O’Manonry. That was 4 days after Humble had acted and 
you posted a retroactive price. 

Mr. Foury. That’s correct. 

Senator O’Manonry. After 4 days. Why didn’t you do it before 
Humble did it, if the cost was what caused you to move ? 

Mr. Foury. The cost was one of the things that caused us to move. 

Senator O"Manonry. Why didn’t you do it before January 3? 

Mr. Forry. We wanted to urge the people from whom we are buy- 
ing crude to develop more crude and make it available for us and for 
our customers in this country in the future. 
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Senator O’Manoney. But 

Mr. Fotry. And bring more crude on to the market which is very 
much needed at the time these price changes went into effect. 

Senator O’Manoney. Pardon me just a minute. Mr. Baker who 
testified here—I think you were in the room when he testified—told 
the committee that when all was said and done, the increase in price 
of crude didn’t produce an extra barrel of oil. 

Mr. Fotry. It produced a very limited amount as of that time. We 
look at a long-term proposition to keep additional reserves developed 
under the ground to supply our huge refineries and markets over this 
country for many years to come. 

Senator O’Maunoney. We are familiar with all of that, Mr. Foley. 
But I am tr ying to develop the pattern. How does it come about that 
with all these increases in the cost of finding oil, with all these in- 
creases in the cost of operating, with all these inflationary effects upon 

various angles of your business, how does it come about that you didn’t 
act until after Humble took the step? Then with respect to product 
prices, you were carefully watching the action of others to go up. You 
were not watching as competitiors to keep under your competitors’ 
prices but to be on the same level up with them. That was bad on 
your consumers. 

Mr. Foriry. Senator, I would like to tell you about the crude price 
changes. Had we failed to meet the crude price change, and I assure 
you we felt that it was certainly due, had we failed to increase the 
price of crude, we would soon have found ourselves without sufficient 
erude to run our refineries. 

Senator O’Manoney. I think that is true; I accept that without any 
question. 

Mr. Fotry. That is the reason. 

Senator O’Manonry. In order to get the oil. 

Mr. Fotey. Yes, sir. 

Senator O’Manonry. But you were producing crude yourself. 

Mr. Fotry. Yes, sir. 

Senator O’Manonry. Were you selling any crude? 

Mr. Fotry. On the net basis we are a 30 percent buyer. Of our 
100 percent requirement we buy 30 percent and use on the net basis all 
that we produce. 

Certainly we sell some crude and buy crude from others because 
in some areas our crude is closer to their pipelines or closer to their 
points of consumption. 

Senator O’Manoney. So you were a 30-percent buyer ? 

Mr. Forry. Indeed. 

Senator O’Manonry. All right. Now, to get to that 30 percent of 
oil that you needed to operate, that is over and above the 70 percent 
that you produce yourselves. Why didn’t you increase the price tu 
these independent crude operators before Humble did ? 

Mr. Forry. Well, we were attempting to do just what you have 
suggested, Let’s keep this inflation down, but we also realized that 
the price has to go up to induce them 

Senator O’Manoney. Wait a minute. It was the inflation that sent 
you up? 

Mr. Foury. Certainly. We don’t want to raise the prices to our 
customers any more than—— 
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Senator O’Manonry. Did that inflation compel you to raise the 
prices of the products all the way down the line? 

Before you answer it, let me read you this telegram from your file. 
This is dated January 10, again addressed to Mr. R. C. Cathcart of 
New York, by A. A. Morrison: 


Refer our wire 9th— 
you have that in your hand— 


regarding Carter Oil Co. advance 1 cent a gallon on gasoline and other fuel oil, 
State of Montana; effective opening business today. Continental Oil Co. has 
announced an increase of 1 cent a gallon on gasoline and all fuels throughout 
the State of Montana effective with opening business today. Therefore meeting 
competition Carter— 


that is a nice phrase there— 


meeting competition, Carter and Continental Oil Co.; effective with opening 
business this morning, we are advancing gasoline, kerosene, diesel fuel and 
fuel Chief One, 1 cent per gallon all points throughout State of Montana. 

A. A. Morrison, 


Now, Mr. Foley, my question to you is this. If you had kept your 
price on gasoline, kerosene, diesel fuel and Fire Chief at the point 
where you had it before Carter and Continental acted, would you not 
have been more popular with the consumers of those products in the 
areas that you serve ? 

Mr. Forry. Senator, I would like to put that this way. That could 
be carried 

Senator O’Manoney. Put it my way, please. 

Mr. Fotey. If we continue to pay more for the crude and don’t 
raise the price of the products, we will be popular, perhaps, for a 
short period of time, but our popularity would soon be eliminated by 
the elimination of us as marketers of petroleum products. 

Senator O’Manonry. Mr. Foley, the Select Committee on Small 
Business in the House of Representatives, 84th Congress, first session, 
held hearings on March 28, 29, 30, April 7, 20, 21, 22, 25, 26, May 10, 
25, 26, and June 7. 

I have in my hand part I on “Retail distribution of petroleum and 
related products.” 

(The material referred to above is as follows:) 





TESTIMONY OF WILLIAM D. Snow, ToLepo, OnI0, APRIL 22, 1955 (BEFORE Sus- 
COMMITTEE No. 5 oF THE SELECT COMMITTEE’ TO CONDUCT A STUDY AND 
INVESTIGATION OF THE PROBLEMS OF SMALL BUSINESS 


Mr. Snow. I would like to introduce this map into evidence with the statement 
that it presents the material which was developed by the Department of Justice 
in the case filed against the 22 major integrated companies when Mr. Arnold’s 
father was the Assistant Attorney General in charge of the Antitrust Division and 
Mr. Roosevelt’s father was President of the United States. And I would incor- i 
porate in connection with it paragraph 50 of the Government’s complaint. I 
think it would not be proper to introduce that into evidence, since it is a matter 
of public record. I call your attention to that paragraph of the Government’s 
complaint. 

That case, which describes the price leadership pattern, the companies who 
were the leaders and in the particular markets I followed in making this map. 
There are no changes on this map excepting for simplification. Humble, which 
is the price leader in Texas, and Standard of Louisiana, which is the price leader 
in those three States, both of which companies are subsidiaries of Standard of 
bee Jersey, they are shown in the color of the Standard Oil Company of New 

ersey. | 
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It is an interesting point that of these 8 companies, 7 of them are the original 
Rockefeller group. Six of them have “Standard” in their name. This Continental 
was the original Rockefeller company in the Rocky Mountains. Atlantic is the 
only outsider in the eight price leaders. 

I offer that. 

Mr. RoosEve.tt. The committee will accept that. 

(The map referred to appears in the appendix.) 

Mr. Snow. This pattern of price leadership is enforced by one company as 
the leader, acquiesced in by other companies, with another company out of the 
so-called acquiescing group acting as the hatchetman, to drive down or to destroy 
or to keep in line, whip into line the so-called independents. 

That explains why, for example, in Texas, Humble is the leader and Esso 
of New Jersey is the subsidiary. Gulf gets the abuse. They have the job of 
whipping them into line. 

Sun has that job in Ohio. 

In every State there is a price leader. In every State there is also one com- 
pany following the lead of the price leader, but engaging in price-discrimination 
practices, initiating them in order to destroy off brands who achieve too much 
gallonage. 

In that connection, I call your attention to the two succeeding paragraphs of 
the Government’s petition, Nos. 51 and 52, which describe the role of the hatchet 
company in supporting the overall policies of the price-leadership companies. 

This pattern of price leadership, then, gives the price leader and the others 
the job of enforcing the decisions with respect to retail prices which are made by 
the price leadership company. This is done, as the evidence has developed, 
through price discrimination, subsidies. The pattern of price-discrimination 
practices is to compel obedience by dealers to company dictated prices, and also 
to drop the prices and margins to move excess gasoline and to combat the grow- 
ing gallonage of an off brand. 
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Senator O’Manonry. The very last page in this volume, page 854, 
contains a map of the United States which purports to show how the 
people of the United States, so far A petroleum is concerned, are com- 
pelled to see their petroleum price leadership conducted in the follow- 
Ing manner : 

In the States of Washington, Oregon, California, Nevada, and New 
Mexico, the Standard of ‘California takes the lead and the others 
follow. 

In the States of Montana, Idaho, Wyoming, Utah, Colorado, and 
New Mexico, the Continental Oil Co. is the leader. 

The telegr am I just read to you from Morrison to Cathcart shows 
clearly that he was followi ing Carter and Continental. 

In the midcontinent field, “the two Dakotas, Nebraska, Kansas, Okla- 
homa, Missouri, Iowa, Minnesot: i, Wisconsin, Michigan, Illinois, and 
Indiana, the leader is Standard Oil of eer 

In the New England States and in New York, Socony Vacuum. 

In Pennsylvania, Atlantic. In Ohio, Standard of Ohio. 

Atlantic includes not only Pennsylvania but West Virginia, Mary- 
land, Virginia, and Delaware. Atlantic includes Delaware and Jersey. 

Standard Oil of New Jersey includes New Jersey, Maryland, West 
Virginia, Virginia, North Carolina, South Carolina, Tennessee, Ar- 
kansas, and Louisiana. 

Standard Oil of Kentucky handles Mississippi, Alabama, Georgia, 
and Florida. 

Do you have anything to say about that pattern? Is that or is it not 
the pattern ? 

Mr. Fotry. I haven’t seen that. I don’t know what basis they use 
to draw those conclusions. 

Senator O’Manonry. After these long hearings which seem to be 
altogether in harmony with the telegrams which I have laid before 
you-—— 

Mr. Fotry. As I say—— 

Senator O’Manonry. This is simply a question. 

Mr. Forry. As I haven't seen this, and I assure you I am going to 
read it to see if I can’t learn a little bit more about the conclusions that 
they have drawn—— 

Senator O’Manonry. I tell you what I will do, Mr. Foley. I will 
get an extra copy of that hearing for you. I will send it to you, to your 
office in New York. I will give you time to read it over and then I 
will ask you to give us a written answer. 

Mr. Forry. I would be delighted to do that. 

Senator O’Manonry. At your convenience, provided you get that in 
within 10 days. ae 

Mr. Forry. Less than 10 days. 

Senator O’Mauionry. Could you do that? That would be great 
cooperation. :; 

(The material referred to is on p. —.) 

Senator O’Manonry. Now, I want to put this telegram and the 
others in the record. 

(The matter referred to is as follows:) 

JANUARY 11, 1957. 
R. C. CATHCART: 

As authorized in wire of J. W. Green this date, we are meeting Esso Standard, 

and effective opening of business tomorrow morning, January 11, we are increas- 
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ing our posted prices Sky Chief and Fire Chief gasoline, kerosene, diesel, and 
tractor fuel 0.01 per gallon statewide Arkansas, Louisiana, and Tennessee, also 
our f. o. b. terminal prices Baton Rouge, Houma, Lake Charles, and Marrero, La. ; 
Chattanooga, Nashville, Knoxville, and Memphis, Tenn. Tle RCC-JI WG. 


. E. Cassivy. 

Senator O’Manoney. Did you want to make any saaitiati com- 
ments ? 

Mr. Foxrry. No, sir. We are making a note of the name of this 
book, and we will see that we get a copy as quickly—— 

Senator O’Manoner. We will see that you get a copy because there 
is such great demand now for copies of congressional hearings on oil 
that we run out pretty rapidly. 

Would you ie de A this report to us any letter that you may have 
written or any instructions that you may have given to your sales- 
people throughout the country with respect to their course of action in 
selling your ‘products ? 

Mr. Fotrry. I certainly will, and I have an idea you either already 
have those or they are in the process of duplication now, but we will 
doublecheck it, Senator. 

Senator O’Manonry. Thank you very much. 

I have in my hand here the table showing the original 15 oil com- 
panies which are affiliated with the Middle East Emergency Commit- 
tee. Among these I find the Texas Oil Co. It is No. 4 on the list. 
The list was in order of the value of the assets of the company. 

Standard, Socony Mobil, and Gulf are the only ones of the 15 that 
preceded Texas. Texas was not only No. 4 + the list, but it was also a 
vart owner of American Arabian Oil Co., No. 13 on the list, and it was 
a part owner of Cal-Tex Oil Products Co., which is also a member of 
the Committee. Texas had a 60-percent ownership with Standard Oil 
of California in Cal-Tex Oil Products Co. Texas had 30 percent in- 
terest with Socony Mobil, Standard Oil of California, and Standard 
of New Jersey in Aramco. And, of course, it was standing in its own 
name. 

So there you have 3 votes, or part of 3 votes, as members of the 
Middle East Emergency C ommittee. 

The figures on this table also show that Texas, exactly as you have 
said, is the only company that operates in all the States of the Union 
and the District of Columbia. It says you have 36,500 filling stations. 

Have you any reason to question the authenticity of this ‘report / ¢ 

Mr. Fotry. No, sir. I haven’t seen it, but I don’t have any ques- 
tions. 

Senator O’Manoney. These figures were obtained from a survey 
conducted by McGraw Hill, not by this committee. You do operate 
in all the States and the District of Columbia ? 

Mr. Forry. Indeed we do. Yes, sir. 

Senator O’Manonry. Do all of your distributors in all these filling 
stations in the United States get the same instructions to increase and 
lower prices identically ? 

Mr. Fotry. First let me say you included filling stations in there, 
Senator. 

Senator O’Manoney. Yes. 

Mr. Fotry. We don’t instruct the filling stations or service stations, 
as we like to call them, because we deliver service. We don’t instruct 
them at what price they are to sell their gasoline. We post a dealer 
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tank wagon price in our bulk plants and the gasoline is delivered 
to the independent dealer and he can mark it up as much or as little 
as he chooses. 

Senator O’Manoney. Then, the bulk dealer has the absolute right 
and the filling station has the absolute right to sell the products at any 
price that the operator decides ? 

Mr. Forry. Not our bulk plant or consignees but the service station 
dealer does. 

Senator O’Manoney. The bulk dealer is controlled by the company. 

Mr. Fotry. Our bulk plant or consignees sell at the price at which 
we post, the company posts. 

Senator O’Manonry. He has no authority to vary that price? 

Mr. Fotry. That is correct. 

Senator O’Manonry. Is the price identical to all bulk dealers? 

Mr. Fotry. Over the entire United States? 

Senator O’Manonry. Yes. 

Mr. Forry. No, sir. 

Senator O’Manoney. Does the price vary with this leadership pat- 
tern that I showed you? 

Mr. Forry. The price varies all over the country within—as I saw 
the map—the areas that the map showed for any particular market 
leader, as the report calls them, the price varies tremendously within 
any one of those areas. 

Senator O’Manoney. Does it vary on the independent judgment 
of Texas Co. or does it vary according to a pattern of following the 
price up to meet the rising competition? In other words, to eliminate 
competition. 

Mr. Fotey. It follows on the pattern dictated by the Texas Co. 
only for our own products which we post, and the others have nothing 
to say with our product posting and we have nothing to say with their 
product posting. 

Senator O’Manonry. But if you raise the price to the tank wagon 
dealer in the Rocky Mountain region—I am trying to bring it home 
to Wyoming—if you raise the price to the bulk dealer because some 
other company has raised the price, has he no independence, no op- 
portunity to sell below that and meet the competition of some other 
company that is selling at a higher price? 

Mr. Forry. Our dealers sell at our posted price, posted tank wagon 
price. Excuse me. Let me correct that by all means. You are mixing 
dealers and consignees. Our consignees sell at the posted tank wagon 

rice. 
. Senator O’Manoney. But that posted tank wagon price 

Mr. Fotey. We post that. 

Senator O’Manoney. Is one that you move upward with com- 
petition ¢ 

Mr. Forry. Not in every case. If we don’t feel it is justified, we 
don’t move it up, and if we feel it is justified, we do. 

Senator O’Manoney. Can you give us some examples in this report 
that you will provide us? 

Mr. Forey. I will, indeed. 

Senator O’Manoney. Where you have met competition by reducing 
the price of petroleum products—— 

Mr. Fotry. It has happened in the last 10 days or 20 days. 

Senator O’Manoney. Let us have that. 
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Mr. Forry. I will be glad to. 

Senator O’Manonry. The best way to get the public understand- 
ing of distribution of petroleum products is to lay all the facts on 
the table. 

Mr. Fotry. Senator, we are delighted to have the opportunity to 
do just that right here today because we feel that there isn’t a proper 
public understanding, and it is our fault for not doing a better job 
of letting the public know some of these things which we don’t 
hesitate to tell you. If the public knew it better, they would under- 
stand our problem much better. 

Senator O’Manoney. I hope you will give this committee due credit 
for attempting to give the public a better knowledge of your operation. 

Mr. Forty. I was attempting to do just that. 

Senator Carroti. Mr. Chairman, I wonder if I could put a question 
at this point ? 

Senator O’Manoney. Yes, indeed. 

Senator Carroti. As I understand your statement on page 2, you 
buy more than 30 percent of the crude oil you can find. That means 
that you are in production, of course, in this country, too / 

Mr. Forry. Yes, sir. 

Senator CarroLt. How much of the production do you have that 
you use ¢ 

Mr. Fotry. Our current gross production is approximately 450,000 
barrels a day. 

Senator Carrot, In percentage what does that mean, with refer- 
ence tothis 30? Isthat 70 percent? 

Mr. Forry. It is 70 percent of our refinery run. 

Senator CarrotL. Do you produce that in this country ? 

Mr. Forry. Yes, sir. 

Senator Carroti. The Texas Co. has extensive holdings in the 
Middle East ? 

Mr. Fotry. We do, sir. 

Senator Carrotu. Do you import oil? 

Mr. Fotny. We certainly do. 

Senator Carroiu. That is what I was asking about your production. 
I was thinking in terms of domestic production. Do you have do- 
mestic production, too? 

Mr. Fotry. We have domestic production and of the domestic pro- 
duction that we produce and refine and the domestic oil that we buy 
from other producers, the ratio is 70 percent, our own production, 
including imports, and 30 percent we buy from others. 

Senator Carro.u. Of course, because of your wide refining, trans- 
porting, marketing, and other operations, I think you have testified 
you have the most extensive operation in all 48 States. It would be 
necessary to build up inventories, wouldn’t it, in the various areas? 

Mr. Forxy. We maintain an inventory at all times in the various 
areas in order to carry on operations. 

Senator Carroti. And is that inventory—of course, in the various 
areas where you have service—I won’t use the word “dealers,” but 
we will call them “distributors.” 

Mr. Fotry. That inventory is a portion—a portion of it is in the 
distributors’ bulk plants. 

Senator Carroti. Of course, you have 11 refineries working all the 
time ? 
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Mr. Forry. That is correct. 

Senator Carrott. What was the size of your inventory in this 
country on January 3? 

Mr. Fotey. On January 3—you want crude oil ? 

Senator Carroit. Crude oil. 

Mr. Forry. I can give it to you, I believe, on the Ist. Normally 
we carry it the 1st of any particular month. 

Senator Carro.u. All right. 

Mr. Fotrey. On December 31, 1956 our crude-oil stocks were 22,- 
800,000 barrels. 

Senator Carrot. 22,800,000 barrels of crude oil? 

Mr. Forry. Yes, sir. 

Senator Carrot. What was your inventory of gasoline? 

Mr. Fotey. 17 million—this is finished gasoline—17,592,000 barrels. 

Senator Carrotu. 17,592,000 barrels. So, therefore, your inventory 
was distributed through the various areas of the country where you 
operate. What was your inventory on kerosene or other distillates? 

Mr. Fotry. 1,680,000 barrels. 

Senator Carroti. What about other byproducts? 

Mr. Forry. Distillate fuel, 6,501,000 barrels. Residual fuel, 3,- 
974,000 barrels. 

Senator Carrot. What was your inventory on January 7, approxi- 
mately the same? 

Mr. Fotry. I would judge approximately the same. 

Senator Carroti. You have your tank wagons make their normal 
distribution into the hands of your dealers and, as I understand your 
testimony, you gave instructions to your various distributors, posted 
a price similar to the price of Humble Oil Co. and made it retroactive 
until January 3. Isn’t that what you testified to? 

Mr. Fotry. On crude, that is correct. 

Senator Carroti. On crude. What instructions did you give on 
gasoline? 

Mr. Fortry. As we found gasoline prices changing, we attempted 
to meet the competition, as I have attempted to state heretofore. 

Senator Carrot. Be a little more specific. What did you do with 
gasoline prices, and when ? 

Mr. Fotry. We raised the price of gasoline immediately where com- 
petition raised it. 

Senator Carroty. Immediately, meaning what date? 

Mr. Fortry. Well, anywhere from a week to 10 days, depending upon 
the changes in the various areas. It took quite a number of days for 
it to change over the entire country. 

Senator Carrot. That is after January 3? 

Mr. Forry. Oh, yes, sir. 

Senator Carrotn. That is what I have reference to. 

Senator O’Manonery. That is the famous upside down competition 
we have been hearing about. 

Senator Carrott. You say you have no control over the price 
charged by the filling station or service station ? 

Mr. Fotry. No, sir. 

Senator CarroLu. You know, as a matter of fact, Mr. Foley, if you 
go in a city of any substantial size, or even a modernately sized city 
like Denver, the price of Texaco gasoline in all the filling stations is 
identical, and under normal conditions it is identical with Sonoco. 
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It is identical with Phillips except when there is a price war on, except 
where some independent moves into the market with 2 or 3 inde- 
pendent stations and wages a price war, and then there is a fight 
for a week or two and then they all come back to the same price. Isn’t 
that pretty nearly normal procedure? 

Mr. Fotey. No, that is not normal procedure, Senator. I can put 
you in my car and drive around the district and the adjoining 
counties and I can find you Texaco gasoline at differing prices. I 
haven’t tried it, but I will gamble a little on that. 

Senator Carrouu. I am not talking about adjoining counties. I am 
talking about a particular city. Would you say that would be true 
in a city the size of Denver, that there are different rates by Texaco 
dealers ? 

Mr. Forry. Indeed there will be. 

Senator Carroiy. Let’s go back for just a moment because it is 
getting late and I don’t want to argue this point with you. 

If you had oil on hand, as you have indicated you have, and gas- 
oline on hand when you posted your price, it was not crude that you 
purchased or gasoline that you had refined, because it was inventory. 
When you raised that price and made it retroactive, you had a wind- 
fall of how many millions of dollars? If that is on the basis of 22 
million barrels ohéraie oil, on the basis of 30 cents a barrel, and you get 
42 gallons of gasoline out of a barrel, just take the crude oil all by itself, 
at 30 cents a barrel, that in itself was a quick profit of over $6 million. 

Mr. Fotey. That wasn’t a quick profit, Senator. Each barrel that 
we took out of our inventory, we had to replace with a barrel at the 
higher price. 

Senator Carroty. But the oil that you had, you produced it, not at 
the figures of the market price that you were posting. 

Mr. Fotry. The only way we can stay in business is to continue to 
replace our inventories, at least to recover the replacement cost into 
our inventories—— 

Senator Carrotu. You produce 70 percent by your own testimony ? 

Mr. Fotry. That is correct. 

Senator Carroty. Even though this 30 percent that you have to 
go out in the market and buy had been purchased 

Mr. Fortry. That is correct. 

Senator Carroiu. So actually you were sitting on an inventory, and 
suddenly, because Humble Oil took snuff and you all sneezed down 
the line, this became a windfall. 

Mr. Forry. I would like to remind you that this 70 percent has been 
affected by these increases in steel prices, labor prices, and other items 
which raised the price and made the change well justified, even before 
it came about. 

Senator Carrotu. I know. But as Senator O’Mahoney and Senator 
Kefauver said, you didn’t take the action based upon that because you 
didn’t take it before January 3. You were waiting, as you said, for 
somebody to take the step, and good old Humble took the step and 
you all fell right in line like a group of good soldiers. Yet you talk 
about the costs. 

I refer you back now to your own record which has been read to 
you, your own profit structure. In 1955, $262 million net profit. 

Mr. Fotry. That is the record. 
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Senator Carrouu. Tell us how much did you get out of the depletion 
allowance in that period ¢ 

Mr. Forry. I can read you from our statement the amount for 
depreciation, amortization, depletion, and chargeoffs; that was $171.7 
million, I believe. 

Senator Carrot. Could you tell me how much of that is depletion 
allowance ? 

Mr. Fotry. No, sir, I can’t. $171.7 million for those depreciations, 
amortization 

Senator O’Manonry. Senator, I want to go on to another subject 
before we conclude. 

Senator Kerauver. I was interested in that depletion allowance. 

Senator O’Manonry. You might be interested in this, Senator 
[indicating]. 

Senator Krerauver. There has been increasing criticism of the de- 
pletion allowance. When you run a dry well, don’t you charge that 
to your operating expense ? 

Mr. Fotry. We charge that to expense. 

Senator Kerauver. What did you do with this depletion allowance 
of 271% pecrent ? 

Mr. Fotry. The depletion allowance, in the case of the dry hole, 
helps you none at all, because unless you can make a profit out of that 
well, you can’t apply the depletion factor. You have to sell some 
crude from a well before you can apply depletion. 

Senator Kerauver. You just charge that off as an operating 
expense ¢ 

Mr. Fotry. That is right; dry hole. 

Senator Kerauver. What happens to this 2714 percent? 

Mr. Fotxy. The 2714 percent statutory depletion is given to en- 
courage the oil companies, of which there are many, to go out and take 
the risks to find additional crude to keep this country supplied in 
crude for the future. 

Senator Kerauver. How does it work? What do you do with it? 
You make $250 million out of your gross income; do you take off 2714 
percent ? 

Mr. Fotey. You don’t take off 2714 percent from the gross income 
of the company by any means. 

Senator Krrauver. You take 2714 percent from what you get out 
of your production ? 

Mr. Forry. We have to take our depreciation. We have to take our 
amortization. This is on the overall company books, and we take 
depletion. 

Senator O’Manoney. Depletion is a deduction from your income; 
isn’t it? 

Mr. Fotry. Just the same as amortization and depreciation is before 
paying income tax. 

Senator Kerauver. All right. 

Senator O’Manoney. I wanted to pursue a little different line here 
for a moment, Mr. Foley. The Texas Co. is an integrated company ; 
is it not? 

Mr. Fotry. Yes, sir. 

Senator O’Manonry. How many subsidiaries does it have? 

Mr. Fotry. Well, it changes from time to time. I would judge we 
must have about 40 directly owned subsidiaries and affiliates at the 
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present time. That figure would be subject to correction, if you prefer 
a precise figure. 

Senator O’Manoney. The company itself holds a charter from the 
State of Texas? 

Mr. Fotry. Delaware. 

Senator O’Manonry. Delaware. 

Mr. Forry. Yes, sir. 

Senator O’Manoney. The Texas Co. is incorporated under the laws 
of the State of Delaware? 

Mr. Forry. That is correct. 

Senator O’Manoney. In how many States of the United States are 
your subsidiaries incorporated ? 

Mr. Fotry. Well, I would have to check that up. We operate and 
have charters to operate and are registered to operate in all 48 States. 
As I mentioned, we do business in the 48. 

Senator O’Manonpy. There is a difference between registration and 
chartering. I am talking about chartering. 

Mr. Fotxy. I would have to check the number of subsidiaries we 
have, the States in which they are incorporated, and furnish that to 
you. I wouldn’t attempt to recite in the order of 90 companies and 
attempt to be correct. 

Senator O’Manoney. In what businesses do these various corpora- 
tions engage ? 

Mr. Fotey. Generally in the petroleum production. 

Senator O’Manonry. How many different corporations do you 
have subsidiary to the parent company, which are engaged in the 
production of crude oil ? 

Mr. Fotey. Well, that again I would have to look at the record. I 
would not want to guess here, but I would be glad to furnish it. 

Senator O’MAnoney. Would you be good enough to furnish a list 
of all your subsidiaries, naming the States in which they were char- 
tered, and naming the particular part of the business in which they 
are engaged ? 

Mr. Fouey. Yes, sir; I will be glad to do that. 

Senator O’Manonry. Also give us the names of the number of 
States in which you are registered to do business as the Texas Co. 
or as a subsidiary. 

Mr. Fotry. Yes, sir. We will certainly work that up. 

(The material referred to is in the appendix. ) 

Senator O’Manonry. Mr. Lilley has been sitting there beside you 
with a smile on his face and enjoying the session. I want to ask him 
a few questions about 

Mr. Litter. I had a brief statement I will be glad to handle in any 
way you like. 

Senator O’Manonery. There are just a few questions that I want to 
ask you. 

Mr. Littey. Surely. 

Senator O’Manoney. Because, Mr. Lilley, one of the important 
factors before this committee is the effect upon the operation of 
American companies in affiliation with other companies and foreign 
countries upon the foreign policy which the Government of the 
United States is now about to adopt. 

What are your operations in the Middle East? I have here a report 
entitled, “The International Petroleum Cartel,” a staff report to the 
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Federal Trade Commission submitted to the Subcommittee on Monop- 
oly of the Select Committee on Small Business of the United States 
Senate on August 22, 1952. There is a chart here opposite page 30 
under the heading «Joint Ownerships by International Oil Compa- 
nies of Subsidiary and Affiliated Companies in the Middle East.” 
This is chart No. 13. The Texas Oil Co. is represented on this chart 
as having a 50-percent interest with the Standard Oil Company of 
California in the Bahrein Petroleum Co., Ltd. 

Mr. Litter. That is correct. 

Senator O’Manonry. It has a 50-percent interest with the Stand- 
ard Oil Company of California in California-Texas Corp.; is that 
correct ? 

Mr. Latter. That is right, but that is not a Middle Eastern com- 
pany per se. It is a marketing and refining company throughout the 
Eastern Hemisphere. They have no specific 

Senator O’Manoney. It is a marketing and refining company ? 

Mr. Littey. Throughout the Eastern Hemisphere. They are affil- 
iated with Bahrein Petroleum. 

Senator O’Manoney. Where does Bahrein operate ? 

Mr. Litiey. In the Bahrein Islands in the Persian Gulf as a pro- 
duction and refining company. 

Senator O’Manonry. This is a joint operation between yourselves 
and the Standard Oil of California ? 

Mr. Litter. That is right, sir. 

Senator O’Manoney. 50 percent each ? 

Mr. Litter. Right. 

Senator O’Manoney. Then the Texas Exploration Co., Ltd. You 
are represented as having 100 percent interest in that; is that correct ? 

Mr. Littry. Yes. That is a little out of my area. That is not in 
the Middle East, I may add. 

Senator O'M. \HONEY. It is listed here as joint ownership by inter- 
national companies of subsidiary and affiliated companies in the Mid- 
dle East. 

Mr. Liter. Yes. That is a Canadian operation. It is not the 
Middle East. 

Senator O’Manoney. Where was it incorporated ? 

Mr. Fotry. What is the name of the company ? 

Senator O’Manonry. Texas Exploration. 

Mr. Fotry. It is a Delaware corporation. 

Senator O’Manoney. The Limited misled me. I thought it might 
be a British corporation. 

This company is represented as having a 50-percent interest with 
the California Standard Exploration Co., which in turn is owned 
50 percent by the Standard Oil of California, in the South Mediter- 
ranean Oilfields, Ltd. 

Mr. Latiey. I am sorry I can’t identify that one. I will be glad 
to look it up for the record and let you have it. 

Senator O’Manonry. Will you do that please ? 

Mr. Litury. Yes, sir. 

Senator O’Manonery. We would greatly appreciate it. 

(The material referred to is on p. 833.) 

Now, then, are you interested in any pipelines ? 

Mr. Linrry. Yes. The Trans-Arabian Pipe Line Co. 
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Senator O’Mauonery. You have a 30-percent interest in that / 

Mr. Litter. That is correct. 

Senator O’Manoney. Is that pipeline operating ? 

Mr. Liattxy. Being an American-owned pipeline, we are rather 
fortunate it is still operating. 

Senator O’Manonry. Where does that run ? 

Mr. Latiry. It operates from Saudi Arabia down through the Medi- 
terranean, down to the town of Sidon in Lebanon. It crosses through 
Jordan, Syria, and Lebanon after leaving Arabia. 

Senator O’Manoney. It had no trouble in Jordan. Does it go 
through Syria / 

Mr. Litury. Yes, sir. We have had no difficulty in any of those 
places. 

Senator O’Manoney. But in Syria another pipeline did have 
trouble? 

Mr. Littey. Yes, sir. 

Senator O’Manonry. It wasa British-owned pipeline ? 

Mr. Littey. The company you refer to is a jointly owned company, 
British, French, and American interests in this company. 

Senator O’Manonry. Is the Texas Co. one of the American interests 
in that company ? 

Mr. Latter. No, sir: it is not. 

Senator O’Manonry. How do you explain that your company is 
allowed to operate whereas the British company is not allowed to 
operate ? 

Mr. Litter. Well, I think that the American people as a whole 
in the Middle East are probably considered to be more friendly to 
the Middle East and the motives and the aspirations of the Arab 
world generally. Whether that would be so—that is my own im- 
pression. 

Senator O’Manonry. The next map, chart 14, is entitled “Joint 
Ownership by International Oil Companies of Subsidiary and Affili- 
ated Companies in Europe.” The Texas Co. is in this list; is that 
correct? 

Mr. Littry. The company—I am sorry. Would you identify the 
company again, Senator ? 

Senator O’Manonry. TexasCo. The Texas Co. 

Mr. Lititey. Operating in Europe ? 

Senator O’Manoney. In Europe. 

Mr. Litiey. And the date of that report was—— 

Senator O’Manonry. August 1952. 

Mr. Lititey. No. We operate only through affiliated companies in 
Europe. There is very little direct operation that I can identify. 

Senator O’Manonry. The table here shows Texas Co. with a 50- 
percent interest shared by Standard Oil of California in the Cali- 
fornia-Texas Corp. 

Mr. Latitey. Thatisright. That is the joint interest which we men- 
tioned earlier in connection with Bahrein Petroleum. 

Senator O’Manoney. That is the same one. 

Mr. Littey. That is the same corporation. 

Senator O’Manoney. The California-Texas Corp. jointly owned by 
these 2 companies is here represented as having an 85.21-percent in- 
terest in the Société des Raffineries de Petrole de le Gironde. 
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Mr. Latiry. Correct, sir. That is now known as Cal-Texas, SAF, 
which will make it a little easier. 

Senator O’Manonry. Without taking the time to go through all of 
these, I find Texas again on chart 15 with some newly named com- 
panies, the Sociedad Anonima Petrolera Las Mercedes. 

Do you know of that company ¢ Mes 

Mr. Littey. That is a South American operation which again is 
out of my area. : 

Mr. Fotry. That is a producing company in Venezuela in which 
we own 50 percent interest and the Caracas Petroleum Co. owns the 
other 50 percent, and the purpose of their business is to drill for and 
produce oil. 

Senator O’Manoney. Is that chartered in the United States or in a 
foreign country ? 

Mr. Fotry. I will have to look that up. I must apologize for not 
knowing. Ishould know that one. 

Senator O’Manonry. Your operations are so worldwide in extent 
that I don’t wonder. 

Senator Carroti. Mr. Chairman, I wonder if it wouldn’t be a good 
idea to have a list of all the subsidiaries. 

Senator O’Manonry. Yes. I have asked for that and Mr. Foley 
has agreed to produce it, but I am going to ask him now to divide the 
foreign operations and the domestic operations so that it will be per- 
fectly clear where you operate. 

You are engaged in all of the different operations of an inte- 
grated petroleum company ? 

Mr. Fotey. Yes, sir. 

Senator O’Manoney. Transportation ? 

Mr. Fotry. That is correct. 

Senator O’Manoney. Tankers? 

Mr. Fotry. Yes, sir. 

Senator O’Manoney. Did you increase the tanker rate? 

Mr. Founy. Well, again, on a net basis we charter in more ships 
than we charter out. We had to charter in some more tankers 
Saturday on a rather high rate in order to continue to take care of 
our business. 


Senator O’Manoney. I am talking about those tankers which 
you own. 

Mr. Fotry. Our tankers which are owned are chartered at the 
regular rate. The AFRA rate. The average freight rate award. 

Senator O’Manoney. In other words, the pattern there and the 
charter rate is competition upward ? 

Mr. Fotry. That is correct, but that is within the company, Sen- 
ator. Our ships transport oil for a department from one point 
it to another point within the company. It is 100 percent owned. 

Senator O’Manoney. You must understand, Mr. Foley, I am not 
surprised as a result of this testimony that one of the documents 
which we got from Esso the other day showed a report about com- 
plaints from the Dutch Parliament against the Dutch Shell Oil Co. 
for increasing the prices of petroleum products to the inhabitants of 
Holland, one of the countries which this Government is trying to 
aid by this substitute flow of oil. 
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If you will be good enough to furnish those additional facts for 
me, I shall not hold you here long. 

Mr. Lititxy. May I file the statement with you for the record ? 

Senator O’Manonry. You may read it, if you wish. 

Mr. Laey. I will be perfectly glad to file it with you. I have 
no particular desire to read it unless you particularly want me to do 
so. It will save your time. 

Senator O’Manoney. Has it been covered ? 

Mr. Litey. This is particularly our operation in the present 
emergency. I don’t think it has fully been covered; no, sir. I will 
be delighted to let it go with the filing if that will suit you. 

Senator O’Manonry. Thank you very much. We will file this 
statement and it will be printed in the record as though delivered. 

(The matter referred to is as follows :) 


Mr. Littey. My name is A. N. Lilley. I am a vice president and director 
of the Texas Co. and in charge of its Eastern Hemisphere operations. I am 
also the company’s member representative on the Middle East Emergency 
Committee. 

As is well known, the closing of the Suez Canal in late October 1956 and 
the subsequent disruption of Iraq Petroleum Co.’s pipeline movements to the 
eastern Mediterranean caused an immediate and severe shortage of crude oil 
and petroleum products in Europe. 

Shortly thereafter the United States Government activated the Middle East 
Emergency Committee with the sole purpose and authority of recommending to 
the Government the various methods and procedures which could be utilized 
to voluntarily increase shipments of crude oil and products to Europe and 
carrying out actions requested by the Government. 

The Texas Co., by effecting a number of adjustments in its normal operations, 
has made available substantial additional amounts of both crude oil and petrol- 
eum products to meet Europe's needs. These include: 

1. Diverting Middle East crude-oil shipments normally bound for United States 
ports to Europe, in order to keep transportation to a minimum. 

2. Shipping to Europe added amounts of domestic crude oil taken from our 
own stocks, purchased from outside sources, and obtained by reducing crude runs 
to our own refineries. 

3. Making available added amounts of petroleum products from Western 
Hemisphere sources to European markets from current production and inventory 
withdrawals a tour coastal refineries, barge and tank-car movements from our 
interior refineries to loading ports, and purchases from other United States 
suppliers. 

As a result of these actions, from November 1, 1956, through January 31, 

1957, the Texas Co. and its affiliates supplied Europe with 12,200,000 barrels of 
crude oil and products. 

We anticipate that shipments for February and March will amount to another 
6,300,000 barrels, or total shipments for the period from November 1, 1956, 
through March 1957, of 18,500,000 barrels. 

Only 6,400,000 barrels of this total represents our normal contractual commit- 
ments and our normal movements to Europe. Thus, we will have supplied crude 
and products to Europe at the time of its greatest need in a quantity equal to : 
nearly three times our normal volume. 

Recognizing that the European demand for middle distillates and fuel oil was 
more important than the demand for gasoline, our products-supply program? has 
been arranged to provide only that amount of gasoline which was specifically 
requested by our affiliates for their European customers. 

We have also rerouted tanker movements in order to eliminate crosshauls and : 
to effect the shortest possible tanker runs and thus increase the utilization of 
tanker-carrying capacity. For example, through exchanges we were able to 
eliminate certain movements from the eastern Mediterranean to the United 
States east coast and instead make possible equivalent movements of crude oil 
from Western Hemisphere sources to the United States east coast. We have also 
been able, with Government permission, to load coastwise tankers deeper in the 
water, and we have extended the time between drydocking for repairs and mainte- 
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nance. During the first quarter of 1957, all of these actions by the Texas Co. 
will mean a saving equivalent to 14 T-2 tankers. 

It should be pointed out, while most of this overall supply and tanker program 
was carried out in cooperation with the Middle East Emergency Committee, 
the Texas Co. even before this time was acting upon its own to help relieve 
Europe’s oil shortage. 

Furthermore, Caltex, our affiliated company, despite being cut off from normal 
access to most of its Middle East oil supplies, was able to ship even more oil to 
Europe in the 3 months, November to January, than in the previous 3 months. 


The Texas Co.’s assistance played an important part in this remarkable accom- 
plishment. 


Though the Texas Co. is not normally a major supplier to Europe from 
Western Hemisphere sources, it has managed to do an exceptional job in 
taking care of its affiliated companies during this period. To illustrate, another 
one of our affiliates, the Trinidad Oil Co., in this period of 3 months, from No- 
vember to January, increased its shipments to the United Kingdom by more 
than 50 percent above the level of shipments prior to the Middle Hast crisis. 

I greatly appreciate the invitation to appear before this committee, and want 
to assure you the Texas Co. is most anxious to cooperate in getting the facts 
about MEEC and its operations on the records. A number of our executives have 
devoted much time and effort to meeting the objectives of the Government, 
and we are proud of the job that has been accomplished. 

Senator Carrot. Do you have joint stockownership with other 
major integrated domestic companies? For example, do you have joint 
stockow nership with Standard of New Jersey, foreign or domestic? 

Mr. Fotry. Foreign companies, for example, the American-Arabian 
Oil Co., the Texas Co. owns 30 percent of the stock. The Standard 
Oil of New Jersey owns 30 percent of the stock in that company, but no 
domestic companies. 

Senator Carroiu. I wonder if I might put 1 or 2 questions here. 

: ones 
You heard my question today when I asked Humble Oil Co. how much 
they were worth. How much is Texas worth? All of it, subsidiaries, 
all of your holdings of every type and description? What is your 
net worth ¢ 

Mr. Fotry. According to our most recent published balance sheet, 
we had assets of $ $2,1 14,575,797, and against that we owed on current 
liabilities $191,314,730. We had a long- term debt of $208,968,985. 

Senator Carroti. What is your net worth? 

Mr. Fotry. The stockholders’ equity is $1,676,688,260. 

Senator Carrott. What was your dividend payment in 1956? 

Mr. Fotry. Our dividend payment 

Senator Carroti. Dividend income. 

Mr. Fotry. $116,624,624. 

Senator Carroti. Read that again, please. 

Mr. Foxy. $116,624,624. 

Senator Carrott. Was there other income? 

Mr. Fortry. This is the dividends paid to the stockholders. 

Senator Carrott. What was the plowed-back-in capital invest- 
ment, percentagewise ¢ 

Mr. Forry. Well, we earned the figure you cited, $262 million. 
We paid out $116 million. We plowed back the difference in the earn- 
ings, plus all of our depreciation and other items. 

Senator Carron. Does this figure that you have given me—$1,676 
million—reflect the ownership, the value, the worth of your stock in 
holdings in all these 90 subsidiaries of which you spoke? 

Mr. Foury. No, sir. When you say stock,” I don’t want to get 
that confused with the stock market, the price they are willing to pay 
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for our stock on the market. It reflects the total stockholder equity 
in all the companies that we own. 

Senator Carrot. I think that is all, Mr. Chairman. 

Senator O’Manoney. Mr. Neville, you did have another question 
that you wanted to ask about that pipeline? 

Mr. Nevitte. That is right. 

I wanted to know if you can tell us, Mr. Foley, what the present 
situation is with regard to crude oil supplies or product supplies on 
the west coast. 

Mr. Forry. There are not sufficient crude supplies on the west coast 
to meet the demand. Crude is coming in, in addition to the crude 
produced in California, in order to supply the west coast. Crude is 
coming in from Canada through a pipeline from Alberta, Canada, 
through Vancouver, and then it is coming in through tanker move- 
ment from overseas. 

Mr. Nevitxe. Is this known as a chronic condition ? 

Mr. Forry. It has been for some time. California has not been 
able to step up their production from their domestic wells in order 
to keep up with the demand for petroleum products west of the 
Rockies. 

Mr. Nevitie. Has your company made any attempts to tap huge 
shut-in reserves in the west Texas and New Mexico area for west 
coast consumption ? 

Mr. Foury. No, sir; we have not. 

Mr. Neviiie. Do you have any plans along those lines 4 

Mr. Fotry. We do not have. 

Mr. Nevitie. Do you consider the oil shortage on the west coast 
to be a matter of real urgency or is it just a day-to-day problem that 
is being handled as the tankers are available / 

Mr. Forry. It is being handled so that all the consumers have all 
the product they need. There is no one running short of product, 
nor do I know of any time recently when there has been any shortage 
of product. 

Mr. Nevitiz. What is the price differential between oil on the west 
coast and east coast? Is it quite a bit higher out there ? 

Mr. Fotry. It depends entirely upon the gravity of the crude, the 
location of the crude, as to where it is in the midcontinent, how far it 
is from the market. It varies all over in the oilfields, from one field 
to the next, all over the country, as well as within California itself. 

Mr. Nevitix. Refined products, such as gasoline, are somewhat 
higher on the west coast market than they are in the East, are they 
not ? 

Mr. Forry. I could give you some representative gasoline prices. 
On the price of gasoline, and you are asking on the west coast, in 
general ? 

Mr. Nevitte. Just a representative figure. 

Mr. Fotry. The price of gasoline in—this is a number of representa- 
tive cities—the average dealer tank wagon price, 18.66 cents in Ari- 
zona, California, Nevada, Oregon, and Washington. That would 
cover the west coast in general. That compares with Colorado, Wyo- 
ming, Utah, Idaho, Montana, New Mexico, and Oklahoma, of 18.03 
cents. ° 
Mr. Nevitie. Who are the major companies with which you compete 
on the west coast, generally ? 
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Mr. FoLey. We compete with all of them. 

Mr. Nevitix. I mean, the major companies out there. 

Mr. Fo rey. Standard Oil of California, Union Oil Co., Richfield 
Oil Co., Tidewater, Shell, General Petroleum, and there ‘are many, 
many other companies that I could not name now, and quite a number 
of smaller companies who work only in California. 

Mr. Nevitie. A problem is the transportation bottleneck in the pres- 
ent shortage ? 

Mr. Fo.ry. Indeed not. There is no shortage, but they cannot find 
enough crude in California to meet the demand. They have drilled 
and dr illed, and they can’t keep up with the demand. In fact, produc- 
tion is sl ightly declining while the demand is going up rapidly. 

Mr. Nevitte. It is a matter of getting the oil you have in other parts 
of the country to that particular area ? 

Mr. Forry. It is a matter of getting the oil to wherever we can get 
it the best for the consumer. 

Senator Carrotu. Mr. Chairman, just 1 or 2 more questions, unless 
Mr. Neville desires to pursue this. 

Senator O’Manoney. I wonder if we would allow Mr. McHugh to 
ask some questions, for which it was planned. 

Mr. McHueu. Don’t let me interrupt. 

Senator Carroiu. I have only one question, Mr. Chairman, that I 
want to put, and that is this: In 1955, as I understand from the 
record submitted by the Chairman of the Federal Trade Commission, 
it shows that your profit rate on investment was 16.5. That is the 
net. 1954, 15.5. 

Do you accept those figures? 

Mr. Fotry. I would like to give you my own figures, if I may. 

Net earnings, as a percent return on capital, in 1950 you had 55—— 

Senator Carrot. Let’s talk about 1955. 

Mr. Fotry. Yes, sir. 

12.4 per cent of our total earnings, all earnings combined, were 
12.4 percent return on the capital for the total assets at the year end. 

Senator Carrot. What we are talking about is the profit rate on 
your investment, net worth. 

Mr. Fotry. Well, we had quite a lot of money borrowed, in addi- 
tion to our net worth, sir. I would like for you not to forget that we 
owed and had invested a rather large sum of money which we 
borrowed, and we expect to make a return on that money, as well. 

So, when you only take it on stockholders’ equity, you don’t take into 
consideration—— 

Senator Carroiu, Is this your own system of computing? I am 
talking about a standard normally applied by the normal accounting 
system on net worth. 

Would you say that the FTC is right in their analysis of your 
profit rate ? 

Mr. Foury. I haven’t questioned those figures at all, sir. I merely 
wanted to enter into the record the figures which I am prepared to 
substantiate. How those figures were arrived at, I am not sure. 

Senator Carrot. Let’s take your own figures. How much is 
enough? When do we stop? We are now in a period of inflation. 
You have heard the testimony today. If you had been on this com- 
mittee, you would have heard it for a week or 10 days, how these 
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price increases are sweeping across the Nation and affecting people. 

How far do you need to go? A giant corporation with 90 subsidi- 
aries, tremendous investments, of course, and tremendous economic 
influence, marketing, producing, refining, distributing in 48 States. 
What is enough in profits ? 

Mr. Forxy. You certainly have to make enough to attract new cap- 
ital in this rapidly expanding economy of ours; and when we fail to 
attract sufficient capital, then we don’t provide the facilities that our 
public 

Senator Carrot. Are you having difficulty getting capital with 
these returns and dividends? Are you having trouble? 

Mr. Fotry. I am talking about the industry. 

Senator Carrot. I am talking about Texas Co. 

Mr. Fotry. I am talking about what—— 

Senator Carrotu. I want to talk about Texas Co. 

Mr. Fotxy. Well, enough is however efficient we can be and make 
what we make and still compete with the next person. 

Senator Carroti. And how much the traffic will bear ? 

Mr. Fotry. No, sir. 

Senator Carrotu. That is all. 

Senator O’Manonry. Are you going to stand on that answer, Mr. 
Foley ? 

Mr. Fotry. Well, if our earnings 

Senator O’Manoney. In the face of the record of your raising 
prices, instead of lowering them, to meet competition. Texas Co. 
wasn’t going broke when you raised the price on crude products, 
was it? 

Mr. Fotry. Sir 

Senator O’Manonry. If somebody isn’t going to put a stop to infla- 
tion, we are going to have acrackdown. If Secretary of the Treasury 
Humphrey is to be believed—does Texas Co. want its hair curled, as 
Mr. Humphrey predicted ? 

Mr. Foury. Indeed we do not. I assure you of that. We are just 
as concerned about inflation as anyone could possibly be. 

Senator O’Manoney. Nothing that the administration has done as 
yet through the Federal Reserve Board, through the Treasury Depart- 
ment, through suggestions to Congress, nothing that Congress has 
done, has put a stop to this climbing price of all commodities. If we 
don’t do it, how are we going to win the cold war? 

Will you think that over when you prepare your statement for me? 

Mr. Fotry. I surely will, indeed, and I have given it a lot of 
thought in the past, and we shall continue. 

Senator O’Manoney. I know youhave. Weare ina battle between 
communism and capitalism. The Communists tell us that capitalism 
is so greedy that it will break itself. The situation in this country 
today is this: That we have the highest budget that was ever filed 
by the Government of the United States when our military forces were 
not engaged in war. Weare paying a higher interest upon the money 
that the Government borrows to finance its tremendous debt. The 
Budget Bureau this year estimates it will take $71, billion to pay the 
interest on the national debt. That budget was drawn up and that 
estimate of the interest was made before recent increases occurred in 
interest on the national debt and on the outstanding bonds. Some- 
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body has got to stop somewhere. You efficient managers of giant cor- 

orations that operate all across the world, if you don’t know how to 
as it, who is the capitalistic leader that will come before us and tell 
us how to do it ? 

Mr. Fotry. We are working on it all the time. 

Senator O’Manoney. You write me a letter about it, will you 
please, and maybe Foley and O’Mahoney will come up with some- 
thing. 

Mr. Fotry. I would hope so, Senator. 

Mr. McHveu. Mr. Lilley, on page 3 in your statement you refer to 
certain arrangements, presumably pursuant to the plan of action 
which involved exchanges, enabling you to make diversion of tankers 
to Western Europe. I wonder if you would explain for the com- 
mittee the details of any one of these transactions, and tell us pre- 
cisely who was involved, what oil was shipped where, and how those 
arrangements were worked out. 

Mr. Liter. Just a minute. I think we can get you the detail. 
There were only two principal exchanges involved in this. One is 
with Socony Mobil and the other is with Shell Oil Co. 

We had available certain crude at the Sidon terminus of the Trans- 
Arabian pipeline, and that was more suitable from the transportation 
standpoint for the eastern Mediterranean, places such as Italy, and 
there was certain crude available on behalf of those two companies in 
Venezuela, or the Caribbean. The objective 

Mr. McH ven. What is the date of this? 

Mr. Litiry. Let me see here; November 1, 1956, was the first under- 
standing with Shell to work out this arrangement. 

Mr. McHvuen. This crude that you are speaking of that was avail- 
able to Sidon, that was destined initially for the United States east 
coast ¢ 

Mr. Litiey. Some of it was going to the United States east coast. 
As far as the Texas share, it was designed to go to the United States 
east coast or to Canada. Certain quantities at Sidon were used by one 
of our affiliates for Western Europe. 

Mr. McHvseu. Instead of routing it to the United States east coast, 
it was sent to some of the Western European countries; is that right? 

Mr. Liter. Yes. As I said earlier, primarily it did not go to 
Western Europe as much as it did to the countries in the Mediterra- 
nean because that constituted a maximum tanker saving as you can 
appreciate. 

Mr. McHvueu. I wonder if you can complete your explanation of 
what the details of your arrangements were with the other companies 
involved. 

Mr. Lattey. To be candid with you, I don’t handle the details of 
such arrangements as that. These were worked out through our sup- 
ply and distribution subcommittee and through our supply and dis- 
tribution department. Our objective, of course, in gathering our 
statistics through the MEEC was to find out w here we could make 
eliminations of this kind and we found there was a potential one here 
with Shell which would save tanker transportation, to make more 

tankers available which, in turn, could move more product or crude 
to Europe. 

Working on that basis through the data supplied by the MEEC, 
we just found that Shell might be in a position to make such an ex- 
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change, negotiated directly outside the committee with them. I was 
not a party to those particular negotiations. 

Mr. McHveu. These arrangements with Shell in the early part of 
November were previous to the time of the enactment of schedule 1 
or 2, which specifically authorized you to make such types of trans- 
action ¢ 

Mr. Lattey. That is right. This is a commercial arrangement 
which we entered in order to try and supply our customers, and 
clients, in the European area to the maximum extent possible, and 
to do that, we needed more tanker tonnage, and that saving accrued 
from that. 

Mr. McHveu. Did you advise the Middle East Emergency Com- 
mittee in advance of these arrangements ? 

Mr. Lauer. It is my impression that at the time the MEEC was 
not operative, except as a 

Mr. McHveu. It was in existence, though ? 

Mr. Litiey. It was in existence but not activated until about Decem- 
ber 7, as I recollect. 

Mr. McHvueu. Was there any question in your mind of the legality 
of entering into an arrangement of this nature at that time? 

Mr. Liuuey. No, sir. I don’t think there is any question of that. 
This is an exchange arrangement which doesn’t involve any particular 
unusual action, as I see it. 

Mr. McHveu. There is no question that the action which you were 
taking at that time was not within the immunity conveyed by the 
approval given by the Attorney General to the voluntary plan of 
action under the Defense Production Act ? 

Mr. Lattey. I am not sure I have that question straight. 

Mr. McHvueu. There is no doubt in your mind that the action 
taken by you at that time in connection with this exchange was not 
clothed with any immunity from antitrust prosecution ? 

Mr. Litter. I would say it was a normal commercial transaction 
and in normal commercial channels. 

Mr. McHven. It is subject to the antitrust laws? 

Mr. Luuey. That I am not in a position to say. I am not a lawyer 
and I am not in a position to judge that. 

Mr. McHven. Mr. Lilley, do you own crude which you produce 
and refine in the Caribbean ? 

Mr. Litter. Does the Texas Co. own crude? 

Mr. McHuveu. Yes. 

Mr. Littey. Yes; we do have some crude but not a very substantial 
quantity by comparison with the European requirements of our 
affiliates. 

Mr. McHveu. Since the early part of December when the Middle 
East Emergency Committee was activated, has the Texas Co. imported 
into the United States crude or petroleum products from Venezuela ? 

Mr. Litiey. Yes; they have. 

Mr. McHvueu. Can you explain for the subcommittee why you 
continue to import from the Caribbean and not ship directly to 
Western Europe if that was the purpose of the plan ? 

Mr. Litter. Well, let me explain it this way: To start with, you 
have to understand the tanker routes involved. The saving by routing 
a tanker from the Caribbean to Europe versus taking it, say, from 
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the gulf coast of the United States is a comparatively small tanker 
saving. 

Mr. McHvueu. There is some saving? 

Mr. Liter. There is a fractional saving but it is very small. As 
a matter of fact, in the total movements which are presently going 
into this east coast area today—this is a little bit off-the-cuff figure— 
I think you might save something like 10,000 barrels a day in tanker 
time. 

Now, 10,000 barrels a day, I should say in movement, which is a 
fractional percentage of the total lift, a very small percentage, well 
under 1 

Now, I would like to say there are also other factors in running an 
oil business other than purely transportation, as you, of course, recog- 
nize. There are factors, such as the continuing availability of source 
of supply of a particular type of crude to your operations. There are 
such factors as the quality you need to run for a certain given end 
product end result. ‘There are many others like that I could elaborate 
on, and all of those have a bearing on this type of thing. 

Mr. McHvuen. Would it have been possible for the Texas Co. to 
have increased its production of crude ’ Venezuela ¢ 

Mr. Litiey. I would say not, sir, I don’t have anything to do di- 
rectly with the Venezuelan operation, but it is my impression that 
we have been producing to the maximum consistent with our facilities, 
and good oilfield practice through the Caribbean, and I might add, 
too, also one thing I didn’t mention in my > ief statement. 

There has been some difficulty in getting American-flag ships in 
position at the time required if you want to make more shipments from 
the gulf to the east coast. 

Mr. McHven. When you speak of production, and, as I understand 
it, with your facilities you are referring, among other things, to tanker 
fac a 

Mr. Liniey. | did not have particular reference to tanker facilities, 
no. I had reference primarily to the operations in our Caribbean area 
affiliates and subsidiaries; the fact that they generally at a time like 
this, when we need the crude, would produce up to what good oilfield 
practice would constitute. 

Mr. Forry. We are producing in Venezuela every last barrel we can 
get out of the wells, and that is true in Trinidad and Colombia as wah 

There isn’t a spare barrel that we could get that we are not taking. 

Mr. McHvean. So it would not have been possible for your com- 
pany to have made any further diversion of its Middle East shipments 
or the tankers used in its Middle East haul to Venezuela for shipment 
directly to Western Europe? 

Mr. Fotry. That is correct. 

Mr. McHuen. In connection with any of these exchange arrange- 
ments which you have described, Mr. Lille *y, are there involved some 
type of financial setoffs with the companies which might involve, say, 
sharing of distribution or expenses ? 

Mr. Litiry. As I have told you already, I am not a party and have 
not been a direct party to negotiations, to negotiate these. They are 
done through supply and distribution ch: innels, but normally, de- 
scribing how a thing like this should operate, I would presume that if 

there were a freight saving involved, there would be some manner of 
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arrangement whereby that freight saving could be apportioned. I 
don’t know exactly how it would take place. 

Mr. McHueu. As apportioned among the—— 

Mr. Litixy. The two persons doing the operation, I would presume. 
I have not had direct access to this information. 

Mr. McHveun. Senator, in this connection, I wonder if it would be 
appropriate for the Texas Co. to furnish the committee the specific 
details in connection with these two transactions which Mr. Lilley 
has referred to. 

Mr. Litter. Would you like us to put those in the record ? 

Mr. McHvau. Please. 

One last question. The arrangements which are referred to here, 
the specific transactions which the members of the Middle East 
Emergency Committee engaged in pursuant to these various schedules, 
are they worked out at meetings of MEEC? 

Mr. Litter. The schedules themselves ? 


Mr. McHueu. No. The individual transactions taken pur- 
suant 


Mr. Later. No, sir. 

Mr. McHvueu. Pursuant to the schedules. 

Mr. Litter. The individual transactions are not done in the MEEC. 

Mr. McHuaeu. Where are they done? 

Mr. Littxy. As I understand it, the base data supplied by the 
MEEC goes to the supply and distribution department of individual 
companies which then attempt from their base data to see what can 
be done on an individual basis. 

Mr. McHueu. You mean, they would be negotiated by conferences 
in the offices of the companies involved ? 

Mr. Liatury. No, sir. I would not say that. 

I would say that one individual company would attempt, based 
on the data available, to work out an arrangement to save tankers 
with another individual company. 

Mr. McHuexu. Where would that be done? 

Mr. Liter. I would presume they might do it in one office or an- 
other of the companies. They might do it by telephone, as far as I 
know. It would not be done in the MEEC. 

Mr. McHveu. It would not be done under the supervision of MEEC 
or any of the subcommittees of MEEC? 

Mr. Liter. Not as I understand it. 

May I say that I did not come here fully prepared to talk on all 
the details of the MEEC operation. Mr. Coleman, as chairman of 
that committee, I believe has a much more elaborate authoritative 
statement than mine on this subject. I primarily came here to tell 
you our particular position, and I haven't all the background neces- 
sary on this subcommittee or the supply and distribution operation 
to fully inform you. I will be glad to get it, to get you any data you 
need, if Mr. Coleman doesn’t give it to you. 

Mr. McHueu. As the Senator stated, we expect to hear from Mr. 
Coleman subsequently. In that connection, Senator, I think it might 
be appropriate for the company to withhold the submission of in- 
formation we have just requested until we have completed the testi- 
mony of Mr. Coleman and some of the other MEEC members, to de- 
termine whether or not we may have the information we need or we 
may be able to get it at that time. 
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Senator O’Manoney. I think the information we asked this after- 
noon 

Mr. McHvueu. I was just referring to our request to have them 
describe the details of these two particular transactions. 

Senator O’Manoney. Well, that is all right. 

Mr. McHueun. It may be possible that Mr. Coleman would be able to 
furnish that information, and, if not available, Senator, we can request 
it again. 

Senator O’Manoney. Again I thank you for your patience in stay- 
ing with us so long. We are very grateful to you, Mr. Foley, and to 
you, Mr. Lilley, for your readiness to answer our questions. 

Mr. Foxy. It has been a privilege and a pleasure to be here. 

Mr. Litiry. It has been a pleasure, Senator. 

Senator O’Manonry. Thank you very much. 

The committee will adjourn now, at ‘the call of the Chair, but the 
probability is that that call will not come until Wednesday, next. 
There are some witnesses whom we had hoped we might reach today, 
but it has been impossible to do so, for obvious reasons. Mr. Cresente 
of Ohio had requested to be heard, but we could not reach him, and we 
beg his pardon. 

The committee now stands in recess, at the call of the Chair. 

(Whereupon, at 6:30 p. m., the subcommittees recessed, subject to 
the ‘all of the Chair.} 
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